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Foreword

Since the beginning of the 1980s, governments all over the developed world
have been engaged in reforming their health care systems and in trying to
find ways of coping with the problem of continuously rising costs. Methods
aimed at improving the effectiveness and efficiency of health care delivery,
shifting the financial burden from public to private financing, as well as
reducing the health care infrastructure, are being studied and developed.
During the many years that I served on the Board of the Federation of
Dutch Health Care Organizations, including as Chairman from 1992 to
1999, T experienced directly the consequences of limiting the financial
resources available to health care. It became apparent to me during those
years that the social climate regarding health care in the Netherlands was
changing. That changing climate can be encapsulated by the word account-
ability. Accountability has come to mean that health care is the business of
a range of stakeholders, all of whom want developments to go their way. In
short, health care now has multiple owners.

Later, after I had joined the Governing Council of the International Hos-
pital Federation, I found that similar developments could be observed
throughout the developed world. These developments are characterized by
the decreasing involvement of governments in the financing and delivery
of health care. Instead, the market, and with it the price of health care, is
increasingly becoming the instrument for coordinating of supply and
demand.

The reform of health care systems in most of the countries of the
European Union is conditional on providing equal access for all citizens,
regardless of their ability to pay. National constitutions, or their equivalents,
mandate governments’ responsibility in this respect. As a consequence,
exemption regulations aimed at protecting vulnerable members of society
have been introduced by EU governments which have carried through cost-
saving measures. These regulations are meant to uphold the idea of
solidarity in health care.

Whether or not EU governments, by applying exemption regulations,
have succeeded in living up to their promise of equal access is, in fact, the
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theme of this book. In order to deal with it, the author has chosen an orig-
inal approach, by considering health care in the context of the recent devel-
opments in the international political economy. Since 1975, that context has
been characterized by governments of the developed world withdrawing
from the economic process and leaving the production and consumption of
goods and services increasingly to the market. As a consequence, inequali-
ties in health care—as in society as a whole—are increasing. The author
concludes that, despite the application of exemption regulations, increasing
inequalities put the solidarity principle, a mainstay of most EU health care
systems, at risk.

The arguments for governments to withdraw from the economic process
are twofold. Firstly, it is argued that the phenomenon of globalization forces
governments of the developed world to reduce the costs of labor in order
for businesses to stay competitive. Secondly, it is argued that a free market
economy with the price mechanism as the instrument for coordination,
instead of a government interfering in the economic process, better serves
to satisfy the needs of individual consumers. As a member of the Dutch
Social Economic Council in the 1990s, I was aware that these arguments
were applied to many spheres of economic activity. I concluded that these
two arguments are far less suitable for application to health care if the prin-
ciple of equal access is to be realized. Furthermore, according to the author
of this book, both arguments are controversial. Societies appear to have
more freedom to choose their social arrangements than the international
political economy wants us to believe.

After having read the manuscript, I unreservedly recommend the book
to politicians, health care policy-makers, insurers, managers, and all those
who take equity in health care to heart.

Ton Krol
Former President of the International Hospital Federation
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Preface

Once, in 2004, I had to collect some medicine. When I entered the local
pharmacy, there was an elderly lady standing at the counter, also collecting
her medicines. While handing over the parcel, the dispenser’s assistant said
to her, “That makes €11.30.” The elderly lady answered, “But this is included
in my health insurance. I didn’t pay for it last time!” To which the assistant
replied, “Yes, that’s true, but since the first of January, it is no longer
included.” The elderly lady replied, “But I don’t have the money to pay for
it myself!” And then she left, without the medicines she needed.

On 18 June 2005, the British newspaper The Times informed its readers
of a 32-year-old female victim of a road accident, who, after having been
referred by her general practitioner, was told she would have to wait 80
weeks for a brain scan in a London hospital. However, the hospital’s letter
containing this message also offered a solution. A handwritten note on the
letter said, “If you want to go privately, call 0845 60 80 991 for prices.” This
telephone number referred to the hospital’s “self-pay” private clinic, where
the procedure could been done in two weeks for £983.!

Now, if you live in one of the countries of the European Union,” think
back 25 years and ask yourself if it would have been possible to hear or
read messages like these in your country in those days. I would guess that
your answer would be negative, because it was characteristic of health care
systems in many EU countries in those days to provide equal access for all
citizens, according to need. Ability to pay was not an issue. Those systems
were based on notions about solidarity with the vulnerable citizens in
society. They were the foundation for the establishment of EU welfare
states in a time when we thought that society was manageable, and that gov-
ernments were able to look after their citizens from the cradle to the grave.

As for health care, these notions were believed to be so important that
all countries of the European Union included provisions about their gov-
ernments’ responsibility for their citizens’ health in their constitutional
laws. Moreover, because they intended to take solidarity in health care
matters seriously, the countries of the EU took legal measures to this end
during the 1960s and 1970s.

Xiii
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At present, however, there is reason to worry about whether the coun-
tries of the European Union still sufficiently live up to their notions of sol-
idarity in health care. The examples given above illustrate that ability to pay
is an issue these days, that the principle of equal access is losing meaning,
and that a market for health care is emerging. This is becoming increasingly
clear from the growing number of uninsured people, the limitations on col-
lectively financed coverage packages, rising personal contributions, an ever-
more-favorable environment for preferential treatment, and the shifting of
responsibilities from governments to other social actors through privatiza-
tion and deregulation.

These health care developments are part of a broader change in the poli-
cies of the international political economy. This change started in about
1975. Central to it are two arguments—one economic and one ideological.
First of all, the economic argument assumes that the phenomenon of glob-
alization will lead to a worldwide interconnectedness, which, in turn, will
make it increasingly difficult for governments to control developments at
the national level. Globalization will rule the world and will force employ-
ers in the global economy to reduce the costs of labor as much as possible
in order to stay competitive. “There’s no alternative,” in Thatcher’s words.
Secondly, the ideological argument, captured by the term neo-liberalism,
argues that the ultimate objective of any economic order should be to
satisfy the needs of individual consumers through an optimal market
economy, with the price mechanism as the instrument for coordination,
instead of having the government as the central planning institution. Neo-
liberals want to limit the role of governments, because governments are
believed to impede the pursuit of personal objectives. Thus Reagan said,
“get government of our backs,” so that personal initiative could get a
chance. In combination, these arguments are the leading principles in the
present-day international political economy. As a consequence, govern-
ments from all over the developed world, including those of the European
Union, are withdrawing from the economic process, leaving things increas-
ingly to the market. In this (re)turning to the market, the idea of the welfare
state is being reconsidered, resulting in stricter eligibility criteria for social
security, decreasing levels of welfare benefits, and people being increasingly
left to their own devices. In short, since 1975, the social context of the devel-
oped world has been changing. The effect is an increasing number of
victims, people who have lost in the market game or who did not even get
the chance to play that game.

Health care is no exception to this changing social context, particularly
when we consider acute care. However, the problem is that, due to their
constitutional obligations, governments cannot simply decide to leave
health care to the market. Moreover, they know very well that good-quality
health care is very important to their citizens. They also know that citizens
who can afford to do so are prepared to pay for it. Finally, they know that
solidarity in access to health care is a broadly supported principle in the
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countries of the developed world. These facts ensure that the introduction
of a market for health care is almost by definition a delicate matter, since
policies in this respect may easily be at odds with the solidarity principle.
As a consequence, reform policies regarding health care in EU countries
are not characterized by “grand designs,” but by taking small steps of
incremental change, by trial and error, and sometimes even by a
“ready—fire—aim” approach, trying out some reform idea and seeing what
happens.

Meanwhile, these policies increasingly demonstrate that governments are
frenetically trying to hold on to their promises of equal access. Moreover,
these promises are translated into huge bureaucracies with manifold regu-
lations, including patchworks to exclude the vulnerable members of society
from cost-containment measures. As a consequence, health care in several
EU countries seems to have become a matter of bookkeeping. This would
not be a problem if solidarity were maintained. But it is not. The examples
given above illustrate that, despite the frenetic attempts by governments to
uphold the foundations of their health care systems, there is something
going fundamentally wrong with solidarity in health care. And there is
more. The huge bureaucracies that have been set up and the many regula-
tions that have flooded the world of health care to enable governments to
control these developments have also limited the managerial scope of
health care managers. Although these managers are expected to perform
as entrepreneurs, the primacy of politics in health care increasingly turns
them into figureheads.

The ultimate consequence of the reform measures in health care may be
that it will no longer be justifiable to describe health care systems in EU
countries as an expression of solidarity between citizens. I will argue in this
book that EU countries are on their way to that situation. Reviewing the
aggregate of reform measures in health care over recent decades presents
a disturbing picture of decreasing equal access; of underconsumption for
financial reasons by vulnerable groups in society; and, in general, of emerg-
ing “two-class” health care systems. On the one hand, we see a growing for-
profit market in health care. On the other hand, coverage packages are
being reduced to safety nets. In short, EU health care systems are no excep-
tion to the general trend of increasing inequalities in society. In reaction to
this development, one can take two positions. One can either accept the
present trend of decreasing solidarity in health care as an inevitable effect
of the arguments that rule the international political economy, or one can
attempt to verify the veracity of these arguments. I have chosen to do the
latter.

By doing so, I deal with the developments in health care systems in EU
countries in the context of the international political economy. I take this
approach because discussing developments in health care systems is rather
meaningless if the political context is excluded. That political context itself
is also changing, in the sense that developments in health care systems are
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no longer exclusively determined by politics at the national level. Increas-
ingly, politics at the international or global level have implications for
national health care systems. To my knowledge, such an approach to the
developments in health care systems is new. Although there is plentiful
information available on health care reforms in EU countries, the descrip-
tions are mostly limited to detailed and dated information over a certain
period of time, about a given number of countries. In those cases, an intro-
ductory or summary chapter serves to connect the information presented.
I have adopted an EU-wide integrated approach that focuses on the trends
in health care systems, based on a cross-section of health care reforms in
EU countries since the 1980s. After all, in health care trends live longer than
facts.

This approach has consequences for the structure of the book. First of
all, the present-day international political economy has to be described.
That is what the first part of the book is about. The first chapter starts with
a description of the analytical context. Central to this context is the most
important question that any economic order (or country) has to deal with,
namely: “Who decides on the production and consumption of goods and
services?” To answer this question, the German economist Walter Eucken
distinguished between two theoretical extremes.> According to him, these
decisions can in theory be left either completely to the market, or com-
pletely to the government. The reality of economic orders, however, is
always a mixture of these two extremes; i.e., there is always more or less
government involvement in the economic process. Between the two
extremes one can think of a straight line, which I call a continuum, and one
can situate any actual national economic order somewhere on that line at
a given moment in time. But a few things should be kept in mind. First of
all, economic orders in Eucken’s days were mainly national in scope. At
present, however, decision-making regarding the production and consump-
tion of goods and services is increasingly influenced by circumstances and
agreements beyond the national level. Secondly, one has to realise that the
economic order is a dynamic phenomenon. Countries may move along the
continuum from left to right or vice versa, i.e., they may choose, through
democratic means, for more or less government involvement in the eco-
nomic process. Regarding this, it is tempting to compare the history of the
international political economy since the beginning of the twentieth century
with a swinging pendulum, with economic orders moving along the contin-
uum from left to right and vice versa. Since 1975, the countries of the
Western world, including EU countries, have clearly been moving in a direc-
tion where the market is the (more) determining factor for the economic
process. And, of course, such a movement has its supporters and opponents.
In democracies, both try to influence decision-making regarding move-
ments along the continuum. That is the topic of the second chapter. Pro-
moters, particularly corporate business, want the market economy to be
increasingly liberalized, which would facilitate their competition in a global
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economy. In contrast, opponents, comprising a variety of (non-) institutional
organizations and movements, want to maintain or increase government
control of the economic process. On balance, it seems as if promoters of the
market economy determine the course of things in the present-day inter-
national political economy. In general, EU governments follow their previ-
ously mentioned arguments. These arguments are dealt with in the third
chapter. Here, it is important to mention that these arguments receive
impetus from a new morality that has as its point of departure the view that
rational individuals, out of self-interest, only pursue the maximization of
their personal utility. Since 1975, the neo-liberal view, combined with this
new morality, provides the leitmotif for policies of various political leaders
in the Western world. In particular, Reagan and Thatcher acquired a certain
reputation in this regard. As a consequence, Keynesian economics, which
had dominated politics in the developed world for decades, appeared to be
losing its relevance in the course of the 1970s. The idea that the shortcom-
ings of the market system should be corrected through selective govern-
ment interventions and that the state has an interest in effective social
welfare was replaced by a new course, which was meant to restore the
stimuli for an entrepreneurial spirit. The effects of this new approach on
the arrangements of society are brought together in the fourth chapter. It
shows a new trend in the development of economic orders of the Western
world. To this new trend belong increasing inequalities, worsening labor
terms and conditions, insecurity (in particular for low-skilled workers),
down-sizing, et cetera. All EU countries are following this trend.

The second part of the book deals with the implications of the changing
social context for health care systems in EU countries. Here, the focal ques-
tion of the book could be re-specified by focusing on health care goods and
services. However, conceptual and practical dilemmas make an answer to
the question, “Who are the ones to decide on the production and con-
sumption of health care goods and services?” a complicated matter. This is
the topic of the fifth chapter. As for the conceptual dilemmas, the idea that
health care in EU countries is “a symbol of democratic rights and citizen-
ship™ refers to ideological preferences that economic orders have to take
into account. These preferences make the introduction of market principles
in health care controversial. Moreover, there are several practical dilemmas
that influence decision-making. The many interested parties in health care,
for example, make it very difficult for governments in democracies to carry
through fundamental changes, particularly when these changes have to do
with restrictions. Furthermore, the aging of the population adds extra prob-
lems for governments that want to introduce market-style mechanisms in
health care. Finally, developments in health care may involve ethical prob-
lems, not only regarding moral judgements, but also in relation to the soli-
darity principle.

The developments in health care are to a considerable extent determined
by the immanent dynamics of the health care process. These dynamics make
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health care a very difficult matter to control in any democratic economic
order. To explain these dynamics, I define health care as a complex and
dynamic process of continuous innovation, i.e., of constantly changing new
combinations of science, technology, organization, politics, economics, and
(medical) culture. An analysis of the six elements of this definition, which
is the topic of the sixth chapter, leads to the conclusion that governments
in democracies have only limited power to control developments in health
care. In fact, the only effective instrument they have is finance.

According to the Maastricht Treaty of 1992, health care in EU countries
is subject to the subsidiarity principle, which means that each member state
is free to choose its own organizational and financial arrangements. In
chapter seven, however, I argue that as a consequence of an ongoing eco-
nomic integration at the EU level, the subsidiarity principle with regard to
health care is slowly being eroded. Although policy lines from Brussels,
political considerations, and rulings of the European Court of Justice will
not result in a universal EU health care system, I argue that there will be
a certain convergence regarding the financial and quality aspects of health
care. It is not unlikely that European Commission will take the lead in this
respect.

Chapters eight and nine deal with movements along the continuum
regarding health care. Although a considerable number of innovations in
health care date back to the Second World War or immediately thereafter,
the quantitative analysis in these chapters is divided into two periods since
1960, because there is hardly any useful aggregated quantitative or quali-
tative information available from dates prior to that year. The first period
is 1960-1980, which I have labeled as the time of “investing in health care.”
This was the time when health care organizations changed from closed
systems into open ones. But it was also the time when the combined influ-
ence of technological, scientific, organizational, political, and economic
change led to the creation of the “health industry.” Finally, it was the time
when it was thought that a good health care system, equally accessible to
all citizens, would contribute to making the world a better place. In regard
to this last point, the experiences of the Second World War particularly
inspired the American government to create a favorable environment for
(further) developments in health care. As a result, the funding of scientific
medical research soared, the number of doctors increased tremendously,
medical specialization took off, and accessibility to all was embedded in
legal arrangements. In short, those were “the glory days of [American] med-
icine,”” during which money was no problem and the medical establishment,
much admired by the public at large, determined the course of events. Con-
sequently, expenditure increased substantially, often in double digits on an
annual basis. Taking advantage of a period of strong economic growth, many
EU countries followed the Americans from around the beginning of the
1960s. What is most characteristic of this period is that developments in
health care were unrestrained. Critical questions were seldom asked, and
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planning was hardly an issue. In general, during this period governments
approved the developments from the sidelines, letting things go instead of
controlling.

Around the beginning of the 1980s, governments started to realize that
things had to be turned around. As a consequence, from this period onward,
EU health care systems were subjected to reforms. These reforms were
many. They are brought together in the ninth chapter in a cross-sectional
matrix around four themes, which have been worked out with some exam-
ples. The first theme is accountability, referring to the fact that health care
professionals, health care institutions, and health care insurers have had to
accept that the external environment has started to interfere in their busi-
ness. Legal regulations regarding the quality of care and (legal) measures
directed at empowering patients are examples. Organizational reforms, the
second theme, may have followed from deliberate changes in (political)
views on how health care policy and health care delivery should be
designed. Reforms like these may be initiated by health care professionals
or institutions, or they may be enforced by insurers or patients. They may
be motivated by arguments like cost containment, effectiveness, efficiency,
quality improvement, workload, or task performance. Policies of decen-
tralization and deregulation, as well as the creation of internal markets for
health care and private initiatives, are examples. The third theme is
rationing and priority-setting. One of the objectives was for the public at
large to start to realize that the production and consumption of health care
goods and services is not as self-evident as people have come to believe. In
several EU countries, public campaigns were established in order to convey
the message that health care goods and services are also subject to scarcity.
Further examples of rationing and priority-setting include testing new
medical opportunities through technology assessment, providing health
care along the lines of protocols, as well as (deliberately creating) waiting
lists. The fourth theme is cost-containment, elaborated with policy exam-
ples regarding pharmaceuticals, cost-sharing, and the financing of hospitals.
As during the period of investing in health care, so also reform measures
in health care were to a considerable extent American-led. Because of this,
chapters eight and nine also provide American examples.

As previously discussed, the ninth chapter provides a cross-sectional
outline of health care reforms in EU countries. It shows that, in health care,
EU countries are also moving to the right side of the continuum, thus choos-
ing for the market. An important question following from this policy is
whether governments, while moving to the right side of the continuum, have
succeeded in achieving the threefold objectives of their reform measures,
i.e., improving quality, containing costs, and maintaining equal access. The
tenth chapter has been written to address this question. As for quality, it
has to be observed that, despite all the time and money that have been spent
on the different aspects of health care, we simply do not know if this has
contributed to higher-quality outcomes. Regarding cost containment, the
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period from 1980 to 2000 can be labeled as the time of “cleaning up the
mess.” After all, it is not too difficult for governments to do something about
cost control after years of neglect. The result is that the “organizational
slack”® of the world of health care has been skimmed off. What also has
been achieved is that health care providers have started to think about the
efficiency and effectiveness of their actions. But whether governments are
really capable of controlling health care costs, while maintaining equal
access, still has to be proven. After all, controlling presupposes the ability
to steer and to direct future developments. With an innovative sector like
health care, governments have only limited powers to do so. There are
already disturbing examples to illustrate that, due to the reform measures,
the idea of equal access according to need has been damaged, and that
ability to pay has become an issue. In this respect, the present climate of
the international political economy, with its dogmatic focus on the market
as the only alternative, will make things even worse. This raises the ques-
tion whether EU countries can still rightfully maintain that their health care
systems are based on the principle of solidarity between their citizens.
Admittedly, the idea of solidarity cannot be caught in mathematical equa-
tions. Nevertheless, the least one can say is that the trend of the develop-
ments is negative, which puts the foundations of EU health care systems at
risk.

Therefore, the final part of the book is a reflection on its first part. This
reflection starts in chapter eleven with a reconsideration of the changing
social context. In this regard, the reader is reminded that there is no right
or wrong answer to the question of which side of the continuum is prefer-
able. Choosing a position on that continuum is a matter of normative eco-
nomics. Such a choice implies taking a personal position regarding the
desirable arrangements in society. In this regard, I believe that the coun-
tries of the developed world, as they are moving toward the market, have
reached a position where social cohesion is dangerously threatened. Admit-
tedly, this is a rather pessimistic perspective. But it is a perspective that
follows from the assumptions that underlie the present-day international
political economy. Critically reviewing these assumptions may thus result
in a change of mind. Consequently, in the eleventh chapter, I will examine
the strength of the arguments addressed in the third chapter. In this respect,
chapter 11 shows, first of all, that people are not so focused on individually
maximizing their utility as public choice theory wants us to believe. It also
shows that present-day neo-liberalism neglects what Adam Smith in his
days intended “liberalism” to mean, and that despite all the talk about glob-
alization, trade appears to be very much concentrated in trading blocs with
geographically contiguous countries. The challenges facing the developed
world, therefore, do not result from a globalising economy, but from domes-
tic developments like rising inequalities, the need for flexibility, and the
demand for essential public services. To put it differently, it is not the
economy that rules, but the ideology. To deal with these issues is more dif-
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ficult than dealing with the global economy. Globalization offers no motive
to reduce the costs of labor because there is no convincing correlation, so
far, between economic growth and spending on social security. The EU
countries appear to have more freedom to choose their social arrangements
than ideas on globalization suggest. Here, an enlarged EU offers opportu-
nities in the longer term. If the “old” countries of the EU are willing to
invest sufficiently in the new member states, particularly the former transi-
tion countries, the EU could become a very strong economy, which does
not have to go along with American views on the world, and which can
uphold its historical sense of taking care of the needy in society, including
the basis of solidarity of its health care systems. However, turning away
from the present course of the international political economy is condi-
tional in this respect. The all-time low interest of EU citizens in politics and
the functioning of democracy is an important obstacle to change. People
feel misled, cheated, unimportant to the ruling elite, et cetera.” It will take
convincing and reliable political leadership to restore an interest in demo-
cratic procedures, as well as confidence in the rulers. Convincing and reli-
able political leadership may also contribute to restoring a climate of trust
among the stakeholders in health care. In this respect, the final chapter pre-
sents some ideas on health care management from the perspectives of gov-
ernments, medical specialists, and top managers in hospitals. At first glance,
the reader may find this chapter to be a stranger amidst the other chapters.
However, my personal experience as a manager of health care organiza-
tions for many years was an important motivation to write it. I experienced
the “good times” and the “bad times,” and although I enjoyed working in
health care till the age of retirement, by that date I had become convinced
that management in health care had come to mean trying to shape your
entrepreneurial ideas in an over-bureaucratized environment characterized
by mistrust and a hardening of viewpoints. Changing that situation, and
giving room for entrepreneurship, will certainly have a positive influence
on the image of health care as a professional field. It will also stimulate effi-
ciency and effectiveness and, through that, contribute to upholding the sol-
idarity principle that EU countries claim is the mainstay of their health care
systems. Therefore, it is legitimate to pay (relatively limited) attention to
some managerial aspects regarding health care.

In the end, however, the meaning of the concept of solidarity is deter-
mined by what kind of society we want. To complete the book, a brief epi-
logue will address this question.
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Moving Along a Continuum

Writing about the future of health care systems, or about their past, is rather
meaningless if the social context is left out." That social context, i.e., the
complexity of cultural, economic, and political aspects which, in combina-
tion, condition the practical operation of health care systems, is constantly
subject to change. Consequently, health care systems are also constantly
subject to change.

Changes in the cultural patterns of a country may influence the way
health care delivery is organized; worsening or improving economic condi-
tions of a country may affect its health care system’s organizational slack,
and changes in a country’s political constellation may alter a government’s
interference with its health care system.

To study each and every single change in health care systems, however,
is also rather meaningless, particularly in the context of the European
Union. Comparing health care systems this way would yield a number of
facts, but this information would be outdated as soon as it was collected.
Nevertheless, observing successive single changes in health care systems
over a longer period of time may well reveal certain trends in their devel-
opment. These trends are worth studying.

There have been times that health care systems as we know them now
did not exist. The Middle Ages was such a time. In the specific social context
of those days, looking after those who needed care was mainly the business
of religious congregations. As far as “governments,” i.e., those in power,
were concerned, they were not only motivated by reasons of compassion,
but also by self-interest. After all, cholera did not choose between rich and
poor, nobility and peasants.”

Health care systems as such—that is, specially designed infrastructures
that deal with health care—date back to the beginning of the eighteenth
century. From then on, these systems gradually became an essential element
of government interference with the arrangements of society.

At present, governments everywhere are involved in health care systems,
albeit in different ways and to differing degrees.



4 1. Moving Along a Continuum

Also at present, the social context of health care systems is changing. This
started around the beginning of the 1980s. Since then, the sequence of
changes in health care systems has resulted in a new trend which, contrary
to the prior two decades, is characterized by withdrawing governments who
leave the health care process increasingly to the market.

Regardless of whether one approves of this trend, it is reconditioning
the practical operation of health care systems. That reconditioning may
have unintended consequences regarding the basic values of solidarity and
equity on which the health care systems in the countries of the European
Union were founded.

In order to understand and to explain the present developments in health
care systems, we need to analyze their social context. That is what this first
chapter of the book is about. Furthermore, if one does not appreciate these
present developments, an analysis of the current social context may be of
help in considering alternative approaches.

Those readers who are daily involved in health care may believe such an
analysis to be unnecessary. They may be inclined, therefore, to skip this first
chapter. They should realize, however, that health care, economics, and pol-
itics are very much intertwined in society. The reasoning in this respect is
very simple. If there is no money, there is nothing one can do. And if there
is no political will, promoters of a sound health care system will expend
their energy to no avail. The United States, for example, spends roughly
13.6% of its GDP on health care. Nevertheless, 44 million Americans have
no health insurance coverage at all.” This suggests that the United States
lacks the political will necessary to make health care accessible to all
American citizens. In contrast, the countries of the European Union*spend
considerably less on health care, but have nevertheless far fewer citizens
going around uninsured. Here, obviously, there is the political will to make
health care accessible for all. In both situations the social context is deci-
sive. Therefore, it cannot be ignored.

Central to the following analysis of the present social context of health
care systems is the concept of the economic order, i.e., the organizational
structure of national economies, or alternately countries or societies. I will
argue that policy decision-making in national economies is increasingly
influenced by circumstances, events, ideologies, and institutions beyond the
level of national economic orders. I will outline these influences and
examine their effects on society. All in all, the first chapter presents a
schematic outlook on the current international political economy, which in
my view will have consequences for the future of European health care
systems. Therefore, this chapter is an overture to this expected future.

For the sake of those readers who are daily involved in health care but
not familiar with political economy, I have tried to present the following
analysis in a not too extensive but readable way. In order to avoid an ill-
founded argument, however, the analysis refers to an extensive literature
list, for those who are interested, at the end of the book.
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1.1 The Dynamics of the Economic Order

The objective of this section is to establish a framework for the rest of the
book. It deals with decision-making on the macro-level of democratic eco-
nomic orders, in particular the balance between, on the one hand, private
initiatives pursued by individuals, private organizations, and interest groups,
and, on the other hand, government interference in the economic process.
It is also addresses the development of economic orders and asks whether
this may have consequences for the future.

1.1.1 The Analytical Context

Because of the fact that any economy’s production capacity is limited by
technical knowledge and by the availability of (natural) resources, every
society has to make choices regarding the production and consumption of
goods and services. The twentieth century produced some great economists
who, in one way or another, dealt with this problem of decision-making,
notably John Maynard Keynes, Paul Samuelson, Friedrich Von Hayek, and
Walter Eucken. Although their terminologies and points of departure dif-
fered, these economists were all interested in the way a society decides on
the what, the how, and the for whom of the production and consumption
of goods and services. And although they put their reflections on paper
more than half a century ago, “these three fundamental questions of eco-
nomic organization [...] are as crucial today as they were at the dawn of
human civilization.” In fact, they are questions for all times.®

The what refers to, for instance, the choice between consumer goods and
investment goods; the how can, for example, relate to generating electric-
ity from coal or from wind mills; and the for whom includes distribution
matters, such as income and accessibility in health care. The reality of eco-
nomic orders shows that the process of decision-making in respect of the
what, the how, and the for whom always involves government interference
in the economic process. And since this involvement may vary within and
between societies, the number of economic orders is, in fact, unlimited.

It is to Eucken’s credit to have brought some structure to the complex-
ity of economic orders by distinguishing between two opposite basic types,
or analytical constructions (Grundformen). He has distinguished between,
on the one hand, an economic order where every aspect of decision-making
regarding the what, the how, and the for whom of the production and con-
sumption of goods and services is left completely to a central government
(Zentralgeleitete Wirtschaft).” That central government is the only planning
institution. It designs the plans, it commands their execution, and it inspects
the results. This economic order is ruled by command and control, in which
individual freedom is limited and bureaucracy is inevitable.

Eucken’s second basic type, on the other hand, is an economic order in
which decision-making regarding the what, the how, and the for whom is
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left completely to the market (Verkehrswirtschaft). Here, every member of
society makes his or her own plans and bears personal responsibility for
their execution and adjustment. Coordination of all the individual plans
comes about through the use of the price mechanism,® instead of an estab-
lished bureaucracy. It is assumed that individual freedom will be optimized
through voluntary exchange.’

Eucken’s basic types (Idealtypen) are a formalization of reality. If this
were not the case, an economic order in which every aspect of decision-
making regarding the production and consumption of goods and services
was left to the market would result in a society where the idea of the “sur-
vival of the fittest” would be the leading principle. On the other hand, an
economic order where these aspects were left completely to a central gov-
ernment would result in a society of slaves, with that government in the
position of “the fittest to survive.”

The reality of economic orders, however, is always a mix of decision-
making through the market and through a (central) government. Conse-
quently, one can think of an imaginary line connecting the two extremes. I
call this line a continuum, i.e., a line between the two extremes, and argue
that any actual economic order can be situated somewhere along this con-
tinuum. In the extreme situation of an economic order where the answers
to questions about the what, the how, and the for whom result merely from
private initiative and responsibility, with the price mechanism as the coor-
dinating instrument, we have a complete market economy. In the other
extreme situation, we have a complete command economy where answer-
ing these same questions is solely a matter of government initiative and
responsibility.’” These two extremes can be illustrated by drawing a simple
line, with private initiative symbolized by a capital P at the right end, and
a commanding government symbolized by a capital G at the left end.

G P

As discussed, any economic order, society, or country can be situated
somewhere along this continuum. Those positioned on the left side
experience relatively more government interference in the economic
process than those on the right side, where market operation is more deci-
sive. To be concrete: it would be reasonable to situate the United States
more to the right side of the continuum, whereas China’s position would
be more to the left side.

A country’s position on the continuum is not permanent, however. On
the contrary, countries are constantly on the move from left to right along
the continuum, and vice versa, for the simple reason that people are
constantly on the move. Consequently, the economic order is a dynamic
phenomenon.
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This chapter of the book is about moving along the continuum, from left
to right, and vice versa, i.e., decreasing or increasing government interfer-
ence in the economic process. In doing so, my particular focus is on the con-
sequences of a government’s withdrawing from the economic process with
regard to a particular aspect of the political culture of the countries of the
European Union. For these countries, this culture is “deeply imbued with a
sense of general duty to aid the needy.”'' More specifically, the subject
matter of the book is whether leaving the answers on the what, the how,
and the for whom increasingly to the market will negatively influence this
sense of general duty to aid the needy.

This general sense of duty refers to “a [somehow] very European princi-
ple”™ which is captured by the term solidarity. This refers to solidarity
between the rich and the poor, the sick and the healthy, the young and the
old. Solidarity is a generic term, however."” There is no “one size fits all.”
Its content differs from country to country and is determined by economic
conditions, by cultural and moral values,"* and by political constellations."
In short, solidarity is determined by aspects which, separately and in com-
bination, are subject to change.'

Solidarity is organized in systems of social security. Why? Because in the
countries of the European Union, systems of social security are believed to
be the cement that holds society together.'” In other words, systems of social
security are instrumental for maintaining social cohesion in society. Thus, a
logical question is, How much cement does a society need to prevent it from
falling apart? Or, how far one can reform systems of social security without
endangering social cohesion? One can argue about this, which explains why
the interpretation of the solidarity principle has been the subject of ongoing
dispute throughout the history of European civilization. In the course of
that history, “the struggle between individuating and integrating forces has
been the core battleground of politics.”*® This history, furthermore, is char-
acterized by continuously changing combinations of self-interest and soli-
darity. Moving along the continuum in the direction of P may alter this
combination to the detriment of solidarity."”

As discussed, the economic order is a dynamic phenomenon. One of the
relevant dynamics, in this regard, is the development of economic orders.
In this respect, it is common to distinguish between the successive stages of
development from a natural economy, via a monetary economy, to a credit
economy. Or, alternately, from a household economy that is succeeded by,
respectively, a city economy, a regional economy, and a national economy.
The underlying assumption of such an approach is that a higher form of
economic order results from a gradual transition from a lower one.”

Since Eucken first published his ideas, the world has changed funda-
mentally, with science and technology being the most important boosters.
Kahn and Wiener’s 1967 list of 100 predicted technical innovations, which
they expected to be realized in the course of the 20th century, has been
achieved to about 95%.*' The developed world has become ever richer, and
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its citizens substantially older. Human endeavor in one part of the globe
may now have consequences for people living in far away places. All corners
of the world have become interrelated. Today, “each nation is like a big
corporation, competing in the global market place,” thus former United
States President Clinton.” Competition between countries and continents,
therefore, would be similar to that of corporations.

Thus it seems that we have reached a new stage in the development of
the economic order. The sequence could now be described as natural
economy—city economy—national economy—European economy—
global economy.” And, of course, this development has consequences for
decision-making processes at the national level regarding the answers to
the questions on the what, the how, and the for whom of the production
and consumption of goods and services. In many cases, these answers are
no longer a country’s own business, because they may have consequences
for other countries. In such cases, decision-making must rise from the level
of the nation state to a higher level. Consequently, the members of the
European Union must satisfy the directives from Brussels, which, in turn,
may impose adjustments on their domestic institutional structures, if
rulings of the European Court of Justice force them to do so.” Further-
more, through the United Nations and its institutions, like the Security
Council, the World Bank, the International Monetary Fund, the World
Trade Organization, and the World Health Organization, we now have
established global platforms for regulating peace and trade, for stabilizing
global finance, supporting developing countries, tackling health disasters
and protecting the environment.” As a consequence, decision-making
within national economic orders has to take the outside world into account,
more than ever. In other words, we have, at least partly, to adjust decision-
making on the what, the how, and the for whom at the national level to a
growing global economic order. This has various consequences.

First of all, there is the question of complexity, which is naturally followed
by the problem of manageability. Are we capable of dealing with problems
resulting from a global economic order? Is it possible to substantiate the
modern concept of global governance? Secondly, there is the question of
identity. Do we want to stay our own boss, or are we willing to transfer
powers of decision-making to the detriment of the nation state? And,
related to this, how do we cope with the little smouldering fires of sepa-
ratism that already exist?

Finally, we have to ask ourselves whether it is possible to run an eco-
nomic order beyond the level of the national economy in a democratic way.

1.1.2 A Swinging Pendulum

There is no right or wrong answer to the question of which side of the con-
tinuum is preferable. Indeed, history has produced two great philosophers,
Marx and Smith, who take opposing views in this regard.”” The choice
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between left and right is a matter of normative economics, because it
involves ethical and value judgements. What do we want different levels of
welfare to be? Should we tighten the criteria for eligibility to welfare ben-
efits? Should health care be equally accessible to all citizens, or do we accept
preferential treatment? To what level do we believe that inequalities in
income can be justified? Should education beyond a certain level be free
of charge for each citizen? These are all examples of questions that cannot
be answered on the basis of an economic analysis. They require political
debate.”® Decisions reached via political debate reflect a more general
feeling of what society should look like.

Since the times of Marx and Smith, the relationship between market
forces and government responsibility has been a regular topic of discussion.
Beginning in the 1930s, during the Great Depression when disappointment
with market processes was widespread, scholars started to think about how
governments could supplant the price system and yet allocate goods and
services without losing the efficiency of the market. Both issues were per-
tinent, because the preceding economic freedom and limited government
involvement had left “the evils that remained [. . .] all the more prominent
and evoked a widespread desire to do something about them.” As a
result, models of a “planned” economy of “market socialism” and the idea
of a “welfare function” in society became prominent (Lange, Bergson,
Arrow, Samuelson) and spread throughout Western Europe in the 1950s.*
This transition to a “planned” economy, however, did not occur overnight,
and was itself unplanned. Instead, it was the end result of many ad
hoc measures through which governments had already corrected and
conditioned market forces. In other words, state intervention preceded state
planning.’'

Around the same time, Keynes’ ideas on counter-balancing shortfalls in
private investment in the market economy through counter-cyclical gov-
ernmental policies directed at creating effective demand became accepted
by many governments of the Western world, particularly after the Second
World War.” This led to a long period of Keynesian economics. During this
period, government was pointedly present in the economic process, not only
by the application of Keynesian economics, but also due to new concerns
about the efficiency of the market, such as externalities (pollution) and
economies of scale.” In addition to this, the provision of public goods (that
is, creating the welfare state) became the subject of government regulation.
Consequently, this was the time when large bureaucracies were established
which were thought to be necessary for the execution of an increasing
number of government tasks.*

The reversal started around the beginning of the 1970s, when Von
Hayek’s 1944 message to “The Socialists of All Parties” that government
interference with the economic process would result in “A Road to
Serfdom” was renewed in 1972. The proposed new economic policy was
labeled “neo-liberalism.”* Neo-liberals favor a laissez-faire economic
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policy that is embedded in a solid judicial framework. On the one had, such
a framework favors the functioning of the price mechanism in a market
economy, while on the other hand, it prevents the development of power
positions by employers as well as by laborers. Furthermore, neo-liberals pay
attention to the relationship between economic and political institutions in
society. To them, it is not sufficient for liberal ideas to be enshrined in a
society’s constitution. The entire system of law must also be in line with
these ideas. In contrast to the rigid ideas of the old liberals, neo-liberals con-
sider that a close bond between the state and its system of law must replace
the old liberals’ repudiation of government interference in the economic
process. Government interference should be directed at systematically opti-
mizing the efficiency of a market economy through legal arrangements, with
the price mechanism as the instrument for coordination.

A well-known supporter of neo-liberal ideas in the 1970s was Milton
Friedman. Friedman launched a fiftieth anniversary edition of Von Hayek’s
message,” and Friedman’s book Free to Choose was sufficiently convincing
that both President Reagan and Prime Minister Thatcher drastically
changed political course from the beginning of the 1980s. That course can
be summarized in four features: (a) a market economy that is as free as pos-
sible, (b) a limited role for the government, (c) privatization and deregula-
tion, and (d) members of society who are individually responsible for the
pursuit of their personal objectives.

At present, political leaders of the developed world seem to be in search
of a more balanced path, which they call “the third way.”” This present-day
politics has a meaningful advantage when compared to the ideas of the neo-
liberal scholars. These scholars promoted optimizing the price mechanism,
which remained the instrument of coordination in a free market economy.
Present-day governments of the developed world, however, aim to main-
tain social cohesion as an additional objective. The combination of these
two objectives makes politics a delicate affair. Delicate, because politics is
now directed at determining the minimum role of government in the eco-
nomic process (or, alternately, establishing the maximum freedom of a
market economy) in such a way that social cohesion persists and capitalism
remains “inclusive.”* The rhetoric accompanying these politics is captured
by terms like “the stakeholder society,” “opportunity,” “responsibility,”
“community,” “empowerment,” and “people first.”

By 1999, center—left governments had been elected in most countries of
the European Union. One would therefore expect to have seen some results
of this new approach by now. Instead, so far, the “third way” mainly appears
to be wishful thinking, since there is barely any meat on the rhetorical
bones. According to Galbraith, therefore, the practice of the third way still
stands for a capitalist democracy for the fortunate.”

It is tempting to look at the movement from the left side to the right side
of the continuum, and vice versa, from the perspective of a swinging
pendulum.

EEINY3
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The first swing, then, would be one from right to left, reminding us of the
prosperous times of the “roaring” 1920s, which came to an end with the
Great Depression of 1929. This depression was not only caused by specu-
lation on the stock market, but also by the greatly uneven distribution of
wealth during the 1920s. Wealth was unbalanced between the rich and the
middle class, between industry and agriculture, and between the United
States and Europe. This created an unstable economy.” However, the policy
of the then United States President, Calvin Coolidge, was that government
should interfere as little as possible in the economic process, which was
completely in line with the rigid form of liberalism of those days.

This attitude began to change in 1933 with Roosevelt’s New Deal, which
provided for minimum wages and prices and support for the farmers (fol-
lowed by a second New Deal in 1935-1936). Government interference in
the economic process, therefore," increased after the Second World War
with the application of Keynesian economics and the establishment of the
welfare state.”

The swing to the left came to an end in the 1970s, when government came
to be seen as an impediment to sound economic development and individ-
ual freedom. One government after another shifted to the right side of the
continuum, a process which is still ongoing. Neo-liberal politics began to
rule government, and there is opposition to Keynesian economics and state
socialism. The new political mantras stipulate personal responsibility of cit-
izens, deregulation, and privatization. It is the time of the “Hayekian imper-
ative: the need to trim back overdeveloped welfare states.” It is the time of
restoring fiscal balance, reducing costs for corporate business, eliminating
rigidities in labor markets, and loosening bureaucratic trammels.” It is the
time of what Stiglitz calls “the roaring nineties” when the “seeds of destruc-
tion” were sowed.*

Taking the pendulum view and a more-or-less comparable time span, we
might have expected to see government back in business again by the end
of the current decade. However, with the unexpected fall of communism
(the Berlin Wall coming down in 1989), there seems to be no other side of
the continuum for the pendulum to swing to. Market socialism, with its all-
embracing ideas of planning and the manageability of the economic order,
has failed.” Great economists from the left side of the continuum like Klein
and Samuelson, both winners of the Nobel Prize for economics, have been
pushed aside.* They have been replaced by, ironically, Nobel Prize-winning
economists from the right side of the continuum, like Von Hayek and
Friedman, both champions of the free market.

Does the fall of communism mean that we may expect economic orders
to stand still on the continuum? Or, in the words of Fukuyama, have we
reached the end of history, now that liberal democratic capitalism has been
demonstrated to be the only legitimate source of authority in the modern
world? This is, indeed, what neo-liberals like to believe. Fukuyama,
however, is rather subtle in this respect. He warns that people have the
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desire to be recognized as equal to others, which is the missing link between
a liberal economy and liberal politics. Such recognition is a matter of human
dignity.” From this perspective, one may consider the unemployment of
people who want to work as a failure to recognize their usefulness to
society, which harms their dignity, because self-respect is probably the most
important primary human good.” Citizens’ dissatisfaction with neo-liberal
democratic capitalism may encourage them to restart history. Actually,
Fukuyama sends a serious message here. In fact, he warns us to be very
careful about cutting back the welfare state on our way to the right side of
the continuum, because this may harm the dignity of people who cannot
share the benefits of neo-liberal capitalism.* And Fukuyama is certainly
not alone in this respect. Scholars like Galbraith, Reich, Albert, Thurow,
Peterson, Handy, Dawson, and many others™ penetratingly warn govern-
ments that, apart from moral objections, cutting back the welfare state,
which is “one of the greatest achievements of our civilization,”' may
cause increasing tensions in society. History would be restarted if these
tensions reached such a magnitude that they could no longer considered to
be a “problem of” but a “contradiction to” the system.”” Consequently,
cutting back the welfare state is a delicate matter. Cutting too much would
result in what Galbraith calls an extraordinary, cruel, and dangerous “naked
capitalism.” To him, therefore, it is wise to make capitalism socially and
politically acceptable by correcting it socially.”® Such a correction would
involve ending the present-day’s “people-disconnected capitalism,” which
has been shown to be insensitive to personal and community-based con-
cerns.” In this respect, while moving to the right side of the continuum, one
has to realise that social security is an important “peace formula” of the
welfare state,” because “a society of extremes is a breeding ground for
forced repression, demagoguery, and tyranny, and quite contrary to the
pursuit of welfare.”> This is exactly what Handy meant when he wrote that
“with the unexpected end of the communist dream, capitalism is now its
own worst enemy.””’ Therefore, neo-liberal democratic capitalism will have
to prove that, while moving to the right side of the continuum, it is able to
maintain a fair and just society on the basis of individual freedom. The
triumph of capitalism in 1989 has raised the question about “the guts
and heart of a liberal society,” in Berman’s words.*® If liberal capitalism is
not shown to have these qualities, Fukuyama’s prediction of “The End
of History” may be as premature as was Bell’s prediction of “The End of
Ideology” in 1959.”

In this respect, present-day neo-liberal capitalism might take to heart
the lessons that have clearly been understood by the political leaders of
the Asian “tigers”: South Korea, Taiwan, Thailand, Malaysia, and Singapore.
In response to the threat of communism (South Korea from the North,
Taiwan from China, Thailand from Vietnam and Cambodia), these leaders,
while pursuing economic growth, explicitly aimed to create greater
social equality, not by direct income transfers, but by overcoming obstacles
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to individual’s economic achievements. Land reform and land redistribu-
tion, universal education, increased employment opportunities, as well as
the provision of low-cost housing were among the instruments these
political leaders used. They realized that, in accordance with several
empirical studies, economic growth tends to be faster in a more equitable
environment.”

1.1.3 A Framework for Decision-Making

Thus far, we have established two things: First, regarding decision-making
on the what, the how, and the for whom of the production and consump-
tion of goods and services, the government plays a more or less important
role in the economic order. Second, within any specific economic order, as
it moves along the continuum, the role of government may change over the
course of time. But we do not know yet how decision-making works. This
section will fill this gap.

The argument here is limited to those economic orders which are posi-
tioned relatively more to the right of the continuum, i.e., private-enterprise
market economies in which every individual (in principle) makes his or her
own plans, bearing personal responsibility for their execution or adjust-
ment, and where the price mechanism is the instrument for coordination.
These are the economic orders of Western democracies, where, neverthe-
less, governments have interfered so much in so many domains of economic
life that “private enterprise” no longer means “free enterprise.”® In fact, all
private businesses in developed welfare states have been subjected to state
control to varying degrees, as Myrdal has established.®® This particularly
occurred during the third quarter of the twentieth century, which, in turn,
found expression in ever larger public budgets.*®

Within this limitation, the focus of this book is mainly on the national
economies of the countries of the European Union. In these national
economies, government interference mainly occurs indirectly and after the
fact, instead of directly and preventively. Consequently, governments’
actions in these national economies are limited to conditioning and cor-
recting, while in principle governments are tolerating.* Implicitly this
means that in Western democracies it is assumed that private enterprise is
rooted in some kind of natural sense of responsibility.®

Finally, when speaking of democracies, one has to take into account that
the countries of the European Union can differ enormously from each
other.® This book is not a study of democracy, however.” Therefore, we can
limit ourselves to the fact that, despite the many differences, democracy is
the binding principle of the countries of the European Union:i.e., they func-
tion in a specific constitutional and procedural framework, which is founded
on the democratic ideals of freedom, equality, and sovereignty of the
people; and at the same time, this framework permits these ideals to be in
open competition with other objectives of society.”® All countries having



14 1. Moving Along a Continuum

such a framework are thus democracies. How they organize the realization
of their democratic ideals is of secondary importance.

With this in mind, we can craft a framework for decision-making
regarding the what, the how, and the for whom of the production and con-
sumption of goods and services in democracies, keeping in mind that reality
may differ in specific circumstances.

As said previously, governments always play a role in the economic
process. As for the exertion of government influence in Western democra-
cies regarding decision-making on the what, the how, and the for whom of
the production and consumption of goods and services, one can distinguish
between different categories of policy instruments.®

First of all, governments have global instruments through which they can
influence the economic climate in general terms. These instruments may be
monetary (discount policy, cash reserve policy), budgetary (fiscal policy,
public spending), or they may be functional arrangements (competition
policy, wage control).

Secondly, governments have specific instruments, encompassing a large
range of government activities which can be classified as (a) policies to
stimulate economic growth, like improving the physical infrastructure,
subsidizing scientific research and fiscal deductions policies; (b) instruments
for specific sectors, like industrial policy directed at the allocation of
production factors over different sectors of economic activity (agriculture,
transport, the self-employed);” (c) legal instruments through which gov-
ernments can intervene in production processes by orders or prohibitions;
and (d) instruments that work through the price mechanism, like levies and
subsidies.

Finally, there is a residual group of instruments, like government bonuses
on investments, government policies directed at the development of spe-
cific regions, or selective investment arrangements.

Government interference in economic life does not happen in a vacuum,
since all Western democracies have established a more or less balanced
social-economic infrastructure in order to reach agreement on not only
what the objectives of their economic order should be, but also on how
these objectives should be achieved. Here, the confrontation between inter-
est groups in parliamentary democracies is paramount. In this respect, it is
essential that there be formal mechanisms for citizens in democracies, by
participating in interest groups and by taking part in elections, to determine
both the objectives of the economic order and the organizational structure
to achieve them. A complicating factor, however, is social pluralism, which
means that new autonomous interest groups are regularly established that
have objectives that may conflict with the objectives of other interest
groups. For example, the objectives of employers and employees are not
always aligned. The same applies to the relation between consumer orga-
nizations and producers of consumer goods. Finally, one can think of high-
paid workers versus low-paid ones, of corporate business versus small
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enterprises, et cetera. In short, social-pluralistic democracies encompass so
many differing interests that pessimists could easily conclude that society
is held in the grasp of conflicts.” In social-pluralistic democracies, these dif-
ferences become manifest in a relatively large number of political parties.
They may differ in viewpoints, in objectives, in strategy, or in all three
respects.

Interest groups try to find support for their viewpoints with political
parties, or they become political parties themselves. Also, interest groups
can use instruments to achieve their objectives. For example, businesses use
advertising as an instrument, and unions can strike. Apart from this, there
is the phenomenon of extra-parliamentary action.

Interest groups also try to influence movement along the continuum. Sup-
porters of an as-free-as-possible market will pursue decreasing government
interference in the economic process. Adversaries of a too-free market
economy will pursue the opposite. International competition among pro-
ducers, for example, may induce corporate business to demand a reduction
in the costs of labor. Those who want to maintain an existing system of social
security, financed to a large degree through corporate taxation, will be
opposed to such a reduction. Producers will want as much freedom as pos-
sible in the arrangements of their production processes. Opponents, in this
respect, demand attention for possible negative externalities, like pollution.

However, social pluralism in open and mature democracies, like the coun-
tries of the European Union, leads to a fragmentation of society, which is
characterized by the constantly differing demands of interest groups.
Because of this, some characterize these democracies as “interest-group-
democracies,” with all interest groups throwing their demands into the
country’s garbage can, so to speak, and leaving the government to sort out
the mess. In such democracies, it is difficult for governments to direct social
developments and to execute policies. Consequently, by definition, govern-
ments in mature democracies are rather weak.”” In the words of Kalma, one
ascribes power to governments, which they do not have and which in
democratic societies they even cannot have.”

Interest groups meet on what is called the institutional level of the
economic order. This refers to a complicated and carefully established
framework of (representative) contacts between interest groups. On this
institutional level, one exchanges views and ideas, one negotiates, one com-
promises, and one tries to make coalitions, in order to come to a common
agreement through which the relations between interest groups can be
regulated. Such an infrastructure is a reflection of social-pluralistic
democracy.”

In this respect, it is common to distinguish between two types of
social-economic infrastructures. The first is the so-called Rhine model,
which exists in countries like the Netherlands, Scandinavia, Italy, and
Germany. In all these countries, labor unions and management share power,
while governments provide welfare through a safety net of pensions,
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education, and health benefits.” The Rhine model is a consensual form of
“non-majoritarian” negotiated democracy.

The other social-economic infrastructure is a confrontational “winner-
takes-all” style of “majoritarian” liberal democracy, known as the Anglo-
Saxon, or Anglo-American, model.” It refers to the present British and
American relations among employers, unions, and governments. Here, there
is more scope for free-market capitalism, subordination of the state bureau-
cracy to the economy, and a looser state-provided safety net.”” The differ-
ence between the two models is immediately evident in the following
diagram.”™

Rhine Model Anglo-American Model

Stakeholders Shareholders

Decision-making by consultation Decision-making by a principal
Long-term orientation Short-term orientation

Collective objectives Individual objectives

Norms and values result from debate Norms and values imposed by authorities

Essential for social-pluralistic democracies is that the objectives of the
economic order and the organizational structure to achieve them can
change in response to changes in political constellations. This might be con-
sidered a disadvantage for the continuity of established policies. However,
the reality is that these changes will evolve gradually, though in times of
elections politicians are inclined to promise drastically alternative ways.
Usually, changes occur rather incrementally.” For example, if one compared
the objectives of the so-called Atlantic societies of the 1950s with those of
the 1970s, one would discover that full employment, a reasonable growth
of wealth, a sound balance of payment, a stable price level, and a fair dis-
tribution of income® have continuously headed the list of objectives to be
achieved.” Thanks to the publication of Meadows’ report for the Club of
Rome in the early 1970s,** two further objectives have been added to this
list since 1975: care for the environment and the responsible use of natural
resources. Foreign aid also became an objective. These objectives are still
valid today. However, it would not be surprising if present-day research
regarding the objectives of the economic order reveals two more objectives,
namely, (a) inflation control and (b) safety of individual citizens’ living
environment.

Finally, some remarks should be made regarding the objectives of the
economic order of social-pluralistic democracies.

Firstly, the complexity of decision-making on the macro-level of social-
pluralistic democracies causes the objectives of the economic order to be
formulated in rather global terms.

Secondly, one has to take into account that each of the objectives of the
economic order are themselves elastic, which means that in practice results
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may be relative. For example, a number of 100,000 unemployed people is a
rather modest figure, if one was previously used to 300,000.

Thirdly, the objectives of the economic order are not of equal importance.
For example, research from 1976 has shown that the ranking of objectives
may change in accordance with the needs of a specific moment—and this
can happen very quickly. The oil crises of 1973 and 1979 underlined the
importance of natural resources for our economic order, which is directed
at economic growth; and caring for the environment and combating infla-
tion remained a priority only as long as there were no significant impedi-
ments to achieving full employment.®

Fourthly, emphasis on the pursuit of objectives may differ between coun-
tries, depending on their experiences. In the United Kingdom, for instance,
given the unemployment level of the 1930s, full employment was of rela-
tively more importance than the other objectives. For West Germany, given
the runaway inflation of the 1920s, price control received relatively more
emphasis.*

Finally, it has to be considered that if democracies are more social-plu-
ralistic, political decision-making in general will be characterized by taking
small steps, with little room for “grand designs.” In contrast, if democracies
are less social-pluralistic, governments can act more easily in accordance
with their own views. In Becker’s words, they will be more governmentally
effective.®

One separate point must be made, because it has a significant influence
on the framework approach. The framework is based on a state-centric view
of democracy, which refers to a state—society relationship which, apart from
state-centrism, is characterized by institutional insulation and homogene-
ity, state sovereignty and superiority, as well as a focus on constitutional
arrangements. The state, in this view, is the undisputed locus of power, which
can enforce the political will of the dominant political constituency.*
However, due to the emergence of economic orders beyond the state level,
as well as increasing complaints regarding the functioning of democracies,
this relationship is changing. In this respect, Pierre and Guy Peters distin-
guish between three scenarios of shifting political power: (a) downward
to regions and localities, (b) upward to trans-national organizations, and
(c) outward toward institutions operating at arm’s length from the state.
Together, these scenarios link the political system with its environment,
thus covering the whole range of relationships and institutions which are
involved in the process of governing.*” Since the final quarter of the twen-
tieth century, it has become common to use the term governance for this
linkage. Any further developments in this regard will certainly have conse-
quences for the way the central state is expected to give direction to society.
Firstly, one will expect a shift from input control to output or outcome
control. Secondly, it may be expected that the central state will become
increasingly dependent on other actors in society, whereas, thirdly, the
central state will be expected to cope with a bureaucracy that is perceived
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to be rigid, expensive, and inefficient.*® Broadly defined, in a governance
perspective the state will derive its strength more from coordinating public
and private resources than from relying on legal and constitutional powers.
In other words, the state’s “powers over” are replaced by “powers to.”¥ This
does not necessarily mean that the power of the state will weaken. Its power
will change from something derived from legal and constitutional strength
into something which is contextual and entrepreneurial.”

As discussed, this changing state—society relationship also influences
decision-making beyond the level of national economic orders. In this
respect, Marks et al. argue that “states no longer serve as the exclusive
nexus between domestic politics and international relations.” Instead,
multi-level governance at, for example, the level of the European Union, is
emerging, with national governmental control becoming diluted by activi-
ties of supranational and subnational actors.”

1.2 Movement at the National Level

During the 1999 annual national debate on health care in the Netherlands,
one of the participants, a former minister of economic affairs, argued that
the Dutch health care system was about to burst. Considerations of inter-
national and even global competition had made it too expensive. Therefore,
he argued that collective financing of the system should be wound back.
The most sensible alternative would be a universal but limited basic
package, financed through income-related premiums, with the rest left to
the market. And, of course, this alternative would have to provide safe-
guards for the vulnerable in society.

This minister represented a population of only 16 million people. But all
the same he could have spoken for his (then) fourteen colleagues from the
European Union, i.e., for 375 million people.” Those ministers would have
had a point, since figures illustrate that the countries of the European Union
perform relatively poorly in the globalizing economy.” Why is this so?

It is increasingly assumed that this poor performance is the result of the
differences in the way the countries of the European Union, on the one
hand, and the United States, on the other, have organized their societies.
As noted above, European political culture is deeply imbued with a sense
of a general duty to aid the needy—far more so than in the United States.
Therefore, these differences between the United States and the countries
of the European Union resound in their specific interpretations of the
concept of solidarity. I will not go into the historical interpretations of this
concept, but will limit myself to the time when this imbued sense of duty
to aid the needy became particularly expressed in the creation of what we
call the welfare state,” i.e., the establishment of a mature social security
system” that can best be understood as “a subsection of the public sector,
concerned with redistribution [via social security and social assistance] and
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the provision of those social goods which have a strong redistributive
element, like health care and education.”” Although the countries of the
European Union differ in timing and scope in this respect, the beginning of
this particular interpretation of the solidarity concept can roughly be posi-
tioned to have started after the Second World War.”® From that time on, the
countries of the European Union pointedly started to move to the left side
of the continuum.

1.2.1 Developing the Welfare State”

After the Second World War, and particularly stimulated by a period of
strong economic growth which started in the beginning of the 1960s, two
new imperatives were added to the notion of civilization in the wealthier
countries of the European Union. The first was that economic and social
policy came to be seen as interrelated. The second was that social policy
became a collective good and not something intended only for the poorer
members of society.'” In the current time, however, both imperatives, and
especially the second one, are increasingly challenged. People protest
because they feel that their social and political rights have been injured.
This has everything to do with moving to the left and to the right on the
continuum, i.e., the establishment and the reform of the welfare state in
national economies. In both respects, I follow Geleijnse et al., who distin-
guish four phases of the welfare state. To them, the first phase, being the
foundation of the welfare state, lasted until around the beginning of the
Second World War. In many countries of the European Union, this foun-
dation included legal arrangements on matters such as industrial injuries,
invalidity, pensions, sick leave, et cetera. The second or extension phase
started at the end of the Second World War and took about 30 years. During
this phase, social security was extended by legal arrangements on matters
such as child benefits, unemployment, disability pensions, and provisions for
widows and orphans. It was also the phase during which “government
sectors expanded inexorably, fiscal conditions deteriorated, stagnation grew
endemic, labor was too expensive and inflexible, and an excess of taxation
and regulation stifled entrepreneurship.” It was a time of “Eurosclerosis,”
i.e.,“the combination of democracy, statism, welfarism and inflation.”'”! The
third phase involved restructuring social security systems. It lasted some 15
years, from around 1975 to 1990. During this phase, the focus was on econ-
omizing through, among other things, limiting eligibility criteria to benefits,
reducing the level of employee insurance, and decoupling the relation
between wages and benefits. The final phase, which started around the
beginning of the 1990s, is still running. To some, this is an unstable transi-
tion phase, during which we are moving away from a paternalistic welfare
state to a more mature phase of independent and individually responsible
citizens."” It is a phase of fundamental reforms to the systems of social secu-
rity through, for instance, other methods of financing and paying benefits,
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the introduction of new personal risks and a re-allocation of responsibili-
ties between governments and social partners.'” My focus is on the final
three phases.

We start with the extension phase, i.e., the creation of the welfare state,
during which the pendulum swings to the left side of the continuum, caused
by increasing government interference in the economic process. This phase
can be symbolized as follows:

G P

Several aspects have been added to the continuum line we first saw in
section 1.1.1. The dotted line, first of all, illustrates that systems of social
security are positioned on the left side of the continuum. The dots also sym-
bolize that social security systems differ from country to country. Each dot
can be seen as a specific national welfare state economy. The more that
economy is situated on the left side of the continuum, the more extensive
its welfare state will be and, consequently, the more intense its government
interference with the economic process. The direction of the arrow illus-
trates the development in the second phase described by Geleijnse et al.,
in which countries extend the content and reach of their social security
system. This is particularly true since half-way through the third quarter of
the twentieth century. During this time, based on a long period of economic
growth that started around the beginning of the 1960s, many countries of
the European Union substantially invested the results of this prosperity in
creating a welfare state. It is only since that time that the term welfare state
came into use.

The third quarter of the twentieth century was a time of widespread
belief in the manageability of society and of expectations that the economic
“pie” would grow indefinitely, providing increasing benefits and wealth for
everyone. Western societies did not have an eye for the storm clouds that,
halfway through the 1960s, were already gathering on the horizon (such as
decreasing demand, a slowdown in economic growth, and cheap competi-
tion from countries like Japan).'” Instead, as indicated before, it was
assumed that society could be managed, and governments of most
European Union countries were expected to do so and to look after their
citizens from the cradle to the grave.'® This dream was cruelly disturbed
by the oil crisis of 1973, which, for instance, led the then Dutch Prime
Minister to sigh that things would never again be as they were. But things
could not be changed overnight. It took a second oil crisis in 1979 and a
new economic phenomenon, called stagflation,'” to really wake up.

At about the same time, i.e., from 1975, the third phase, reforming the
welfare state, was on the agenda of each government of the European
Union. This was based on the argument that globalizing forces demanded
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a more flexible market economy. It involved a period of around 15 years of
adjustments, mostly within the existing structures. As discussed above, this
phase was followed by the still-ongoing process of more fundamental
reforms to social security systems.

This book is not about how all the separate countries of the European
Union dealt with the developments during the four phases. Instead, it is
about trends that emerged during the third and fourth phases. These trends
were directed at a new combination of self-interest and solidarity. This new
combination can be illustrated by adding a second arrow to the continuum
line, which symbolizes the pendulum swinging to the right because of
decreasing government interference in the economic process.

G P

Though the trends are the same, there are important differences in the
way the Rhine-model countries and the Anglo-Saxon countries have imple-
mented their reform policies, trying to create more flexibility and to
improve their competitiveness in a globalizing economy. To the Rhine-
model countries, social pacts among the government, employers, and trade
unions were instrumental in carrying through reforms in the welfare state.
Reforms were agreed through a revival of neo-corporatist practices on the
national as well as on the corporate level.'”” All in all, in Rhine-model coun-
tries, reforming the welfare state was a process of negotiated change
through neo-corporatist practices that promoted “internal” labor market
flexibility. The Anglo-American countries, however, favored a regime of
“external” flexibility, advocating the reduction of non-wage labor costs, the
cutting of unemployment benefits, more wage differentiation, and looser
worker protections.'™ Instead of neo-corporatist practices, the Anglo-
American approach was a state-led imposition of market-based labor
reforms. These were first initiated by Prime Minister Thatcher, who opted
to impose reforms from above through a strong, authoritative state, bringing
an end to the “clubbable consensus” by making use of her “elected
dictatorship.”'®”

Creating the welfare state demanded money. In a system based on soli-
darity, this implied a redistribution of tax revenues or premiums to those in
need. The following table shows the redistribution (expenditure) and
financing (revenue) for two periods of 15 years for the United States, the
countries of the European Union, and Japan. The first period, 1960-1985,
covers the extension phase with the pendulum swinging to the left. The
second period, 1985-2000, is the reform phase with the pendulum swinging
to the right.""
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Government Expenditure and Revenue as a % of GDP

1960 1985 2000'2
Continent Exp. Rev. Exp. Rev. Exp. Rev.
USA 27.0 26.3 36.7 31.1 30.1 31.6
European Union 28.2 28.5 51.6 45.7 43.0 43.8
Japan 18.3 20.7 32.7 312 36.8 29.4

The table shows that in 1985, particularly in the United States and the
countries of the European Union, expenditure and revenue were consider-
ably out of balance. Therefore, the United States and the European Union
had every reason in 1985 to economize, with balancing governments’
accounts being the obvious primary objective. After all, deficit financing
without intervention would increasingly expose governments to a slippery
slope, because national debts would increase.

The figures for the year 2000 illustrate the success of the reform policies.
Consequently, the United States and the European Union have succeeded
in balancing expenditure and revenue again, which was substantially aided
by strong economic growth at the end of the millennium.

Mission completed, one would assume, were it not for the fact that from
around 1975, both an ideological argument (neo-liberalism) and an eco-
nomic argument (globalization) came into fashion, which favored the reduc-
tion of public spending. As for the latter argument, which implicitly refers to
international competitive power, the countries of the European Union have
an additional handicap, since their level of public spending, which was
already 40.6% higher than that of the United States in 1985, increased to
42.9% in 2000. It should also be taken into account that the balanced budgets
at the end of the millennium were not simply the result of reform policies;
this was also caused by the strong economic growth of that period. After all,
it is easier to settle one’s debts if income increases.'* Consequently, prob-
lems became serious again when, in 2002, the next recession started. More-
over, the countries of the European Union have to live up to a Union-wide
agreement not to let their national budget deficits exceed 3%. Several
member states used this agreement to carry out severe austerity measures.'
Altogether, welfare states experience a threefold problem: (a) balancing the
books in a way that takes account of agreements at the European level, (b)
a globalizing economy with its consequent pressure on labor costs, and (c)
the ideology of neo-liberalism, which rejects concluding collective arrange-
ments in national economic orders. In times of recession, these problems par-
ticularly touch upon the fundamentals of welfare states.

Globalization has, for many years, presented an economic argument for
European employer organizations to keep the costs of labor, an important
source of finance of social security, as low as possible, because this would
enhance their global competitive position. This seems to be a valid argu-
ment for European employer organizations, because labor, particularly in
the Rhine-model countries of the European Union, is twice as expensive as
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in the United States and Japan.'” In addition to this, EU workers have
fewer working hours per year."'® Moreover, they enjoy longer paid holidays
and a more generous social security system than their colleagues in the
United States and Japan, whereas, furthermore, the intra-European differ-
ences are considerable."” For example, a few years ago, the corporate tax
burden was 60% in Germany and almost 52% in France, but had mean-
while decreased to 45% in the United States. Altogether, in terms of taxes,
social security, pension benefits, and contributions to health insurance,
Europe spent 41% of GDP in the mid-1990s, compared to 30% in the
United States and Japan.'"® Currently, state-funded pension schemes alone
consume 21% of government spending across the European Union. By
contrast, the U.S. Social Security system consumes no more than 4.8% of
GDP.'" Therefore, it seems sensible not to exclude further pressure by
employer organizations to reduce labor costs. I will come back to this point
in chapter eleven.

All in all, reforming the welfare state is more than balancing the books.
Were reforming only a matter of balancing the books, we could have
stopped the still-ongoing process of fundamental reforms in 2000, taking
into account that a certain level of economic growth is necessary for main-
taining existing levels of social security. However, this did not happen,
because reforming the welfare state is also about a new combination of self-
interest and solidarity, the ideological argument.

In this respect, Komter et al. rightfully observe that the industrial crisis
of the 1970s, together with a rapid increase in unemployment, also created
a crisis for the welfare state. However, Komter et al. argue that this was not
only caused by financial circumstances. They argue that it also had to do
with the legitimacy of the idea of the welfare state and the confidence that
citizens could have in this idea. After all, the welfare state that was expected
to bring security and stability in times of economic recession, demonstra-
bly failed to do so when it was needed, for the simple reason that, in times
of recession, the state’s financial resources are also under pressure. Conse-
quently, in times of recession, welfare benefits are under pressure. To Offe,
this refers to a structural contradiction inherent in the genes of the welfare
state.'” This contradiction is that the welfare state, which provides incomes
and services as citizens’ rights, “is itself highly dependent upon the pros-
perity and continued profitability of the economy.”'* Additionally, to
Komter et al., the crisis of the welfare state also has to do with a cultural
contradiction. To them, the fact that private enterprise has to provide the
financial means for an organized collective solidarity is a remarkable
product of liberalized and socialist principles, and is too abstract an insti-
tution to generate much loyalty. The pendulum cannot swing to the left and
to the right at the same time. This cultural contradiction can also cause fraud
and limit citizens’ knowledge of their rights and obligations regarding
welfare benefits. Together with the large-scale bureaucratic government
organization necessary to execute and finance the welfare state, this almost
automatically reproduces the differing interests and cultures within the
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welfare state. The answer to this is a withdrawing government that leaves
social security increasingly to the market.'”

Now, if one questions the legitimacy of the welfare state and argues that
it has a structural contradiction in its genes, one must also question why it
was established in the first place. It is not sufficient to answer this question
simply by reference to the strong economic growth that started in the begin-
ning of the 1960s. After all, the benefits of economic growth do not neces-
sarily have to result in policies of a more equal redistribution between the
members of society, as present times demonstrate. It seems more plausible,
in this respect, to refer to worldwide politics during the Cold War. Like the
Marshall Plan, the establishment of the welfare state also helped to prevent
the spread of communism to Western Europe. It should not be forgotten
that, during the Cold War, several countries of the European Union had
strong communist political parties, which were supported by the Soviet
Union. In this political climate, American outlet malls were readily com-
pared to empty Russian shop shelves—but not only to illustrate that the
citizens of the West had easy access to consumer goods. The point was that
those Western shopping malls also stood for freedom and democracy,
whereas the empty Russian shelves were metaphors for control and oppres-
sion.'” In short, establishing the welfare state, which contributed to making
the West a showpiece of capitalism during the Cold War, was a very strong
weapon in the fight against communism. Now, with communism defeated,
the welfare state may indeed appear to be a too abstract institution to gen-
erate much loyalty." T will come back to this point in chapter eleven.

1.2.2 Privatization and Deregulation

A withdrawing government leaves unaddressed the fact that citizens expect
their government to provide social security and public goods because they
are used to these things. Both have become essential arrangements in the
countries of the European Union. Their citizens will not be sufficiently
sensitive to the argument that the crisis of the welfare state also involves a
cultural contradiction. Nor will they be sensitive to the argument that
globalization forces governments to carry through changes in the existing
social security arrangements, even if many citizens already experience
increasing inequalities in society in a personal way. People who are used to
the benefits of the welfare state will pose structural resistance to reform
because their desire for protection has become “intrinsically linked to
democracy.”'®

Nevertheless, globalization seems to deliver the economic argument for
privatization and deregulation. One can wonder, however, if this is the real
reason. In this respect, Castells characterizes changes in the existing social
security arrangements as “a recapitalization of capitalism,” i.e., a revalua-
tion of the way society organizes the production and consumption of goods
and services. Deregulation and privatization are the key words for this
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revaluation.'? Mainly, it is this revaluation that has caused the present prob-
lems of what Luttwak calls “turbo-capitalism” with its “societally disruptive
structural change in jobs, firms, industries and localities.” These are prob-
lems, which, combined with a peculiar phase of technological progress, have
been brought about by government deregulation and privatization. To him,
globalization has played a minor role here.'” Therefore, authors like
Castells and Lutwak in fact hold the view that it is not globalization but the
ideology of neo-liberalism, which is the decisive argument for privatization
and deregulation.'”®

Through privatization and deregulation, governments withdraw from the
economic process, causing the pendulum to swing to the right side of the
continuum and assuming that this will increase efficiency and effectiveness.
And, indeed, many examples can be given in support of this.'

Nevertheless, one can have doubts about the real effects of deregulation
and privatization. Research by Feigenbaum et al. is interesting in this
regard. Because, based on a study of the privatization process in four
Western countries, they conclude that much of what is sold as privatization
appears to be government entrepreneurship dressed up in different
clothes."* For instance, the privatization of public utility corporations in the
United Kingdom, the forerunner of privatizations, soon led to the estab-
lishment of so-called “regulatory agencies” to restrain the increases in
prices of gas, water, and electricity in favor of shareholders and overpaid
managers.”! And in some cases, regulatory agencies have grown into orga-
nizations of hundreds of people.”*? Given these adjustment measures, one
may therefore argue that the role of government has changed, but not dis-
appeared. Government is no longer the manager, but the “referee, setting
the rules of the game.”'

This last point refers to another aspect of the privatization of public ser-
vices, which is that privatization, through abuses and malfunctioning, may
weaken the democratic operation of the national economic order. After all,
privatization means that public and transparent government power, sub-
jected to democratic control, is shifted to the private sector, which has
limited accountability to the public at large. To Barber, the consequence of
such a shift is that the power of democratic control moves into the hands
of private elites, which will not let themselves be controlled or restrained.**
Also, as noted above, abuses would considerably discredit the privatization
hype if they were widely known. Apart from this, one also has to answer
the question whether these privatizations have improved the service level.
In many cases, this cannot be maintained.

1.2.3 Participation in Decision-Making

The 1990s saw several protests against intended reductions in public
spending.'* Apparently, not everybody agrees with cuts to public spending.
There are numerous relevant questions regarding the functioning of
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democracy in this respect: Is democracy alive? Are citizens really heard by
those in power? And do ordinary citizens really influence decision-making
regarding movement along the continuum? This section attempts to provide
a preliminary answer, which consists of two elements. First of all, we will
consider the working of social-economic infrastructures, like the Dutch
“polder model,” in daily practice. Secondly, we will consider the interest of
individual citizens to take part in political decision-making.

Social-economic infrastructures like the Dutch “polder model” exist for
the purposes of reaching agreement on the question of what a fair society
should look like. In fact, these infrastructures are instrumental to the task
of defining where exactly on the continuum a national economy wants to
be. In this respect, a distinction between the Rhine model and the Anglo-
American model was previously made. The social-market Rhine model is
typical for many countries of the European continent. This neo-corporatist
model, however, is more than sharing power among labor unions, corporate
management, and the government through time-consuming negotiations
and procedures. It is also a cultural model,"* which can be found in multi-
colored variations from the south of Spain to the north of Finland. One
might say that it is in the genes of the citizens of the European continent.

According to various scholars, this model should be cherished. In reality,
however, it is increasingly coming under pressure. Michael Porter has even
suggested that it be put out for the dustman."”” Many scholars blame the
phenomenon of globalization for this development. Globalization demands
flexible and quick adjustments in global competitive relations. In this
climate of global business, corporations should not be hindered by time-
consuming neo-corporatist procedures of consultation or government inter-
ference. Such scholars see a need, therefore, to liberalize the neo-corporatist
relations. However, some ambiguity can be observed here. On the one hand,
in line with the prevailing ideas of liberalization, governments are with-
drawing from the economic process. On the other hand, features of gov-
ernment interference in the political process have become stronger.®
Governments seem to be purposely restoring the primacy of politics. In this
respect, circumstances may differ between the countries of the European
Union. Consultation at the institutional level in Scandinavian countries and
the Netherlands seems to have decreased. Germany lags behind, whereas
the French government appears to be favoring more consultation, while at
the same time maintaining its leading role in the economic process."”’ These
observations boil down to the conclusion that the Anglo-American model
is slowly taking the lead in the social-economic infrastructures of democ-
racies of the developed world.

Although the criticism regarding the Rhine model may be partly true, it
should not be forgotten that globalization may cause conflicts about what
a fair society should look like. In Rodrik’s terms, “since trade policy almost
always has redistributive consequences (among sectors, income groups and
individuals), one cannot produce a principled defence of free trade without
confronting the question of fairness and legitimacy of the practices that
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generate these consequences.”'*” Moreover, it should be kept in mind that
a sound and solid social-economic infrastructure is an important factor for
the location of businesses.'*! Multinational corporations base their decisions
to locate themselves in a certain country on considerably more than the
wage level.'” Therefore, it is wise to be careful if one wants to restructure
in this way.

As for the interests of individual citizens in political decision-making,
there seems to be something fundamentally wrong in the relationship
between politicians and the public. In this respect, a 1993 survey conducted
for the European Commission found that 55% of the voters were unhappy
about the functioning of democracy in their country."”® Figures since then
give no reason to be more optimistic now."** Though democracy presup-
poses the sovereignty of the people, reality seems to be different.'* Why is
this so? There are five arguments in this respect.

Firstly, it is argued that politics has subordinated the well-being of citizens
to the interests of corporate business.'* Because of this, politics itself has
been subordinated to corporate business as a consequence of deliberate cor-
porate globalization policies, which are intended “to deprive national poli-
tics of its power.” As a result, governments are no longer capable of
controlling market operations. Moreover, “governments no longer act to
conceive or defend the common good.”'* To a certain extent, one can
even say that corporate business buys politics."*’ As an example: candidates
for the American federal elections in 2000 managed to raise $2.73 billion for
their campaigns.”™ Similar developments can be observed in the countries of
the European Union, not so much in financial terms, but in influence-
peddling schemes.”! Opinions and facts like these leave politics, and with
that the state, rather powerless. It seems as if corporations “have gained addi-
tional scope for action and power beyond the political system.”'>

A second argument is that politics in the Western world has itself
changed. Deakin uses the term “one vision democracy” here, which means
that there is no longer a difference between the political left and right.'”
Apparently, ideology and conviction about how society should look like are
considered to be elements of a disappearing world."** Consequently, the old
dispute between left and right “has exhausted its capacity to clarify issues
and to provide a reliable map of reality,” according to Lasch.'” In other
words, “the left has sold out.”'*® As a result, some countries have essentially
become one-party countries,”’ where political cartels have elicited
ideological dullness"® and where politicians are mainly preoccupied with
(political) system control.”

In line with this, one wonders if this colorlessness of politics may have
consequences for the idea of representative democracy.' These conse-
quences might be that representative democracy will be replaced by
systems of managing people'® with all the Kafka-like consequences this
would imply.'®

Thirdly, it may be that politicians are losing the citizens’ respect because,
firstly, they demonstrate that they are not able to run the country.'® Secondly,
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politicians may lose the citizens’ respect because of political and party
corruption. For example, in addition to the scandals of 1991 that brought
down the Italian system, similar revelations have emerged of political and
financial corruption in the 1990s among governments in Belgium, France,
Spain, Austria, and Germany.'* This leads Phillips to conclude that there is
“a moral convergence to match the contagion of market-driven philoso-
phy.”'%5 A final reason why citizens may no longer respect the political trade
could be the regular occurrences of deception, or at least the smell of it.'®

Fourthly, but speculatively, it may also be that the citizens of the devel-
oped world have come to believe that politics does not matter anymore, not
only because politicians seem no longer trustworthy, but also because they
demonstrate not to be capable of protecting their citizens against insecu-
rity and crime.'” Comparable opinions seem to exist among young people
in the former communist countries of Eastern Europe.'®®

Finally, and also speculatively, it may be that the citizens of Europe have
developed an attitude of not needing politics anymore. After all, within the
European Union, many citizens enjoy a rather prosperous life. They can go
their own way. They neglect or are not interested in the fact that, despite
the enormous growth of wealth over the past decades, its distribution over
the population has become ever more unequal, resulting in an increasing
number of fellow-citizens who do not share in the increasing wealth.'® In
short, there is a growing split in society between the “haves” and the “have-
nots.” The latter do not need politics anymore because they feel betrayed.
They are a breeding ground for extreme right-wing parties. People may vote
for such parties because they feel that they are ignored by the political
establishment.'”

As for the final two arguments, the question remains whether they are an
expression of true human characteristics, or whether they must be seen as a
consequence of the slackness of governments to do something about the
things that really matter to people, i.e., justice, fairness, safety, and so on.

Nonetheless, because of these arguments, politics has become an ever
more fading brand that people find increasingly difficult to recognize. As
formulated by the Commission on Global Governance, “governments have
suffered an erosion in their authority.”'”" Restoring that authority is the first
requirement if politics is to win back the people. For as long as politics does
not succeed in doing this, people will not win back politics.'”> Winning back
politics may be promoted if politicians realize that differences in political
colors are essential for the very existence of politics.'”?

1.3 Movement at the European Level

The preceding sections dealt with decision-making regarding movement
along the continuum within the context of national economic orders. Within
that context, the aftermath of the Second World War made a mixed
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economy attainable at the level of the national state. That nation state con-
trolled its borders, which made it possible for nations to have national fiscal,
monetary, regulatory, social, and developmental policies. These policies
included macro-economic management, social contracts between industry
and unionized labor, supervision and regulation of financial institutions, the
use of banks as engines of national development, subsidized strategies for
economic development, and so on.'”* However, by adding the European
economy to the sequence of economic orders, as I did in section 1.1.1, I
meant to indicate that it is not consistent with today’s economic reality to
limit the line of reasoning to the level of national economies. Nations as
well as interest groups have lost some of their macro-economic leverage
because of international developments.'” Consequently, states can no
longer be sovereign in the traditional sense of the word. For both physical
and ideational reasons, “a state cannot in contemporary globalizing cir-
cumstances exercise ultimate, comprehensive, absolute and singular rule
over a country and its foreign relations. State sovereignty depends on
territorialism, where all events occur at fixed locations: either within
territorial jurisdictions or at designated points across tightly patrolled
borders. The end of territorialism has therefore brought the end of sover-
eignty.”'’® Consequently, territorialism must be complemented with “supra-
territoriality.”'”” Because of all these changes, decision-making regarding
movement along the continuum on the what, the how, and the for whom of
the production and consumption of goods and services may also be influ-
enced by events, developments, or strategies beyond the level of national
economies. It is reasonable, therefore, to deal with the possibilities of
upward supra-territorial shifts of regulatory competences, i.e., transferring
sovereignty to a higher level of government. This means that we have to
identify relevant players on the international scene from the perspective of
their power to influence decision-making with respect to movement along
the continuum. In order to do so, this section will address the phenomenon
of the European Union.

1.3.1 The European Union: A Delicate Endeavor

In line with what has been said in section 1.1.1 on the stages of develop-
ment of economic orders, it should not be assumed that the “European
state” is the consequence of a straightforward evolution from the city-state,
via the absolute state, to the modern nation-state. On the contrary, quite
apart from the diversity in physical characteristics and economic structures
between the member states,'” the European Union is “a patchwork of dif-
ferent cultures, religions, languages, and views.”'” Its history is character-
ized by many conflicts and struggles, resulting in many regressions instead
of a neat evolutionary progression."™ The European Union, therefore, is not
the result of a gradual transition to a higher form of economic order. It is
an economic order which has been deliberately designed.” Tt is also an
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economic order which is continuously in a state of incubation. Therefore,
the European Union is a fact as well as a dynamic process, of which the
final profundity is hard to predict." The EU is an enthusiastic civilization
ideal, a “multi-interpretable open-ended concept” (author’s translation).'®
Nobody knows, however, whether in the end, the European Union will be
present as a firm and solid next step in the sequence of economic orders.
The possibility of regression, or (further) “differential integration”'® cannot
be excluded. However, I will not deal with this possibility here."®> My
starting point is optimistic in that I assume that European politicians
demonstrate the necessary leadership to solve integration problems, be it
only for the fact that the disintegration of the European Union would cause
many difficulties and disadvantages for the member states."™ Furthermore,
because “there is no clear political mechanism for aggregating European
opinions,”'¥ 1 take it for a fact that, despite the existence of supranational
European institutions like the European Central Bank and the European
Court of Justice, the sovereign member states of the European Union will
continue to play an important role in the further shaping of economic inte-
gration and cooperation. The European Union, therefore, is a negotiated'®®
addition to the nation-state. It does not replace the latter." I accept, there-
fore, that the European Union will have to live with a chasm between two
kinds of policies—policies regarding an ongoing unification, integration,
and enhanced cooperation on the one hand, and policies which remain with
the sovereign states on the other.' This makes further European integra-
tion a delicate endeavor, demanding patience and a willingness to com-
promise, resulting in decisions which can be considered as “peace treaties”
between competing member states.'”’ With all this in mind, T will in the
remainder of this section focus on the consequences which ongoing
European integration and cooperation may have for individual member
states regarding the position they want to have on the continuum, includ-
ing the consequences of enlargement of the European Union.

1.3.2 Economic Integration and Cooperation

The fact that Europe has a Single Market at last is not only the result of
the initiatives of the European Commission, the rulings of the European
Court of Justice, and the leadership of politicians like Jacques Delors'” in
striving for the aforementioned objectives of unification, integration, and
enhanced cooperation. It is also, if not primarily, based on the threat of
competition from the United States and the Far East, as well as a growing
consensus among governments of the member states on the topic of dereg-
ulation.'” To a certain extent, “global competitive pressures have [. . .] acted
as an external catalyst for integration, forcing EU countries to investigate
the potential benefits to be had from pooling their resources.”'* Therefore,
the economic argument of globalization, as well as the ideological argument
of neo-liberalism, are also unrestrictedly applicable to the level of the
European Union.
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The threat of globalization not only seems to be the guiding principle for
daily policy practice of member-states’ governments. It is also instrumental
to a common European competition policy. Against this background, some
see the Single Market as essentially nothing more than a defensive con-
struction on behalf of the European population to prevent Europe from
becoming a colony of the Americans and the Asians.'”

Apparently, the European Commission took the competitive threat from
the other two regions seriously. It promoted growth, competition, and
employment as explicit objectives during the five-year period following the
completion of the internal market program. Determined to make up for the
arrears, during the Lisbon Summit of 2000, the political leaders of the Euro-
pean Union robustly declared it their ambition to make the European
Union “the most competitive and dynamic knowledge-based economy in
the world by 2010, capable of sustainable economic growth, with more and
better jobs and greater social cohesion.”"® The pillars of this new policy
were market liberalization, deregulation, and a restructuring of collective
solidarity mechanisms. Consequently, competition policy at the level of the
European Union implied a move to the right side of the continuum.

In pursuing this new policy, the European Union’s political scene was, of
course, strongly supported by European employer organizations. Even
stronger, the necessity to defend the interests of the citizens of Europe in
a globalizing economy led to a closer cooperation between “Brussels” and
European industry."” Altogether, “spurred on by the competitive challenge
posed by the USA, Japan and other East Asian economies, EC states sought
refuge in collective action rather than stand-alone policies. The ‘common
external threat’ inevitably served to deepen the spirit of unity amongst most
of the EC’s political and business partners.”'”®

The Single Market, whether or not seen as a defensive construction, can
play a meaningful role in a globalizing economy. But it is not enough.
Equally important is the creation of a European currency, along with the
establishment of a European Central Bank, if only for the fact that adopt-
ing the same currency has a positive effect on trade between countries and
thus on economic growth."” Both have been achieved, but with a conse-
quential loss of sovereignty for the member states. The introduction of the
Euro, for instance, implied that member states could no longer make use
of monetary policy instruments like re- and devaluation.*” Introduction of
the Euro, together with the start of the European Central Bank, also
entailed the establishment of a common monetary policy for the entire
Euro area. In this respect, it is important to note that the European Central
Bank was deliberately not connected to the European political scene.””
This made it possible for the bank to pursue its own preference for a “sound
money” policy, i.e., price stability. For such a policy to succeed, fiscal disci-
pline was necessary, as well as radical neo-liberal reforms to labor markets
and welfare states. Neo-liberal reforms in the latter two contexts would
mean “unemployment benefits at such a level and duration that they act as
an incentive to seek work; as much freedom as possible for employers to
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‘hire and fire’; minimal restrictions on working hours; reduction of trade-
union influence over wage-setting and work organization; avoidance of
minimum-wage legislation; and reduction of taxes and regulations that
make employers reluctant to create jobs.” In short, pursuing its own
preferences implied that the European Central Bank became a member of
the “hegemonic bloc”™” of neo-liberalists in the international political
economy, leaving less room for national policy makers in matters like inter-
est policy and public spending,™ because the introduction of the Euro and
the establishment of the European Central Bank caused the “denationali-
sation of money.”*”

Now that the Single Market, the Euro, and the European Central Bank
exist, the question is whether this is sufficient to enable Europe to play the
game of global competition. One can reasonably argue that it is not. George
Soros, for instance, a known “financial wizard” in the international financial
and political world, argues that the establishment of a European market
and a European currency is not sufficient, because in the longer term a
common market and a common currency cannot do without a common
fiscal policy, “including some kind of centralised tax collection or tax redis-
tribution.””® There are even those who propose the establishment of a
European minimum rate of corporate taxation, in the longer term followed
by a “European business tax.”*”’

Therefore, it is reasonable to assume that, in the framework of global com-
petitive power, the Single Market and the Euro will be followed by some
form of common fiscal policy. Even now, the member states’ freedom to carry
out independent fiscal policies is restricted by the Stability and Growth
Pact.”™ A harmonized fiscal policy at the level of the European Union would,
for instance, remove the existing tax competition between member states.””

Nevertheless, regarding tax harmonization, a lot of work still has to be
done. This work will be complicated, not only because harmonization of tax-
ation is subject to unanimity voting at the level of the European Union, but
also because the member states have largely differing interests.”’ As a con-
sequence of these differences, there is not (yet) a sense of solidarity in fiscal
policy, which is “one of the key gaps in legitimacy” of the European
Union.”"! One may take it for a fact, therefore, that the harmonisation of
fiscal policies will also proceed slowly.*"

1.3.3 Social Policy Objectives

In accordance with the principle of subsidiarity established by the Maas-
tricht Treaty, social policy objectives are member states’ own concern.
Because of this, the countries of the European Union find themselves in a
situation where, due to ongoing economic integration, they must conform
to European Union agreements regarding economic objectives, while at the
same time they remain their own masters in dealing with social-policy
objectives. One wonders if these two positions can coexist in the longer
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term. Present policy at the European level does not make that a feasible
proposition.*"

The problem with the principle of subsidiarity is that economic objec-
tives are closely interrelated with social objectives. The delicate relation
between the two is reflected, for instance, in the outcomes of the two
summits of 2000. In addition to the aforementioned statement of the Euro-
pean Union’s political leaders during the Lisbon Summit (in section 1.3.2
above), the Nice Summit of December 2000 referred to the Community
Charter of Fundamental Social Rights of December 1989 and claimed that
the European Union “is built on common and inseparable principles of
human dignity, freedom, equality and solidarity” while “putting the indi-
vidual at the centre of its activities.”*"* How the two declarations could be
combined remained unclear.

This interrelatedness of economic and social policy objectives, combined
with the principle of subsidiarity, produces at least two ambiguities. The first
is that attempts to achieve a European social policy have, so far, not pro-
gressed much beyond directives from Brussels regarding the labor market
and rulings of the European Court of Justice regarding safety and health
in the workplace. In fact, these directives were more conditioning to com-
petition policy than they were expressions of social policy.””® The second
ambiguity is that, because of the interrelatedness of economic and social
policy objectives,”™® it is very difficult “to exclude social issues” from the
European Union agenda.”'” Apart from these ambiguities, there are con-
siderable differences between the member states in the way they have
shaped and financed their welfare state.”® Because of this, it will take
decades before there can be some kind of European social policy, if feasi-
ble at all.*’

Given the huge differences in the size and financing of the European
welfare states, it is understandable that, for the time being, the European
Union is limited to “market making,”* taking into account competition
policy only. Therefore,in order to improve the (assumed) relatively poor eco-
nomic performance of the European Union on the global market (section
1.2 above), a new balance between an improved competitive climate for
European businesses, while maintaining social cohesion, has to be found.
This new balance has to deliver an acceptable trade-off between economic
stability and efficiency on the one hand, and the “flanking policies”*' of
social justice on the other.””> However, the political reality of the European
Union is that the latter policies are increasingly subordinated to the
economic objectives of creating a more advantageous business environment.
As for the latter, deregulation, liberalization, and transferring the tax
burden from businesses to individuals, i.e., moving to the right side of the
continuum, are instrumental. In line with this, European competition
policy has become increasingly characterized by the pressure of employers
to reduce the costs of labor. From their point of view, they will do
everything to push European Union economic policy in a liberal direction
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of non-intervention.”” They are interested in the European “polder model,”
the Social Dialogue, as long as this results in non-binding agreements.”** Con-
sequently, the danger is that the European Union, in implementing a defen-
sive strategy in a globalizing economy, will increasingly look like the United
States and will further reduce its welfare state arrangements, leaving these
arrangements increasingly to the market.”” In the longer term, harmoniza-
tion of taxation is the heart of social policy, because most welfare states of
the European Union are financed on the basis of taxation policy. Therefore,
harmonization of taxation policy will probably lead to a harmonization of
social standards of the member states. Therefore, “social policy may thus
become a new object of integration.””® In this respect, it is worth mention-
ing that Article I11-103 of the draft European Constitution assumes that the
functioning of the European internal market will promote a harmonization
of social security systems.”” We may only hope that this harmonization will
not result in a policy of finding the lowest common denominator.”® In this
respect, two elements have to be considered. Firstly, though decreasing, cor-
porate taxation still is an important source of finance for social security. Cor-
porations will not be interested in a social policy that does not (further)
decrease their financial burden. Secondly, as noted above, and particularly
with respect to social policy, there are huge differences in the way the
member states have shaped their welfare states. It is not unreasonable to
assume that in the framework of a social policy for the European Union, the
more extensive welfare states will have to implement reductions to the
benefit of less extensive welfare states, if only because, for the sake of a con-
tinuously politically stable European Union, social differences between the
member states should not be too large.”’ This demands, however, political
decision-making at the level of the European Union regarding social inte-
gration, because the existing divergence between European Union welfare
states makes “automatic harmonization” a rather unrealistic proposition.*

1.3.4 Enlargement

In 2004, no less than ten new countries joined the European Union, thus
increasing the European population by 20%. Enlargement had never been
so ambitious. Not only are the new entrants relatively low-income coun-
tries, most of which are former socialist or transition economies,*' but also,
the number and diversity of member states after the latest enlargement has
increased to such an extent that institutional reform of the European Union
is inevitable.”? Besides, there is the problem of finance.”® Enlargement has
resulted in an even more unbalanced relationship between contributors to
the European Union budget and beneficiaries under that budget. A further
financial redistribution to the East of Europe will probably increase the
pressures on the welfare states of the European Union.”* Consequently, the
most recent enlargement has brought about the “problem of how to address
the commitment to income redistribution.”” European citizens may fear
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that enlargement “will not bring anything because the newcomers from the
East can only benefit at the expense of the present members” (author’s
translation).”® Because of this, individual governments and the European
Commission will have to explain the “historic necessity”*’ of enlargement
to the European citizens. They will have to make it clear that a financial
redistribution to the East of Europe will be advantageous to all in the
longer term.”® In other words, they will have to explain that enlargement
of the Union is an investment in the future of Europe. A future that, accord-
ing to Thurow, “can build something that no one else can build—by far the
world’s biggest, most self-sufficient market [of] 850 to 900 million people.”**
(Apparently, Thurow saw no reason to include possible developments in
China when he made this statement in 1993.)

So far, governments of the member states and the European Union have
been very slow in selling this future to the European citizens. Though com-
mitments have been made to the new entrants, political leaders “have
neither tried to explain to their own electorates why enlargement is neces-
sary, nor where and how they themselves will need to adapt.”** This may
explain why the disinterest of the electorate at the national level can also
be observed at the level of the European Union.**' It should be realized,
however, that European citizens, feeling uninformed and unable to influ-
ence the direction of integration, may cause a democratic deficit.*** There-
fore, political leaders will have to engage in political tours de force in order
to maintain social stability in Europe since, according to Myrdal, the welfare
state is a narrow-minded and irrational nationalistic phenomenon.**
Regarding this, a major point for decision-making is the question of whether
the West of the European Union will help the East from a perspective of
geopolitical realism, solely based on the interests of the original member
states, or from a perspective of an open-society idealism, taking into account
the interests of all the citizens of an enlarged Europe.”

1.4 Movement at the Global Level

The upward shift of regulatory competencies from the member states to the
higher economic order of the European Union implies the transfer of sov-
ereignty from member states to the regional supra-state “government” of
“Brussels.” Once member states have reached agreement on items to be
shifted, they have to live up to the consequences for their national
economies. These consequences limit their sovereignty.

1.4.1 On Global Governance

Upward shifting of regulatory competencies to a trans-world level is a com-
pletely different affair, because there is no global economic order, or world
government, to which sovereignty can be transferred. A world government
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presupposes the existence of “a central public authority legislating for
humanity,”** and the world does not have such an authority. It never will.**¢
In the absence of a world government, therefore, the concept of global gov-
ernance refers to “a process of political co-ordination among governments,
intergovernmental and trans-national agencies (both public and private)
[including multinational corporations and non-governmental organiza-
tions]. It works towards common purposes or collectively agreed objectives,
through making or implementing global or trans-national rules and man-
aging trans-border problems.”*" It is a pluralistic multi-layered system for
co-operation and consultation for the purposes of reaching agreement on
rules, norms, and policies regarding a whole range of global issues that affect
every single participant. The environment, human rights, labor conditions,
the global financial architecture, global drug trade, the preservation of
wildlife and many other topics of international reach, are items of global
governance. However, despite much talking in many global platforms** on
these topics, global governance is a process of noncommittal engagement,
because there is no transfer of sovereignty. Participants who do not agree
with the outcomes of negotiations can easily pull out. Consequently, there
is no formal global authority with the power to decide on movement along
the continuum at the global level. This can have devastating effects, as can
be illustrated with many examples.*® Several ideas have been launched to
change this global reality. Some expect that a solution will emerge from nar-
rowing the gap between governments and citizens. Others believe that
“future stability requires that a carefully crafted balance be struck, nation-
ally and internationally, between the freedom of markets and the provision
of public goods.”*’ Finally there are those who warn that “pro-globaliza-
tion policies must be accompanied by strong structural and redistributive
measures.””" In fact, the latter two points are an appeal to be careful in dis-
mantling of the welfare state, as well as a warning not to let social inequal-
ity in society grow too large. In other words, these points are a call to avoid
going too far to the right side of the continuum. How this could be achieved
in practice remains unclear, however. After all, the problem remains that
there is no global authority with the powers to decide.”*

1.4.2 Global Institutions

Although we do not have a government to decide on global issues, we do
have globally operating institutions like the International Monetary Fund
(IMF), the World Bank and the World Trade Organization (WTO).> It is
impossible to consider these institutions in isolation, because their comings
and goings are closely tied up with foreign policy, especially American
foreign policy.”* As for the IMF and the World Bank, it is largely believed
that these institutions do not do what they were established for, namely, the
promotion of global stability by helping developing countries and, subse-
quently, the so-called transition countries of Eastern Europe, to achieve
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stability and growth.” Instead, they interpret their task as one of demand-
ing structural adjustment policies, which are “overt in their demands for
governments to cut social spending and privatise resources in exchange for
loans.””® In fact, they carry out their activities in developing countries from
the neo-liberal perspective.”” Consequently, to the IMF and the World
Bank, social security is not a public good and therefore not governments’
business.”® Furthermore, in the neo-liberal logic of these organizations, a
social safety net does not play a socially integrating role. Moreover, based
on the same neo-liberal market fundamentalism, both institutions demand
that countries in need not only introduce democracy*” but also speedily lib-
erate their financial markets and adopt privatization, because they believe
that self-regulating markets work perfectly, whereas governments never
do.*” With this self-invented interpretation of their task, the IMF and the
World Bank, strongly supported by the American Department of the Trea-
sury, pursue the interests of the financial community of the developed
world. This explains why they lend money to countries in financial crisis on
the condition of strict structural adjustment programs that force govern-
ments to reduce public spending and make the local economy safer for
foreign investments. Both institutions fail to take account of a country’s spe-
cific circumstances or acute problems, thus leaving, more often than not,
already-poor people even worse off. They simply translate their task into
the role of a referee imposing neo-classical economic theory as a “one size
fits all”**' remedy, which can be illustrated with many examples.”® However,
some hope for change has emerged recently, because the World Bank
Development Report of 1997 finally recognized that there cannot be a
sound economic development without a modern and effective state.””
Moreover, World Bank president James Wolfensohn admitted in the spring
of 1999 that “at the level of the people the system isn’t working,” by which
he meant that it does not provide a better material life for most citizens of
the world.** Recent examples, however, do not give us reasons to be opti-
mistic in this respect.?®

It is legitimate, for that matter, to ask how institutions like the IMF and
the World Bank can expect debtor countries to introduce democracy, while
they themselves are hardly subjected to democratic control.>* The IMF only
reports to the ministries of finance and the central banks of the govern-
ments of the world. Thus, it has been able to escape from public account-
ability, which is standard in modern democracies. Scholte holds the view
that although trans-world agencies like the IMF readily preach democracy
to others, “they have inadequately applied the strictures to themselves,”
which leads him to conclude that “the democratic record of supra-state
regulatory agencies has been decidedly poor. On the whole, regional and
trans-world regimes have proved to be little more accessible, representa-
tive and accountable than colonial empires in a previous era of (territorial)
world politics.”*” According to Stiglitz, therefore, the time has come to
evaluate the IMF’s performance democratically and to check whether its
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programmes indeed contribute to promoting growth and decreasing
poverty.”® In short, it is time for international institutions like the IMF and
the World Bank to become transparent. This lack of transparency is the
reason why an increasing number of people are protesting about the way
they interpret their task.

Like the IMF and the World Bank, the WTO is also criticized for the way
it operates. Although it is a legitimate world organization, it has very quickly
turned into “an exclusive tool of commerce.”” In this capacity, it could
permit the interests of the developed world to prevail, such that the devel-
oping world would not benefit from the WTO, environmental damage
caused by free trade would hardly be of concern to the WTO, and labor
terms would not be the WTO’s business.”” As discussed, it has been argued
that the WTO’s activities have contributed mainly to the developed world.
To Pilger, therefore, opening up underdeveloped countries to free trade and
competitiveness is “a current euphemism for plunder.”*”

In addition, the WTO is hardly subjected to democratic control. It can
easily pursue its own neo-liberal (American) preferences by considering
each nation’s choices in public health, the environment and public services
solely in the light of trade rules, thus ensuring that trade takes precedence
over all other aspects of public policy.*”* In this respect, Gates observes that
“the WTO is not about democracies regulating free trade; it’s about regu-
lating democracies so they don’t interfere with trade.”” Furthermore,
Palast has delivered information which shows that WTO circles have even
been planning to overrule individual nations’ parliamentary and regulatory
decisions.”” If only half of Palast’s information is true, it is urgently neces-
sary to reconnect the WTO, together with the IMF and the World Bank,
with the voters by (a) doing away with the culture of secrecy; (b) increas-
ing accountability, which is not limited to governments, and (c) involving
the public.”” In this respect, forcing the WTO to include the human rights
conventions passed by the United Nations, including the Human Rights
Charter, in its regulations on international free trade, would be a first step
in the right direction.””®

1.5 Summary

Any economic order involves a certain mix of private initiatives and gov-
ernment interference in the economic process regarding decision-making
on the what, the how, and the for whom of the production and consumption
of goods and services. By reasoning in analytical constructions, we perceive
two extremes: on the one hand, decision-making can be left completely to
the government; and on the other hand, decision-making can be left com-
pletely to the market. This results in a continuum between the two extremes.
Every real economic order or national economy can be positioned some-
where on this continuum. That position is not permanent, because countries
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are always moving along the continuum from left to right and vice versa.
Therefore, the economic order is a dynamic phenomenon.

Moving along the continuum from left to right (and vice versa) may affect
the quality of one of the many elements that hold society together, i.e.,
solidarity among its members. Social security systems are an expression of
that solidarity. They are instrumental to social cohesion. Reforming those
systems, in the sense of limiting their reach, may endanger that cohesion.

In broad historical terms, it is common to distinguish between stages of
development of economic orders, where a higher economic order is the
result of a gradual transition from a lower order. The sequence of the house-
hold economy, followed by the city economy, the regional economy, and the
national economy, is one such distinction. However, in modern times,
increasing information and communication have made all corners of the
world interrelated. Moreover, the consequences of economic activities may
not be restricted to the level of the national economy. Therefore, there is
reason to extend the sequence of economic orders with two new stages: the
European economic order and the global one. The first is materializing in
the European Union, the second in the increasing attention for the subject
of global governance. As a consequence of these two new phases, decision-
making on the what, the how, and the for whom of the production and con-
sumption of goods and services may increasingly be lifted to a supranational
level. Also, decision-making about whether to move to the right or to the
left side of the continuum may no longer be exclusively a national
economy’s business.

The choice of whether to move to the left or to the right side of the con-
tinuum, i.e., increasing government interference in the economic process or
increasing use of the market, is a matter of normative economics, because
it involves ethical and value judgments. Using the metaphor of a swinging
pendulum, by and large, the past hundred years shows a swing to the left
side of the continuum after the Great Depression of the 1930s. This swing
came to an end around halfway through the 1970s and was replaced by a
swing to the right side. Since then, leaving things increasingly to the market
through privatization and deregulation, has become the order of the day.
Cutting back the welfare state is part of this. The label that is used for this
swing to the right is “neo-liberalism,” which I will return to in the third
chapter. In terms of the swinging pendulum, and taking a comparable time
span, one would assume that around the end of the current decade, a new
swing to the left of the continuum would begin. However, since market-
socialism with its all-embracing ideas of planning and the manageability of
the economic order has failed and communism almost being defeated, there
is no obvious left side for the pendulum to swing to. Consequently, cutting
back the welfare state is a delicate matter; cutting back too much may
increase tensions in society. Therefore, present-day liberal democratic cap-
italism may prove to be its own worst enemy if it is not able to maintain
a fair and just society on the basis of individual freedom. In this respect,
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politicians are searching for a “third way.” So far, this mainly appears to be
wishful thinking, since there is barely any flesh on the rhetorical bones.

In the countries of the European Union, decision-making on what a fair
and just society should look like takes place within a specific constitutional
and procedural framework, which is founded on the democratic ideals of
freedom, equality, and sovereignty of the people. In this context, these
countries have all established a more-or-less balanced social-economic
infrastructure in order to reach agreement on what the objectives should
be and how they should be achieved. Such an infrastructure is a reflection
of social-pluralistic democracy. The different interest groups meet at the
institutional level of society. This refers to a complicated and carefully
established framework of (representative) contacts between interest
groups. On this institutional level, one exchanges views and ideas, one nego-
tiates, one compromises and one tries to make coalitions in order to reach
a certain common agreement through which the relations between interest
groups are regulated.

Due to the emergence of economic orders beyond the level of national
economies, as well as dissatisfaction with the functioning of democracies,
the state-centric view of democracy is increasingly coming under pressure.
Alternatives of shifting political power, upward, downward, or outward are
seriously being considered.



2

Promoting and Opposing
the Market

As discussed, government interference in the economic process does not
happen in a vacuum, but within the context of a more or less balanced
social-economic infrastructure that has been established to enable agree-
ment on the objectives that the economic order should try to achieve and
how this should be done. Furthermore, the concept of social pluralism was
introduced as a factor that complicates the process of reaching acceptable
results, because the interests of different groupings in society are not always
aligned. Employers and employees, for example, do not necessarily have
equal interests. Comparable differences can exist between manufacturers
of consumer products and consumer organizations, and so on. All these
interest groups want their own objectives to be pursued. To this end, they
try to influence the decision-making process regarding the what, the how,
and the for whom of the production and consumption of goods and services
by promoting or opposing the market economy. They can do this by trying
to find support for their viewpoints with political parties, or they can
become political parties themselves. Like governments, interest groups can
also use instruments to achieve their objectives. These instruments can be
acceptable—like advertising by businesses or a strike by labor unions—or
unacceptable, like blackmail and bribery. Moreover, interest groups can try
to influence the decision-making process regarding the what, the how, and
the for whom of the production and consumption of goods and services
through the phenomenon of extra-parliamentary action. They can do this
at state, supra-state, and global levels.

In short, it is essential to the sovereignty of the people that democracies
permit individuals or groups of citizens, and organizations and institutions,
to try to influence the moves along the continuum. Analyzing these attempts
may give an insight into who, in fact, are the ones who decide on the what,
the how, and the for whom of the production and consumption of goods
and services." At the same time, this implies that there is a difference
between the formal design of democracies and their everyday reality.

Regarding the analysis on which side to move to on the continuum, I dis-
tinguish between two main groups: those who try to influence the process
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of political decision-making, be it at national or international level, by pro-
moting the market economys;i.e., they want society to move to the right side
of the continuum. Apart from the relevant political parties, corporate busi-
ness is the main player in this respect. On the other hand, there are those
who, for different reasons, oppose the market economy. Besides the fact
that, here too, several political parties are involved, one can distinguish
between a number of differing interest groups that prefer to restrain the
market; i.e., they want movements to the right side of the continuum to be,
at minimum, politically controlled.

2.1 Promoting the Market

Rightly or wrongly, it is assumed that corporate business is a powerful force
in national economies and beyond. It is even thought that politicians have
subordinated the well-being of citizens to the interests of corporate busi-
ness, and that it is no longer politics that controls corporate business, but
corporate business which tells politicians what to do. In this respect, quite
a number of scholars argue that corporate business has taken over the
course of developments in the world. To give a few examples, Saul speaks
of “a coup d’état in slow motion”;’ Hertz wrote of “the silent take over”;*
and to Kaplan, “world government” refers “to the increasingly dense
ganglia of international corporations and markets that are becoming the
unseen arbiters of power in many countries.” It is even assumed that cor-
porate business controls universities and, through that, has “corrupted our
higher education.”® In short, corporate business and, for that matter, Wall
Street, are running the world.” However, there are two relevant questions
here: Is this true? And, if so, is this wrong?

2.1.1 The Power of Corporate Business

As for the first question, there are several confirming facts. Since the mid-
1980s, multinational corporations have controlled 50% of the world’s man-
ufacturing and two-thirds of its trade.® Since the turn of the century, the
hundred biggest multinational corporations control about 20% of foreign
direct investments worldwide; out of the hundred biggest economic entities
in the world, 51 are corporations and only 49 are nation states. The turnover
of General Motors and Ford is bigger than the African GDP south of the
Sahara; the assets of IBM, BP, and General Electric outrank the economies
of most small countries; in 1998 Exxon-Mobil was as big as the Saudi
Arabian economy; Bill Gates and Paul Allen, cofounders of Microsoft,
together with Warren Buffet from Berkshire-Hathaway, had a net worth in
1999 that was larger than the combined GDP of the 41 poorest nations with
their 550 million people, whereas revenues from Wal-Mart, in the United
States, exceed those of most countries in Middle and Eastern Europe.’
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Meanwhile, through mergers and acquisitions, corporations become
bigger and bigger. Recent mergers (Vodafone/Mannesmann, Smith Kline
Beecham/Glaxo Wellcome, et cetera), while paling the ones from the
1980s,"" have continued the overall trend. In this respect, Freidheim pre-
dicts, as a first wave, that mega-corporations and immense cross-border
alliances will soon dominate not only telecommunications and aerospace,
but also the automobile industry, banking, energy, commercial aviation,
pharmaceuticals, accounting, primary metals, and computer hardware and
software. This first wave will be followed by a second wave of companies in
biotechnology, textiles, chemicals, paper, wood products, and food." In
short, there will be conglomerates for almost every item of production.

Arguments like these make it hard to deny that corporate business holds
enormous power. It can create employment and it can take it away. It can
invest in impoverished areas or it can choose not to do so. In short, corpo-
rate business can act at will, so it seems. And since it is a rather anony-
mous entity, corporate business lacks accountability and often operates
without controls." Is this wrong? Objectivity demands that we admit that
not everything corporate business undertakes is wrong. It can and does
create employment, it builds schools, and it shows responsibility in health
care for its employees in underdeveloped countries."” Nevertheless, many
examples could be given of deceit, irresponsibility, and fraud by individual
firms. The problem with corporate business has to do with the functioning
of democracies and with the essential reason behind the existence of cor-
porate business: making a profit.

To begin with the latter, poor societies create a poor business climate. Cor-
porate business needs enduring societies to protect its own survival. There-
fore, it invests in social activities and in social justice. But these investments
will never be its core business. The only motive for corporate business to do
so is that these activities create the conditions to realize its first and fore-
most motive; return on investment.!* The return-on-investment motive also
compels corporate business to take working conditions and environmental
circumstances less seriously if the political environment allows it to do so."
In Hertz’s words, “corporate business can do good only as long as it is able
to prove that this helps making money” (author’s translation).'

Meanwhile, multinational companies are increasingly under pressure to
adopt “corporate social responsibility.” In this respect, the United Nations’
Secretary-General has proposed a Global Compact among business, gov-
ernments, NGOs, and the United Nations to raise social standards across
the world."” Nevertheless, making a profit stays paramount—an observation
that is completely in line with, for instance, the position of European
employer organisations, which stipulate that their contributions to the
financing of the welfare state hamper their competitive power and thereby
have a negative effect on their profit potential. Through this argument, cor-
porate business appears to be successful in achieving considerable tax
reductions."
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Despite the call for corporate social responsibility, the trend of corporate
business behavior is quite the opposite. As an example: in 1957, American
corporations still provided 45% of local tax revenues in the United States,
a figure that had dropped to around 16% by 1987. All in all, American cor-
porate taxation fell by 26% over the final quarter of the past century. In the
1950s,27% of American government income resulted from corporate taxa-
tion. At present it is less than 10%."” Recent information illustrates that,
next to the ongoing pressure to reduce the costs of labor for reasons of
competitive power, new ways to avoid paying taxes have been found.
For example, in order to attract employment, governments may grant
corporate business substantial tax reductions or even exempt companies
from taxation completely. Corporations may receive land for free or be
allowed to skimp on working conditions.” In this respect, Moore uses the
term “ADC” (Aid to Dependent Corporations), which totals some $170
billion a year in “tax-funded federal handouts.”" All in all, the main task
of governments seems to be to offer attractive conditions for corporate
business.”? Tax abatements, for instance, became a widespread strategy in
various American states. By the 1990s, it had more or less become a custom
for corporations to demand economic concessions from cities and states,
threatening to relocate their business elsewhere.” In 1995, a total of 44 out
of the 82 biggest American companies did not pay the standard 33% cor-
porate tax rate. Of those companies, 14 did not pay taxes at all, whereas
more than 8% of those companies, including General Motors, successfully
reclaimed millions of tax dollars. In a second category, i.e., companies with
assets of over $250 million, 1,279 did not pay taxes because they claimed to
have no income in 1995. According to Forbes magazine, tax evasion costs
American society $10 billion per year.*

The United States may be an extreme example, but its development is
representative for the model of a flexible labor market that European
Union governments and employer organizations are also pursuing. In
Germany, for instance, corporate business contributed 13% of total tax
revenue in 1997, dropping from 25% in 1980 and 35% in 1960.* In the same
country, a group of corporations that included the Deutsche Bank, BMW,
and Daimler-Benz blocked an attempt by the minister of finance to increase
corporate taxation by threatening to invest abroad instead of in Germany.”®
In the United Kingdom, Chancellor Brown’s first budget included a reduc-
tion in corporate taxation.”” The social consequences of this development
are the same as in the United States.”

As for democracy, it seems as if corporate business can do whatever
it deems fit. Apparently, there is no institution that can hold corporate
business responsible for its comings and goings, not even politics. Regard-
ing this, Self argues that “the most fundamental problem posed by the
global economy is the lack of political accountability for its operations.
There are as yet no international agencies strong enough or impartial
enough to correct the gross instabilities and inequalities of the global
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economy.”® Therefore, Hertz predicts the death of democracy if govern-
ments do not learn their lessons from the past, if they are not prepared
to look for solutions, if they are not capable of opposing the pressure
from corporate business if the market mechanism fails, or if the profit
motive conflicts with public interest. If they fail in these matters, govern-
ments “sign their own execution” (author’s translation).® If this would
happen, we would live in a world where corporate business is the
master,where the law is subordinated to the market, and where voting is
something of the past.*!

Speaking of corporate business, one cannot exclude their relocations
to low-wage countries. In this respect, a recent German study shows that,
whether it is consumer electronics companies, the oil industry, pharmaceu-
tical companies, food products industries, manufacturers of toys, sportswear
or financial businesses, they all appear to be involved in pollution, child
labor, and abuse of human rights. And if we add to this the fact that cor-
porate business often opposes the establishment of labor unions in under-
developed countries,” we have every reason to be very critical of the way
corporations are behaving in those countries.”

In this respect, the reprehensible practices of corporate business mainly
take place in the so-called Export Processing Zones (EPZs) of underde-
veloped countries.* At around the turn of the century, there were some 850
EPZs in place worldwide.” The most important criterion for the establish-
ment of these zones seems to be the wage level. EPZs, employing many
women, because “they endure poverty well,”*® seem to be outbidding each
other in this respect.”” A World Bank report of 1999 reveals that women
are better able to adjust, to “swallow their pride,” and to accept whatever
job is available in order to care for their families.”® Working conditions in
many of these EPZs are said to be inhumane. Klein speaks of caged facto-
ries, surrounded by gates, watchtowers, and soldiers “to keep the highly sub-
sidised products from leaking out and the union organizers from getting
in.”* Facts like these make “free trade” a rather cynical term; all the more
s0, since it was discovered in the mid-1990s that slave-labor camps and Vic-
torian-style sweatshops also existed in Los Angeles textile factories and in
lower Manhattan.*

As for child labor, a recent report of the International Labour Office
reveals that, worldwide, one in eight children between 5 and 17 years
old are exposed to “serious forms of child labour which threaten their
mental, physical and moral well-being” (author’s translation).”’ This is
despite the fact that children’s entitlements have been included in the
global human rights regime through the Convention on the Rights of the
Child, adopted by the General Assembly of the United Nations in 1989
and immediately ratified by 190 UN member states. According to UNICEEF,
this convention is “the most universally embraced human rights instrument
in history.” Nevertheless, due to a lack of resources, enforcement powers
are limited.*”
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2.1.2 Consumerism

A market economy needs consumers. Because of this, “breeding con-
sumerism”* through advertising or other instruments of product promo-
tion is an important tool for manufacturers.* According to the figures,
manufacturers seem to realize this very well, because advertising has
become a big business. World expenditure on product promotion increased
from $7.4 billion in 1950 to $312.3 billion in 1993. In 1998, over €350 billion
was spent on advertising by brand leaders alone.* In the United States,
advertising through electronic mass media increased from $270 billion to
$358 billion in the mid-1990s.* In just four years, the cost of a 30-second
TV ad soared from $180,000 to $478,000,*” and 1,500 advertisements were
screened daily on American television around the turn of the century.*

Many needs are the result of creating a commodity culture.* Klein pub-
lished a revealing study in 2001 showing how subtly but profoundly people
are brainwashed to have Coca Cola, Nike, Gap, Tommy Hilfiger, and many
other brand names permanently imprinted in their minds.”” Consequently,
advertising is a normal part of American educational institutions. All major
beverage manufacturers have agreements with schools and colleges, which
contributes nicely to an increasing turnover of their products.” Even teach-
ing materials are subjected to sponsorship, showing an increase of 1,875%
since the 1990s.”> Young children are a special target in advertising.”® All
major advertising agencies and marketing firms have a children’s division,
if only because market research has found that little children often recog-
nize a brand logo before they recognize their own name.* Market
researchers even organize focus groups of children of two or three years
old.” In addition to this, private schools in the United States organize school
trips to shopping malls in order to teach their pupils how to shop. These
trips are paid for by retail chains, which, through this policy, are breeding
“mall rats.”*® In 1998, United States marketing experts even discovered one-
year-old children as a new focus group. Moreover, due to a scarcity of finan-
cial resources, schools become easy prey for entrepreneurs. The American
Channel One, for example, bribes school officials with TV monitors in
exchange for delivering the school audience to advertisers.”

One further point should be made. Breeding consumerism will work only
as long as there is sufficient and effective demand. Krugman points to the
fact that, over the past decades, “there has been a steady drift in emphasis
in economic thinking away from the demand side to the supply side of
the economy.”® However, keeping demand adequate in order to make use
of the economy’s capacity has become the world’s central problem. To
Krugman, the different financial crises that the world experienced recently
all involved the problem of creating sufficient demand.” Tackling these
crises could be interpreted as a correction to the idea of free markets. There-
fore, “in a world where there is often not enough demand to go around, the
case for free markets is a hard case to make.”®
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2.2 Opposing the Market

The methods used by corporate business in favor of moving to the right
side of the continuum are not uncontested. On the contrary, there is increas-
ing opposition to the activities of corporate business. Labor unions, which
in a globalizing economy see the labor terms and working conditions of
their members threatened, want governments to take protective measures.”
NGOs and anti-globalist movements expose the abusive behavior of cor-
porations in the developing and underdeveloped world. The church may
strike a warning note, and individual scientists commit their concerns
regarding policies of moving to the right side of the continuum to paper. In
order to bring some structure to this variety of market opponents, I distin-
guish in this section between, on the one hand, opposing institutions—such
as (1) the unions, (2), the church, and (3) non-governmental organisations—
and on the other hand, loosely or unorganized movements and groups that
endeavor to oppose or counterbalance movements to the right side of the
continuum. Here the focus will be on (1) anti-globalists, (2) the power of
consumers, (3) critical views on economic growth, and (4) civil society. Each
of these matters will be addressed in turn.”

2.2.1 Institutional Opposition
1. The Unions

As for the role of unions in the decision-making process regarding move-
ments along the continuum, it should be kept in mind that, all over the
Western world, the recognition of trade unions as legitimate bargaining
agencies in democratic economic orders has been, not the result of eco-
nomic determinism, but the final outcome of a long period of physical and
legal repression of workers, who tried to improve their fate by fighting for
social justice.”” One may conclude, therefore, that governments did not
wholeheartedly welcome the unions as new social partners with legitimate
interests in the economic process, co-determining whether the economic
order should move to the right or to the left side of the continuum. Gov-
ernments perceived it to be their first responsibility to protect the freedom
of the marketplace and the sanctity of the individual contract of employ-
ment. Unions were considered to be a threat to both. Because of this, the
initial answer to unionization was suppression, or at least containment. In
the terms of this book, governments were not prepared to permit develop-
ments away from the right side of the continuum. It was questionable,
however, whether governments could maintain this reluctance, because
these were also times of regular social unrest in the United States as well
as in the countries of the European Union, with many workers striking
and communism spreading. Therefore, while choosing to make the best
of it, governments of the countries of the European Union changed their



48 2. Promoting and Opposing the Market

policies with respect to unionization from about 1875, which found expres-
sion in the legalized removal of obstacles to unionization.* Altogether, it
seems defensible to argue that the emergence and legitimization of union-
ization has been the reluctantly accepted but inevitable consequence of the
natural course of things.

Despite all the initial difficulties, unionized labor cooperated interna-
tionally,” becoming a firm element of the social-economic infrastructure of
national economic orders in the countries of the European Union by the
1960s and co-deciding the moves along the continuum. Consequently, the
unions co-determined the design of the welfare state, especially regarding
protective measures related to work and working conditions. One can even
argue that the social-security arrangements of the welfare state would not
have been realized if there had not been a strong union movement. All in
all, one can safely argue that the apex of unions’ influence in the economic
process started in the 1960s. It lasted until the beginning of the 1980s.
During this period, a considerable percentage of all wage earners and
salaried employees had joined the unions’ ranks.*

However, there is reason to suspect that, from the beginning of the 1980s,
unions’ influence in the social-economic infrastructure waned, and with
it their power of co-decision regarding movement along the continuum.®’
Here, Friedman’s neo-liberal views were influential, particularly in the
United States. To him, unions represent a superfluity in the labor market,
because in a competitive labor market the worker “is protected from
his employer by the existence of other employers for whom he can go to
work, [whereas] an employer is protected from exploitation by his employ-
ees by the existence of other workers whom he can hire.”® Since ideas
like these are increasingly receiving support in several countries, “unions
are very much on the defensive.”” Furthermore, there is (again) proof of
anti-union practices, particularly in the United States.”” Consequently, the
degree of unionization is decreasing: in the United States, it dropped from
30% in 1973 to 9.6% in 2000;"" in Great Britain, it dropped from 53% in
the beginning of the 1980s to 31% in 1995;” in the Netherlands, it dropped
from 38% in 1980 to 24% in 2002.”” On the whole, union density for the
countries of the European Union decreased from 40% in 1980 to 30% in
1995.7

Does decreasing membership mean that unions have less influence in the
social-economic infrastructure? And does this, in turn, mean that they have
a lesser say in the decision-making process regarding movement along the
continuum? For several reasons, the answers to these questions should be
given in measured terms.

First of all, union membership in absolute figures is still considerable, a
fact which cannot be denied in democracies.

Secondly, decreasing union membership around the turn of the century
may have been caused by the increasing prosperity of that time, which may
have led potential union members to conclude that they did not need
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unions to protect their job security and labor terms. This attitude may
change in times of recession.

Thirdly, international comparative research covering 80,000 persons from
40 countries has shown that the role of unions in the social-economic infra-
structure is also highly appreciated by non-union members.” Apparently,
unions are seen as an important part of the social fabric of society, spon-
soring, for example, community-service projects and acting as agents of the
employee voice within the workplace. Unions, therefore, “nourish solidar-
ity values as a counterweight to market values.””

Finally, unions may have such a strong position in the social-economic
infrastructure that membership figures no longer matter.” The Netherlands
and Germany, for example, both had low union membership in 1995 (26%
and 29%, respectively), but it is unlikely that unions will play a minor role
in the social-economic infrastructure of these countries in the near future.
On the contrary, though membership is decreasing worldwide, in the indus-
trialized world, unions are still an important player in social-economic
spheres, countervailing the interests of corporate business and, if necessary,
governments.” It remains to be seen, however, whether this will continue to
persist in the further shaping of an economic order than at the level of the
European Union and in a globalizing economy. In this respect, conflicting
interests among unions of different countries may play a negative role.”

2. The Church

In the words of Kuttner, “the church is, of course, the longest-running coun-
terweight to the dogmas of a pure market.” Thomas Aquinas’s teachings
were meant to make clear to people that the economy was not solely a
matter of individual transactions, but an organic whole. From this it fol-
lowed that the self-interest of individuals had to be tempered by concern
for the community.** For the purposes of this book, however, it is not nec-
essary thoroughly to consider ecclesiastical history since Thomas Aquinas.
Suffice it to say that, for centuries, the church has been a very important, if
not a determining, factor in society.* “The Church was regarded, not as a
society, but as society itself,” said Tawney.* This changed during the times
of the Renaissance and the Great Discoveries, with the rise of natural
science and its promise of intellectual clarity, with the expansion of trade,
and with the rise of new classes to political power. It led to a contraction
of the social territory within which religion was conceived to run. During
these times, “religion has been converted from the keystone which holds
together the social edifice into a department within it, and the idea of a rule
of right was replaced by economic expediency as the arbiter of policy and
the criterion of conduct.” Consequently, the church was no longer society
itself. Instead, secular and religious aspects of life were seen as parallel and
independent provinces, “governed by different laws, judged by different
standards and amenable to different authorities.”® This change of position
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was reinforced during the second half of the eighteenth century, when
several technological innovations and experiments made it possible to
use mechanical power for production purposes. Consequently, productive
capacity increased enormously, causing the Industrial Revolution, the origin
of modern industry, with large-scale production in factories. Large-scale
production needed sufficient manual labor, which, in turn, induced many
people from the countryside to move to the industrial centers, seduced by
the promise of making a living. Industrialization, therefore, caused urbani-
zation, which, in turn, caused modern social problems of poorly paid people
living in miserable circumstances in unhealthy quarters of vastly growing
cities.

Although Tawney may be right that, between the Reformation and the
Restoration, religious aspects came to be seen as an independent province
of life, religion nevertheless was very influential in determining the charac-
teristics of the emerging capitalism in those days. In this respect, Weber
argues that during those days, branches of Protestant religions, in particular
the Puritans (Calvinism, Methodism, Pietism, and Baptism), separated cap-
italistic enterprise from the pursuit of profit as such. Instead, making a profit
became part of a calling, i.e., a combination of capital accumulation with a
positively frugal life-style in a “this-worldly asceticism.”® This implied that
the religious valuation of unceasing, systematic work in a worldly calling was
the highest means to asceticism, and at the same time was the surest and
most evident proof of rebirth and genuine faith. In combination, these deliv-
ered the most powerful conceivable lever for the expansion of that attitude
toward life. This, to Weber, is the spirit of capitalism.*

The origin of the Industrial Revolution had consequences for the role of
the church. No longer was she in control of the course of events in society.
Instead, she had to react to the excesses that were brought about by the
free-market economy, which set the conditions of market operation. No
longer was it sufficient for the church to preach the gospel, and for the priest
to visit his rural flock. On the contrary, the intentions of the gospel needed
to become a living daily practice. For the church, this meant that from its
religious faith, it had to rise against poverty, exploitation, and detestable
working conditions, including child labor and extremely long working hours
in an inhumane factory environment, and so on. In short, the Industrial
Revolution produced profound changes in the pastoral needs of society.
And, indeed, the eighteenth century revealed several examples of
individual servants of the church who climbed the barricades for a vastly
increasing number of industrial workers, or who tried to bring about
changes by publishing theological textbooks.

The church as an institution, however, is a different matter. The Indus-
trial Revolution was already a fact for more than hundred years when, in
1891, the Roman Catholic encyclical letter, Rerum Novarum, was published,
on the one hand as an indictment of the miserable living conditions of the
working class and unrestrained competition and the accumulation of social
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and financial power in the hands of a few industrialists, and on the other
hand, as a plea for decent remuneration for the working class as a matter
of justice.”” Reactions like these also appeared from the Protestant side. In
this respect, four months after the publication of Rerum Novarum,a Dutch
Protestant leader labeled the nineteenth century a “sick century” because
it had degraded labor into a market commodity. Because of this, he
believed, the working class experienced hardships that were sometimes
even worse than those experienced by slaves in ancient times.®

It remains typical, however, that it took more than 100 years of industrial
revolution for churches to react officially to the course of events in society.
After all, a feeling of compassion for the poor and oppressed, followed by
acting on their behalf, dates back to the beginnings of Christianity. This sug-
gests that there must have been another reason for this delayed official reac-
tion. This reason may have been the emergence of social movements that
were not connected to the church. Marxism and socialism, with their asso-
ciated ideas of class struggle, also gained ground among members of the
working class, which resulted in the establishment of socialist labor unions.
This might have caused the church to lose its hold over a considerable
portion of its supporters. Rerum Novarum, however, rejected the idea of
class struggle, because religion commanded respect for legal authorities.
Therefore, the idea that workers could strike to improve their living con-
ditions was rejected. Furthermore, socialist unions were believed to be a
threat to the Roman Catholic faith. Therefore, as a counterweight, the
establishment of Roman Catholic labor unions was promoted. Comparable
developments were encouraged within Protestant circles of society.*

Though it may be that the initial official reactions of the church were
inspired by a mixture of Christian compassion and fear of losing grip on
society, the fact is that, since 1891, the church has regularly spoken out
against the excesses of a free-market economy. In his encyclical letter of
1931, in addition to introducing the principle of subsidiarity, Pope Pius XI
reminded the owners of property of the duties which ownership carried,
rejecting too much individualism in economic life. In 1963, in Pacem in
Terris, Pope John XXIII spoke of the right to work, to enjoy safe working
conditions, to own property, and to earn a just wage. Two years later, with
the encyclical letter Gaudium et Spes, this list was extended to economic
rights which should guarantee a “truly human life,” including unions,
employment, working conditions, shelter, food, and education. Further-
more, with Laborem Exercens (1981), Sollicitudo Rei Socialis (1987), and
Centensimus Annus (1991), Pope John Paul II stressed the importance of
an inclusive society, incorporating the unemployed and the poor. Finally,
the so-called liberation theology in South America, which opposes the
alliance of conservative landowners and powerful multinational corpora-
tions, should also be mentioned.”

Comparable messages have been delivered by Protestant Christians.
Matters like poverty, unemployment, and the responsibilities of employers
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and employees were regularly discussed in numerous congresses of the
Christian-Democrats in the Netherlands, whereas in Great Britain the writ-
ings of Temple and Tawney were influential. Meanwhile, comments of the
church on the free-market economy also started to include concerns regard-
ing ecology. Pope John Paul II issued his first document on the subject in
1990. Furthermore, the same Pope, announcing the Jubilee Year 2000 with
his Incarnationis Mysterium of November 1998, clearly referred to the mis-
erable working conditions in underdeveloped countries when he wrote that
“humanity is confronted with new forms of slavery, which are more subtle
than those of the past, causing the word ‘freedom’ to be a meaningless
term” (author’s translation).’!

In the context of this book, however, the decisive question is whether at
present the church is capable of effectively influencing free-market opera-
tions. Two points should be mentioned here: Firstly, it is difficult to escape
the impression that, in many countries of the developed world, the church
is increasingly losing its grip on societal developments. Here, secularization
has not yet come to an end. Secondly, in more recent years, neo-liberals
have sought to defend free-market operations by a religious justification of
capitalism.” All in all, there are not many reasons to be optimistic about
the role of the church today as an institution capable of restraining the free-
market economy. It is not very likely, therefore, that the church will be
capable of opposing movements to the right side of the continuum. This
might change, however, if politicians of the European Union take seriously
their intention to have transparent and regular dialogues with the church,
as laid down in Article I-51 of the draft Constitution of the European
Union.” It might also change if, as in almost every other part of the world,
aresurgence of religion also gets underway in EU countries,” provided such
a resurgence will not be used as a justification of present-day capitalism.

3. Non-Governmental Organizations

Many NGOs are very active in matters of international environmental poli-
cies and human rights. They appear to be able to mobilize many people, and
they have regular success in their attempts to change policies (apartheid,
Brent Spar, whale fishing, et cetera). Their role in the international arena
seems to be accepted. In 1990, most of the major United Nations institu-
tions had established a department for liaison with NGOs.” Their existence
is recognized by international political organizations in that they are, for-
mally or informally, consulted, and sometimes even participate, in the
drawing up of international treaties. We also see that they are increasingly
involved in official development assistance (ODA) programs.” Although
these developments demonstrate that NGOs are increasingly integrated in
public policy implementation, there is no common agreement on the ques-
tion of whether they also have political influence. There is little academic
research regarding this point. Most of the publications are not much more
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than “yes” or “no” opinions of the authors, without proof or scientific argu-
mentation. However, a study by Arts is of assistance in this respect. On the
basis of several case studies regarding the United Nation’s Framework Con-
vention on Climate Change and the United Nation’s Environment Pro-
gramme Convention on Biological Diversity, he concludes that (1) NGOs
make some difference in global treaty formulation and implementation
(although certainly not in all cases); (2) NGOs’ political influence is mainly
dependent on their own expertise, on the attitude and conduct of (like-
minded) states, on the substance of current environmental regimes, and on
the nature of intergovernmental negotiations; (3) NGOs may increase their
political influence, mainly by professionalizing their lobbying and advocacy
in political arenas and through organizing moderate protest outside.” If
NGOs would take these lessons to heart, they might, in the longer term, be
able indirectly to influence the decision-making process regarding move-
ments along the continuum. Pilger, however, holds the view that NGOs
have already drawn too close to governments through funding and their
tax-exempt charitable status. Through this, NGOs may increasingly serve to
neutralize and de-radicalize movements for real change.” We find this con-
firmed by Neale, who points to the fact that NGOs that work in develop-
ing countries get most of their money from Western governments. These
NGOs could find themselves in a situation of calling the tune of those who
pay the piper. Here, Amnesty International and Greenpeace are exceptions
among the larger NGOs.” It may be that, because of their independence
from politics, they have regular success with their attempts to bring about
alternative corporate policies. One may wonder, for example, if Shell would
have chosen another solution regarding the Brent Spar affair were it not
for Greenpeace’s success in mobilizing consumers to effect change. And it
remains to be seen if Heineken and ABN AMRO would have withdrawn
from Burma without Amnesty International’s information campaign
regarding the oppression of the country’s military regime.'”

2.2.2 Non-organized Opposition
1. Anti-Globalists

Anti-globalists hold radical protests against things like worldwide poverty,
abuse of human rights, child labor, pollution, global free trade, con-
sumerism, et cetera. During their first World Social Forum in 2001 in Porto
Alegre, Brazil, organized at the same time that the World Economic Forum
met again in Davos, they opposed the negative effects of globalization and
the practices of institutions like the IMF, the World Bank, and the WTO.
Anti-globalists are known to disturb the regular meetings of these institu-
tions. This is not because they are against globalization as such, but because,
to them, globalization is an uncontrolled phenomenon with very negative
effects for democracy, working conditions, the well-being of large numbers
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of people, and the preservation of our natural environment.'” To them,
globalization is treating the planet “as one vast commercial domain, where
no rules or restrictions apply, and goods are exchanged with no heed for
social, ethical, or environmental values. It’s the hegemonic market, intent
on devouring everything.”'**

One may not always agree with the methods anti-globalists use, but the
increasing frequency of their demonstrations, seen for instance in Seattle,
Madrid, Genoa, Prague, and Washington, D.C., and their successful mobi-
lization activities through the internet have resulted in the ironic fact that,
inspite of the media-imposed “anti-globalization” label, this movement has
turned globalization into a living reality.'” Besides, it is too simple just to
label anti-globalists as agitators. After all, firstly, there is reason to disagree
with the intentions of the IMF, the World Bank, and WTO if one observes,
as in the first chapter, the outcomes of their policies. Secondly, we do pollute
the environment.'™ Thirdly, there is every reason to be critical of the con-
sequences of the dealings of agribusiness, the agrochemical industry, and
the pharmaceutical firms in the field of genetically modified organisms.'®
Finally, there is abuse of human rights in many places in the world, and
there is child labor.'®

For that matter, it should be taken into account that, apart from a minor-
ity of firebrands, the majority of participants in the aforementioned demon-
strations were respectable people who claimed their democratic right to
oppose these abuses. And they are met with sympathy from many people
on the sidelines. The Genoa protests, for example, were supported by over
60% of citizens in Germany, Greece, and France.'””

There is another method of protest, thanks to what Friedman calls “inter-
net activism.” Its success can be illustrated with several examples.'” The
internet “has created new venues of and for collective resistance tran-
scending national borders,”'” which means that it has the power to mobi-
lize people worldwide including influencing their voting behavior. I agree
that things are going slowly because anti-globalists face an “uphill battle.”'"
Nevertheless, there is some progress. It is very difficult for governments to
monitor this kind of collective resistance, which, of course, is only open to
those who have access to computers, modems, and the internet.!"" Mean-
while, global issues have stimulated the creation of a number of worldwide
associations whose members use the internet in the interest of global
ecology.'?

The advantage anti-globalists have is that they urge people to take part
in protests against developments that the greater majority of people world-
wide do not agree with: increasing inequality, child labor, pollution, and so
on. However, the number of protesters is still relatively small, so that their
actual influence in changing the course of developments is rather limited.
The internet, however, is a promising tool for mobilizing people to oppose
the worship of the market as the most efficient way to coordinate human
activities.'"”
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2. The Power of Consumers

For a start, it should be realized that there is growing opposition to con-
sumerism. People are, for example, rediscovering the benefits of healthy
food,"* cheap own-label products are making a comeback, and the number
of Americans sticking to well-known brands is decreasing.'” Ritzer calls
these developments the first signs of “de-McDonaldization.”"'® And, not
unimportantly, ethics also plays a role in this changing consumer behav-
ior."” This is an illustration of what Leadbeater calls people’s “self-
knowing,” which makes them critical in their attitude toward the brands
they enjoy. Through their individual self-rule, they, and not corporate mar-
keting departments, are in charge of creating their own identity.'"®

The idea of a general convergence of global cultures assumes that aspects
of global culture are accepted equally and uncritically worldwide. However,
as demonstrated by the anthropologist Hannerz, for instance, global culture
is not only consumed but, in accordance with specific contextual charac-
teristics, also transformed.'"’

The power of consumers can be very effective. Next to the previously
mentioned examples of Brent Spar, Heineken, and ABNAMRO, con-
sumers, together with large shareholders, brought about a remuneration
adjustment of the newly appointed CEO of Ahold in the Netherlands in
2003, and in the same year the chairman of the New York Stock Exchange
was forced to withdraw for reasons of excessive remuneration. Hertz, there-
fore, is wrong when she argues that “consumer campaigns lack the legality
of democratically enforced protests and, therefore, can easily be opposed
by corporate business” (author’s translation).' Firstly, she is wrong because
the right to protest by way of extra-parliamentary action is an essential
characteristic of democracies. Secondly, she is wrong because the afore-
mentioned examples demonstrate that corporate opposition to consumer
protests can be in vain.

The internet, again, is becoming an ever-more important instrument
to express consumers’ opposition to the present interpretation of the
market economy. Via e-mail and thousands of homepages, meetings are
organized, strategies discussed, and companies exposed as unscrupulous,
while organizations like the Adbusters fight the consumption sickness by
parodying well-known advertising campaigns. Others expose concrete
abuses through professional research.'” All these actions are about “X-
raying the commodity culture” with the objective of “commodity de-
fetishization.”'” The continuing spread of the internet may, in the longer
term, develop into an effective means to counter the usual seller-centric
marketing methods. These will, according to Mitchell, be replaced by buyer-
centric methods, which will force producers to take customers’ wishes
ever more seriously. The internet will create a world of informed, sophisti-
cated, sceptical, and even cynical consumers.'” In making their purchasing
decisions, these consumers will also take into account companies’ behavior.
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They will weigh the working conditions, for example, or their pollution poli-
cies. Consequently, customers will increasingly determine how consumer
goods are produced.” Through the internet, customers will increasingly
“talk to companies” via their websites. Illustrative, in this respect, is the fact
that in 1993 Cisco Systems’ call centers were dealing with 4,000 telephone
calls a month from customers, a number which had increased to 950,000
five years later.'”

Therefore, in terms of the continuum approach in this book, a reversal
from seller-centric to buyer-centric marketing could redress the negative
aspects of a globalizing economy, thus influencing movement along the
continuum.

3. Critical Views on Economic Growth

For a long time, various authors have paid attention to the negative conse-
quences of economic growth. A well-known example is J. K. Galbraith, who
in 1958 launched a social commentary on wealth and inequality in the
United States with his book The Affluent Society.'™ Ten years later, E. J.
Mishan warned the readers of his book, The Costs of Economic Growth,
against the tyranny of the dominant belief in growth.'”” Both publications
have become part of the classic economic literature. The reason that criti-
cal views on economic growth are included in this book is because there is
a generally accepted method of measuring economic growth. In this respect,
there is no difference between an economic order that is mainly market-
led and one where the government is the decisive factor. Both share the
same interpretation of the concept of economic growth. China and the
United States are examples. For both types of economic orders, the critics
argue that the standard calculation methods regarding the concept of
growth and GDP do not take into account the necessary “internalization of
externalities,””® like pollution and resource depletion. However, for several
decades, this interpretation has been contested among the critics them-
selves, who can be divided into several groups.

First, there are those who argue that “we are consuming the earth’s
resources beyond its sustainable capacities of renewal, thus running down
that capacity over time,” while at the same time calling this consumption
“income.”'” Therefore, they maintain that economics and ecology should
be combined in a scientific “trans-discipline” of “ecological economics”
directed at sustainable development. Many organizations worldwide, like
the Institute of Ecological Economics in Stockholm and the Environmen-
tal Economics Institute of the University of London, promote this
approach."” These standard-bearers have achieved a certain degree of
political consciousness in most developed countries, which has found
expression in environmental legislation, though with considerable differ-
ences regarding legal regulations and their enforcement. All in all, critics of
the first group hold the view that the industrialized world is fooling itself,
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since it includes in GDP not only the costs of pollution and the exhaustion
of natural resources, but also the costs of crime and rising inequality. To
them, the present interpretation of the concept of economic growth is “the
triumph of the cash economy.” It is a triumph of quantity over quality and
thus part of a “collective hallucination,” according to Sachs.”” In order to
come to a correct calculation, the costs of externalities should be subtracted
from GDP so that a Genuine Progress Indicator (GPI),"”” or an Index of
Sustainable Economic Welfare (ISEW),'* remains."*

The second group comprises, economists like the Nobel Prize laureate A.
Sen, who distinguish between growth and development. They criticize the
fact that progress in the developed world is identified with growth of GDP,
the increase of personal wealth, and technological innovation. Instead, to
them, these aspects should be valued as a means to enlarge the freedoms
of the members of society. These individual freedoms are also determined
by factors like social and economic benefits and political and civil rights. In
this view, development demands the elimination of important impediments
to freedom, like poverty and tyranny; deficient economic opportunities and
social provisions; neglect of necessary public facilities; and intolerance by
oppressive regimes.'* Instead of valuing economic growth as an objective
in itself, governments should try to improve the quality of live and the free-
doms we enjoy."** Consequently, to economists like Sen, social security is a
necessary safety net to prevent people from falling into poverty and star-
vation, caused by a lack of economic freedom."’

Thirdly, there are those who want to bring an end to the dominating belief
in quantitative economic growth altogether. Their viewpoint is that the sub-
system of economics should no longer take its own expansion as the central
objective of society but, instead, should play a supportive role amidst other
subsystems."® If we apply this point of view to the care sectors of society,
this would lead to a reversal of the demand for higher productivity in those
sectors so that they could escape from reductions and cut-backs in expen-
diture, a demand which, because of the so-called Baumol effect, is unreal-
istic anyway."”” Such a reversal would imply that the productive sectors of
the economy would have to adjust to the needs of a caring society. Conse-
quently, the economy would have to stay within the limits of what society
interprets to be necessary care when determining investment and income
policy, as well as productivity objectives.'*

Finally, we have those who criticize the interpretation of the concept
of scarcity in Western society. When, in 1969, a Dutch scholar contested
this idea in his inauguration lecture, almost every economist in the
Netherlands excoriated him.'* There is no reason to assume that this would
be different now. However, one must wonder if there really is so much wrong
in criticizing the idea of scarcity in the majority of the Western world. What
about a real shortage of consumer goods if, around the turn of the century,
out of 525,000 new products launched in Europe within a period of 13
months, no less than 90% failed? What about real scarcity if, also around
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the turn of the century, packaged goods companies in the United States were
spending $2 billion per year on product launches, development costs not
included? What about scarcity, given the fact that, in 1975, a typical
American supermarket sold 5,000 lines of products,a number that has grown
to 35,000 today?'**

Thus, we have four groups of critics concerned with the interpretation of
the concept of economic growth. In terms of the approach in this book, all
of these critics want market operations to be conditioned and controlled.
Consequently, they want governments to interfere in the economic process
to the benefit of non-economic objectives, including global sustainability in
the longer term.

4. Civil Society

In political circles, it is believed that reforming the welfare state, which is
thought to be necessary in order for countries to remain competitive in a
globalizing economy, will be accompanied by the restoration of informal
self-help mechanisms. This would be brought about by voluntary work or
philanthropy by members of the “civil society,” i.e., the area of association
and action independent of the state and the market in which citizens can
organize to pursue purposes that are important to them, individually and
collectively, thus creating “social capital,” which comprises things like “par-
ticipation in the local community, feelings of trust and safety, social con-
nections within the neighbourhood and among friends and family, a
tolerance of diversity, and valuing life and work connections.”'* Civil-
society actors include charitable societies, churches, neighborhood organi-
zations, social clubs, civil rights lobbies, parent—teacher associations, unions,
trade associations, and many other agencies.'* These actors mobilize
resources by appealing to cultural values and social purposes. Contrary to
the private interests of business life and governments’ pursuit of public
interests, their actions are directed at the needs of social groups in society,
particularly those groups which are hurt most by the dismantling of welfare
state arrangements.'* Mainly in the developing countries of Asia, Africa,
and Latin America, voluntary associations have emerged with the intention
to solve local problems by providing services that are needed. In addition
to this, they press for better government.

However, voluntary work is also on the increase in the developed world,
thus becoming an ever more important element of the welfare state. Some
politicians call it the “lubricant” of society.'* Clearly, some aspects of the
welfare state, like care for the elderly and home care, would have very big
problems if there were no volunteers to assist the professionals in daily care
delivery in many countries of the European Union. If all these unpaid
caring services were valued in financial terms, they would have a consider-
ably positive impact on GDP.'¥ It makes some sense, therefore, that the
Independent Commission on Population and Quality of Life seeks “to rede-
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fine work in a broad sense that encompasses both employment and unpaid
activities benefiting society as a whole.”'*

When moving to the right side of the continuum, i.e., leaving things
increasingly to the market, voluntary work may to a certain extent be con-
sidered a substitute for legal welfare state arrangements. But it is an unsta-
ble factor.'*” One cannot count on it, and it is limited in scope.”™ All in all,
one has to conclude that the influential power of civil society regarding
movement along the continuum is limited to the voting behavior of the indi-
vidual participants. Moreover, despite the noble intentions of volunteers, it
is difficult to prevent a certain amount of condescension connected to their
work. This is work that, according to Galbraith, fits in “the doctrine that if
the horse is amply fed with oats, some will pass through to the road for the

sparrows.”™!

2.3 Summary

As argued in the first chapter, it is legitimate for interest groups outside the
political structures to try to influence how a society moves along the con-
tinuum, i.e., pursuing more or less government interference in the economic
process. This topic was the subject of this second chapter. As the first step
in this analysis, I distinguished between promoters and opponents. Pro-
moters are those who want the market economy to be increasingly liberal-
ized. Opponents want the opposite, through government control of the
€conomic process.

As for the promoters, corporate business is the most important interest
group. Many authors argue that it has considerable power to influence the
course of events in a free-market economy. There are even those who
believe that corporate business has overruled politics. Consequently, an
increasingly liberal free-market economy will be inescapable. To achieve its
objectives, corporate business has every interest in maintaining and extend-
ing a supply economy. Advertizing, even directed at very young children, to
breed consumerism, is instrumental to that.

The methods used by corporate business to achieve its objectives are not
uncontested. From different perspectives, opponents try to counterbalance
the objectives of corporate business. They want governments to control the
free-market economy. Here, unionized labor plays a role. Unions have con-
tributed considerably to the establishment of the welfare state. However,
since the 1980s, the unions’ influence over movements along the continuum
seems to be decreasing. Nevertheless, they remain an important factor in
the social-economic infrastructure of democracies at the national level. At
the international and global level, however, the influence of unionized labor
seems to be less relevant.

Non-governmental organizations and the so-called anti-globalists can
also be considered opponents. Their opposition to the dealings of corporate
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business is attracting more and more attention, not in the least because their
protests are proving to be increasingly successful. The same applies for
consumers.

As for the church, it has a long history of dominance regarding the devel-
opment of society. The Industrial Revolution was very important in shaping
the role of the church, since it produced a lot of misery for working people
in free-market economies. Though many individual clergymen expressed
their concern about the lot of the workers, it took more than 100 years of
industrial revolution before the church, as a social institution, took a stand.
The encyclical letter Rerum Novarum marked a turning point. Since then,
the church, Roman Catholic as well as Protestant, have spoken out regu-
larly on social developments. It is doubtful, however, if at present the church
is able to influence the free-market economy effectively.

A specific way to try to influence present-day free market operations is
to promote alternative interpretations of the concept of economic growth.
If these alternative precepts were followed, negative consequences like
increasing inequality and pollution would be subtracted when determining
economic growth.

Finally, there are those who believe that the withdrawal of governments
from the economic process will automatically be compensated for by devel-
opments in “civil society.” Thus, a free-market economy will induce a revival
of informal cooperation. It is a perilous undertaking, however, to make
social developments dependent on the good will of citizens.
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The Arguments

As indicated in the first chapter, in the United States and within the Euro-
pean Union, a balance between expenditure and revenue for financing the
welfare state had been reached by about 2000. Strong economic growth at
the end of the millennium was helpful in this respect. This, however, did not
prevent governments from continuing to reform their welfare states. The
fourth phase of fundamental reforms to systems of social security through
the introduction of other methods of financing and paying benefits and the
re-allocation of responsibilities between governments and social partners is
still underway. To explain this phenomenon, I examine two arguments that
are used by governments from 1975 onward to legitimize their continued
pursuit of this new goal, i.e., reducing public spending. These arguments,
one economic (that is, globalization) and one ideological' (that is, new
dogmas), are the subject of this chapter.

3.1 On Globalization

The economic argument justifying reduced public spending is that global
competition forces employers to reduce the costs of labor, which are an
important source of funding for social security.

During the period 1960-1985, the term globalization was not yet the buzz-
word it is at present. These days, however, it is generally accepted that, in a
globalizing economy, the costs of a country’s social security system can
weaken its competitive position. Whether one reads government policy doc-
uments,” the viewpoints of advisory bodies,’ pamphlets of political parties,*
or documents of the European Union,’ the policies of both the United
States and the European Union are very much the same, and they share
the same motivation, namely, that the costs of social security are a burden
to corporate business in a global economy. Apparently, we have to accept,
in the words of former United States President Clinton, that nations, i.e.,
national economies, are like big corporations, competing in a global market-
place.® Consequently, the global market will determine the way that
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national economies can organize their societies. The global market will
dictate the content of the solidarity principle. Apparently, the global market
has taken the lead.

Over the past ten years, the phenomenon of globalization has been the
subject of countless puplications. The result is a variety of incompatible
opinions and ideas.” Trawling through this mound of literature makes it
clear that “the only consensus about globalization is that it is contested.”®
Opinions differ as to how to define the phenomenon, its origins,” and the
way it should be analyzed."” T will not go into all these matters but will
instead limit myself to describing a range of views on how the phenome-
non of “accelerated globalization”"" should be appreciated. This type of
globalization started around 1975. Since then, the spread of “supra-
territoriality” (see section 1.3) has been caused primarily by the co-
dependent influence of rationalism as the dominant knowledge framework;
by capitalism and the drive for surplus accumulation; by technological
innovations in communications and data processing; and by regulation
facilitating technical and procedural standardization, the liberalization of
cross-border movements of money, investments, goods, and services, the
guarantees of property rights for global capital, and the legalization of
global organizations and activities. It is a time of the “greatest increase in
the number, variety, intensity, institutionalization, awareness and impact of
supra-territorial phenomena.”"* It is also a time in which globalization has
shown unprecedented characteristics, which have been summarized by
Legrain as follows: (1) the sheer size of globalization is impressive; until
around 1980, it was limited to Europe, the United States, and Asian coun-
tries like Japan, South Korea, Thailand, Hong Kong, Taiwan, and Singapore,
covering roughly a quarter of the world population. (2) Globalization has
accelerated, thanks to developments in transport and communications. (3)
World trade is at record highs, being 25% of world GDP in 2000 compared
to 8% in 1950. (4) The range of traded products is bigger than ever before,
because nowadays services like telecommunications, insurance, software,
and finance are also globally traded. (5) Foreign direct investment increased
tremendously from $50 billion in 1985 to $1,3 trillion in 2000. (6) Multi-
nationals have become very important; most of world trade is between
subsidiaries of individual companies. (7) Nowadays, manufacturing and
production are dispersed around the world, with each step in the produc-
tion process performed where it can be done in the cheapest way. (8) Inter-
national financial flows have increased beyond human imagination; starting
at around $10 billion a day in the early 1970s, currency dealers now trade
around $1.2 trillion a day."” Summarized, these aspects suggest that global-
ization refers to the multitude of interconnections between societies that
shape the present world system. Globalization describes “the process
through which events, decisions and activities in a certain part of the world
may cause important consequences for individuals and societies in other
parts of the world.”"*
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As to the question of how to interpret globalization, Gilpin distinguishes
between three differing views."

Firstly, he refers to the communitarian perspective, which is promoted by
environmentalists, human-rights advocates, and others who want the world
order to be more just, environmentally sound, and egalitarian. They
denounce globalization “for foisting a brutal capitalist tyranny, imperialist
exploitation, and environmental degradation upon the peoples of the
world.”'® Among them there are those who fear the unrivalled power of big
financial and industrial corporations who can decide the fate of millions of
people.'” These anti-globalists stipulate the negative effects of globalization,
like (a) growing social differences, not only caused by polarization within
and between countries, but also worldwide; (b) the leveling down of wages,
labor conditions, and social security; and (c) the subsequent erosion of
democracy." The French author Viviane Forrester is a good example of an
anti-globalist. In her opinion, globalization has become a religious convic-
tion that has resulted in a growing concentration of power in multinational
corporations that only pursue the interests of their shareholders, while mer-
cilessly playing poker with laborers all over the world. Governments appear
to be incapable of influencing this development. Vehemently, Forrester
denounces the ultraliberal philosophy, which is only about money, profits,
and the stock market and for which social interests do not count. That
philosophy legitimizes unregulated competition, resulting in slavery in the
Third World, underpayment in the West, and devastation of the natural
environment. To Forrester, globalization refers to a new political system
that does not show its true colors. It is a system that ignores those who
should control it.'” And she is not alone. Critics like Klein, Hertz, Cameron,
Lubbers, Ehrenreich, Abrams, and Franks (interestingly, all are female
authors) are cast in the same mold.”

Secondly, there are those who look at globalization from the free market
perspective. Many adherents of this view are economists, business leaders,
and politicians. They are opposed to strict regulation of the world economy.
They believe that a free-as-possible market will increase efficiency in the
use of the world’s scarce resources. Moreover, these supporters of global-
ization believe that a free market will strengthen commercial and other
bonds among democratic market-oriented societies, thus promoting world
peace. In short, to the defenders of the free market, globalization is a bless-
ing. It is “part of the natural evolutionary process. [...] It goes hand in hand
with the progress of humanity, something which history tells no one can
stand in the way of.”*' Contrary to the views expressed by opponents of
globalization, supporters of globalization like Leadbeater hold the view that
the critics’ pessimism is overdone and self-fulfilling.”* To him, radical
anti-globalists “are latter-day heirs to the traditions of socialism: a roman-
tic response to a world disenchanted by capitalism and a natural world
subordinated to technology.” Anti-globalists, according to Leadbeater,
have long passed the point of realism. “It has become a chronic condition,
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invariably overdone, morally self-righteous and often just wrong.”* Never-
theless, he agrees with the anti-globalists that the modern world has some
features that need to be reformed, especially inequality and environmental
degradation. But to him, reducing global poverty, inequality, poor health,
and hunger is best addressed by creating a more integrated and more
equitable economy. To achieve this, the global agenda must move on from
markets and finance to global governance and social programs. For Lead-
beater, this is a condition of the success of globalization or, in other words,
for globalization “to be seen as legitimate, world poverty has to be further
reduced and dramatically; corporations will have to acknowledge their
wider social responsibilities for health, education and the environment as
part of the process of economic development from which they benefit; inter-
national institutions will have to give greater voice to poorer developing
nations; those nations will have to be helped by public and private invest-
ments to better equip them to take advantage of international trade;
markets in the north will have to be further opened to exporters from the
south. It is a big agenda but one that we are now embarked upon.”” This
last point precisely indicates the difference between the optimistic Lead-
beater and the pessimistic anti-globalists. Leadbeater may be accused of
wishful thinking. His argumentation contains too many “ifs” and “buts.” He
rightfully accuses the pessimistic anti-globalists of exaggeration at some
points. He is also right that innovation and creativity, thanks to technologi-
cal developments, can be of help in making the world a better place. But
that is not today’s global reality.?®

Like Leadbeater, Legrain is also an optimist. To him, it is time to move
the debate about globalization forward and focus on the question of what
kind of globalization we want. He assumes that we are still free to deter-
mine our future through the power of elected governments. Furthermore,
according to Legrain, we can pick out the bits of globalization we like and
do away with the things we do not like. We can do both: “Our challenge is
to grasp the opportunities that globalization offers, while taking the sting
out of its threats.”” Few aspects of globalization are inevitable if there is a
will to stop them. Although this sounds wonderful, reality is different.
Though Legrain may be right when he argues that globalization and social
spending can be complementary,® the policies pursued in practice by, for
instance, the IMF and the World Bank, are different.”” Though he may be
right that people who need to be equipped with new skills to find another
job should meanwhile be protected by a decent welfare system,™ reality is
different. Though he may be right that people in low-paid jobs should be
subsidised so that they can have a decent life,” reality is different. Though
he may be right that society should maintain a generous welfare system so
that the least fortunate do not fall by the wayside,* reality is different. In
short, Legrain’s views suffer from shortcomings comparable to those of
Leadbeater: too many “ifs” and “buts.” Nevertheless, his summaries are
more concrete. To him, (1) globalization is primarily a political choice, not
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an inevitable fate; (2) globalization benefits rich countries as well as poor
ones; and (3) though the effects of globalization may look ugly, things are
better than they were before.”” He concludes, “All sorts of things are wrong
with the world, but globalization is overwhelmingly a force for good.”*
Both of these optimistic authors acknowledge implicitly that there is some-
thing wrong with the way free-market globalization is shaping today’s
world.

Finally, there are those who represent the populist or nationalist per-
spective. They blame globalization for growing economic inequality, high
unemployment levels, the demise of the welfare state, the destruction of
national cultures and national political autonomy, illegal immigration, and
increasing crime. Supporters of this view can be found, according to Gilpin,
within unionized labor, among business leaders facing competition from
imports, and among economic nationalists. They want restrictions on free
trade as well as on the investment activities of foreign multinational
businesses.

Apart from the fact that it is difficult to distinguish precisely between
populists and communitarians, Gilpin’s approach needs to be rounded out
with several other views on globalization.

Firstly, there are those who think that all the fuss about globalization is
overdone. Michael Porter, for instance, holds the view that it is not global-
ization but the national environment which determines a corporation’s
competitive advantage.” Furthermore, Ruigrok and Van Tulder conclude
that the worldwide operational activities of the 100 biggest corporations are
rather limited, whereas the OECD argues that competition does not, to a
large extent, come from low-wage countries, but from trade within and
between OECD countries.”” The reality of international relations appears
to be a reflection of regional activities. In line with this, Hirst and Thomp-
son claim that the world economy is not really global but centerd in Europe,
Japan, and the United States. They present data on trade, foreign direct
investment,” and financial flows that show that globalization is concen-
trated in the developed countries.” In 1994, these three regions together
produced 87% of the total world manufacturing output and generated 80%
of world merchandise export, rising from 76% and 71% (respectively) in
1980.%

Meanwhile, it would be unwise to deny the dynamics of our daily envi-
ronment. These dynamics show that there is indeed something going on; for
instance, there is an increasing number of possible business locations, espe-
cially in the countries of Eastern Europe after the collapse of communism
in 1990.* Despite the fact that the domestic market produces the major part
of a country’s gross domestic product, these dynamics cause the dominant
segments and corporations, the so-called “strategic cores” of all economies,
to be closely interrelated with the world market. Their fate is a function of
their performance on that market.* For them, the nationality of corpora-
tions is irrelevant in a “borderless world.”*
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Secondly, and contrary to those who assume that globalization is pri-
marily a trade-driven phenomenon,* people like Thomas Friedman, for
instance, hold the view that globalization is mainly technology driven, with
the internet playing an important role. Starting with 200 internet connec-
tions in 1981, we saw an increase to 300,000 in 1990, 50,000,000 in 1999,%
140,000,000 in 2000* to over 1 billion connections in 2006*. In 2000, there
were already 2.8 million Web sites with a total of 800 million pages.* These
technological developments, combined with the fact that, since the end of
the Cold War, there has been no major ideological alternative to free-
market capitalism, have resulted in a global democratization of technology,
finance, and information. The internet, according to Friedman, is becoming
“the turbocharged engine that drives globalization forward.”* This is an
engine that can easily be used by everyone who wants to do so. There is no
exclusivity in this matter. Countries who take part in this type of democra-
tization are joining the “electronic herd,” which is symbolized by the
omnipresence of McDonald’s, KFC, Nike, and other world brands. Coun-
tries who oppose this development will lag behind in the creation of
wealth.”

Thirdly, there are those who focus on the cultural aspects of globaliza-
tion. One example is Huntington’s work, The Clash of Civilizations.”* This
clash may have emerged because globalization forces completely different
cultures to meet, whether they like it or not. In this respect, Barber con-
cludes that “caught between Babel and Disneyland, the planet is falling
precipitously apart and coming reluctantly together at the very same
moment.”> To him, there are two possible future scenarios. The first is a
“retribalization of large swaths of humankind by war and bloodshed.” It is
a scenario of jihad against interdependence, against cooperation, against
technology, against modernity, et cetera. In short, it is a scenario directed at
combating Friedman’s electronic herd. In line with this, Huntington
assumes that “the dangerous clashes of the future are likely to arise from
the interaction of Western arrogance, Islamic intolerance, and Sinic
assertiveness.” To him, the revival of non-Western religions is not a rejec-
tion of modernity, but a rejection “of the West and of the secular, relativis-
tic, degenerate culture associated with the West.” It is a rejection of
“Westoxification” by non-Western societies.” Similarly, Fukuyama holds
the view that the present revival of Islamic fundamentalism is partly caused
by the fact that liberal Western values are experienced as a threat by
traditional Islamic societies.”

Barber’s other scenario is completely in line with Friedman’s idea of the
electronic herd, “pressing nations into one homogenous global theme park,
one McWorld, tied together by communications, information, entertain-
ment and commerce.”™ In other words, “jihad pursues a bloody politics of
identity; McWorld, a bloodless economics of profit.””’

Whatever the different views regarding the concept of globalization, they
all refer to a increasing worldwide interconnectedness. More and more,
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national and regional economies are linked through trade, financial flows,
and foreign investments, with technological progress, particularly in the
field of communications, and the liberalization of capital flows as important
engines for growth. Since 1975, these engines for growth have accelerated
the globalization process and have contributed to hyper-competition.*®
Despite the many differing opinions being proffered, however, daily expe-
rience would seem to support only one interpretation: that globalization
forces corporate business to reduce the costs of labor in a globalizing
economy. This view is supported by politicians at national and international
levels. It is an attitude of helplessness, of “there’s nothing one can do.” Con-
sequently, global forces are thought to be inescapably beyond political
control. Globalization, therefore, rules the world.”’

3.2 New Dogmas

In section 1.2, I showed that, around 2000, the United States and the coun-
tries of the European Union appeared to have succeeded once again in bal-
ancing their accounts with respect of social security. Nevertheless, since that
time, for ideological and economic reasons, fundamental changes regarding
systems of social security have continued at a rapid pace. The preceding
section dealt with the phenomenon of globalization. The present section
will elaborate two further aspects that have together contributed to a
change in the outlook of the economic order of the developed world. In
subsection 3.2.1, I will deal with neo-liberal views on the economic order
in more detail.*’ In subsection 3.2.2, attention will be paid to a new moral-
ity, the so-called theory of “public choice.” In combination, these two atti-
tudes are the foundation of the present-day international political economy
of the developed world, which is characterized by a move to the right side
of the continuum.

3.2.1 Neo-Liberal Views on the Economic Order

According to neo-liberals, the ultimate objective of the economic order is
to satisfy the needs of individual consumers in the best possible way. All
other objectives are expected to be subordinate to that. As for the preferred
economic order to achieve this ultimate objective, neo-liberals choose a free
market economy, with the price mechanism as the instrument for coordi-
nation, instead of a government as the central planning institution. The pre-
ferred market economy, however, needs complementary and corrective
measures in order to achieve its ultimate objective. This is a matter of
political economy. Therefore, some understanding of the instrumental neo-
liberal objectives for society, as well as the way these objectives could be
achieved, may shed some light on neo-liberal views of the economic order.
In this respect, one can distinguish between two types of instrumental
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neo-liberal objectives, namely, (1) those which are directly related to the
economic order; and (2) those which are particularly related to the economic
process.

To the first type belong, first of all, instruments which assist the optimal
allocation of the means of production. This optimal allocation can be
achieved by promoting perfect competition, coordination, and the interna-
tional division of labor, as well as by labor and capital mobility. Pursuing
perfect competition not only requires governments to take actions against
phenomena like oligopoly, monopoly, cartels, and trusts, because they
impede equality of opportunity, but it also requires governments to oversee
the administration and coordination of activities regarding territorial and
other natural resources, as well as environmental planning.®® As for the
international division of labor, neo-liberals support the free movement of
goods, services, capital, and labor. To them, labor mobility can be increased
with help from employment agencies, as well as through continuous
education and retraining. Neo-liberals favor subsidizing these activities,
because this creates equal opportunities. Because very high labor mobility
would be incompatible with neo-liberals’ need to prevent people from
proletarianization and “massafication,” capital mobility is also a neo-
liberal objective. Capital mobility could be increased through corrections
to company legislation and taxation.*

A second and very important instrumental neo-liberal objective that is
directly related to the functioning of the economic order is price stability.
To neo-liberals, a sound monetary system is essential to the free play of
price-making forces. Over-investment, caused by the creation of money by
federal banks, should be prevented.®

Furthermore, neo-liberals realize that a free market economy requires
complementary and corrective measures that are also directly related to an
optimal functioning of the economic order. Here, instrumental neo-liberal
objectives are the provision of collective needs, the equalization of individ-
ual and social costs, alterations in the distribution of incomes and wealth,
prioritizing specific branches of industry, expansion of production, full
employment, as well as controlling the size and composition of the
population.® In the framework of this book, it is important to mention that,
to neo-liberals, one of the tasks of governments regarding collective needs
is to supply the goods that the market cannot or can only sub-optimally
deliver, like transport facilities, defence, health care and education.®
However, here too the market is paramount. Market sub-optimality regard-
ing social security, for example, is an argument for neo-liberals to establish
compulsory social insurance systems. Such systems, however, should stipu-
late personal responsibility and be as much as possible in accordance with
a free market economy.

As for the second type of instrumental objectives, neo-liberals realize that
a free market economy as such is no guarantee that the objectives of the
economic order will be achieved. For this, it is necessary to make use of
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instruments of political economy. These instruments are related to the eco-
nomic process. Neo-liberals distinguish between five categories: (1) instru-
ments that affect the institutional framework of the economic order; (2) the
exchange rate; (3) monetary instruments; (4) financial instruments; and (5)
direct controls.

To the first category belong, first of all, the fundamentals of the economic
order. Neo-liberals oppose, for example, the nationalization of the means
of production, as well as statutory industrial organizations and worker par-
ticipation beyond the level of the individual company. These activities are
believed to hinder the solution of coordination problems in a free-market
economy, because they may impede the optimal functioning of the price
mechanism.” Also belonging to the first category is the idea of free com-
petition. For this, free access to the market, private ownership, and freedom
of contract are essential. Free competition should not take place at the
expense of suppliers, creditors, laborers, the treasury, and shareholders.
Furthermore, free competition should be governed by a very strict law of
obligations, and agreements directed at collectively influencing the market
should be forbidden.”’

As a rule, neo-liberals are promoters of free unionization. They acknowl-
edge the right to strike as long as this does not impede the freedom of
others. Therefore, neo-liberals favor measures to prevent unions from
having too much power. To them, unemployment is caused to a large degree
by the way the labor market is organized. The performance of the unions
has caused a downward rigidity of wages and labor immobility. In turn, wage
rigidity is caused by unemployment benefits, making it possible for unions
to demand excessive wage increases. The resulting (further) unemployment
is not their business. That problem has to be solved by employers and the
government, according to neo-liberals.

As for the exchange rate, monetary and financial measures, as well as
direct controls, it is sufficient to say that neo-liberals want these matters
to be organized in such a way that each and every influence that disturbs
the economic process will be excluded or corrected. The international
money system should function as automatically as possible, be based on
the market economy, and be directed at the improvement of the interna-
tional division of labor. Though direct controls are not favored in
neo-liberal circles, it is accepted that they could be applied in special
circumstances.

Considering the objectives of the economic order and the instruments
neo-liberals want to deploy in the economic process, it should be kept in
mind that neo-liberals acknowledge that their ideas on perfect competition
are rather theoretical. To them, the perfect market is an ideal construction,
worthy to be pursued. Thus, neo-liberalists admit the more-or-less utopian
character of their approach.®

The realization of their convictions, however, meets two important prob-
lems. First of all, there must be the political will to change the economic
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order. Secondly, their wish to implement neo-liberal ideas may be defeated
by inevitable historical and technical irregularities. The two problems
together imply that neo-liberals do not take into account the dynamics of
the economic order. Consequently, they do not have clear answers on how
to counter those problems, and to the extent that they think they do have
answers, there is much disagreement. Neo-liberalism, however, is an open
system, directed at changing the economic order by trial and error. This may
lead to changes in the objectives of the economic order, as well as to
attempts to try adjustments or other instruments for interference in the
economic process. Only in this way can the functioning of the economic
order be improved.”

Neo-liberalism, therefore, appears to suffer from the same shortcomings
that market socialism and welfare economics suffered from after the
Second World War (section 1.1.2). And the reasons are the same: the short-
comings are caused by the dynamics of the economic order. Happily, these
dynamics make it impossible to capture life even in complicated equations
with very many unknowns. The information age has not changed this.

In reaction to the dynamics of the economic order, politics has two
options. One is carefully coping with these shortcomings by adjusting and
correcting. The other is maintaining the chosen course. Choosing the second
option turns theories of the economic order into dogmas. That is what has
happened with Adam Smith’s original ideas. It led to misery for many
people. That is what has happened with market socialism. It delivered a
huge bureaucracy and neglected the advantages of private initiative for the
development of the economic order. That is what is happening now with
neo-liberal politics, bringing misery for an increasing number of people
again.

Indeed, in contrast to the ideas of scholars like Hayek, Eucken, Robbins,
and others, neo-liberalism has become a dogma, i.e., an unshakable belief
that is no longer subject to debate. Consequently, neo-liberalism has devel-
oped into a number of linked-up slogans, summarized by Palast as “cut
government, cut the budgets and bureaucracies and the rules they make;
privatise just about everything; deregulate currency and capital markets,
free the banks to speculate in currency and shift capital across borders. But
don’t stop there. Open every nation’s industry to foreign trade, eliminate
those stodgy old tariffs and welcome foreign ownership without limit; wipe
away national border barriers to commerce; let the market set prices on
everything from electricity to water; and let the arbitrageurs direct our
investments. Then haul those old government bureaucracies to the guillo-
tine: cut public pensions, cut welfare, cut subsidies; let politics shrink and
let the market-place guide us.”” These are slogans, indeed, but to a sub-
stantial extent they are also today’s reality. Of course, this is partly a reac-
tion to the bureaucratic excesses of the third quarter of the 20™ century.
But I believe there is more to it. Present politics is also imbued with the
spirit of the new times. I call this spirit the new morality.
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3.2.2 The Theory of Public Choice

As 1 said in the first chapter, solidarity is believed to be the cement of
society. Without it, a society cannot exist. Because of this, the history of
Western civilization is not only an expression of continuously changing
combinations of self-interest and solidarity, it is also a history of relational
tensions between individuals and society, due to fundamental changes in
social structures and frames of reference. Many years ago, these changing
social structures were the subject of study and research by scholars like
Durkheim, Weber, and Marx.”! Like in their days, today there is a growing
interest regarding (a lack of) cohesion in society. And, just as it was
then, this is happening in a time of fundamentally changing social
structures.”

One might argue that the final quarter of the 20" century, like the times
of Durkheim, Weber, and Marx, saw the beginning of another change in the
character of society. More specifically, the beginning of the “information
age” meant that individuals were no longer embedded in society, were no
longer subjected to social control, and instead simply pursued their self-
interest (Durkheim). Again, we see a more subjective individual and a more
abstract society (Weber). And, like Marx, we could become pessimistic if
we were to analyze the way we organise our production processes to exploit
low-skilled workers. We clearly live in times where changing attitudes have
their influence on the way people who live in the same society relate to each
other. I call this the new morality, or a new dogma, which has as its point
of departure that rational people, out of self-interest, only pursue the max-
imization of personal utility.”?

In literature, this is called the theory of “public choice.” This theory can
be defined as “the economic study of non-market decision-making, or
simply the application of economics to political science.”” From the view-
point of economics, the subject matters of this theory are the state, voting
behavior, party politics, and bureaucracy.

The theory largely developed as a separate field after 1950, in reaction
to the ideas on the effectiveness of models of “market socialism,” which
assumed that governments could supplant the price mechanism and allo-
cate goods as efficiently as markets do (Buchanan, Tullock, Olsen, Downs,
etc.). As I mentioned in section 1.1.2, supporters of market socialism held
the view that state intervention in the economic process was needed to
avoid the inefficient shortfalls of private investment and to correct the dis-
tributional inequities created by the market. Keynesian economics rests on
this view. Although the prosperity of the years after the Second World War
reduced concerns about unemployment and distributional issues, concerns
about market efficiency remained strong among economists, which led to
numerous publications on the conditions necessary for efficient market
allocation, against the background of ideas on public goods, externalities,
and economies of scale. The market was thought to fail to achieve a
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Pareto-optimum if these conditions were not met, which, in turn, provided
a rationale for the existence of the state. Consequently, the state exists as
an alternative to the market to provide public goods and to neutralize exter-
nalities. Also, according to the theory of public choice, the production of
public goods should be dealt with in the same way as the production of
private goods, which entails (1) behavioral assumptions similar to those that
apply in general economics (rational, utilitarian individuals); (2) depicting
preference revelation as an analog to the market (voters engage in
exchange, voting is a way in which individuals reveal their demand sched-
ules); and (3) asking the same questions asked in price theory (is there equi-
librium, is it stable, is it Pareto-efficient?).” However, as I will argue in
chapter eleven, the reality is not as simple and depressing as the theory of
public choice assumes.

The economic model for the proponents of public choice is that of the
neo-liberal market of perfect competition. Equilibrium in that market is the
result of voluntary exchanges between individuals who are pursuing their
own interests. Shifts in that equilibrium are a consequence of efficient allo-
cation. This also applies to labor, which is considered a commodity that
responds primarily to market signals. If supply is abundant, its price will go
down, and vice versa. Governments should not interfere in this market by
embedding it in social arrangements, because that would hamper perfect
competition. Consequently, relocating production to low-wage countries
is only a matter of allocation efficiency or structural adjustment policy.
Markets develop naturally and inevitably. They are self-regulating alloca-
tion mechanisms.” The proponents of public choice use this idealized model
when they list the characteristics of political action, including the bureau-
cratic apparatus associated with such action. Thus, voters become con-
sumers; political parties become companies that put competing services and
tax proposals on the market in exchange for votes, political propaganda
becomes advertising; and government institutions are public services that
are dependent on political support to cover their costs. In this philosophy,
the market is a completely neutral place where people meet as strangers
who are interested only in buying or selling.”” In other words, the propo-
nents of public choice regard the political system as a market of supply and
demand for “public goods,” i.e., everything that is put forward by a politi-
cal rather than a market process, including “transfer payments” which ensue
from social security.” In this view, political connections become a com-
modity that can be sold on the market.” Thus, nowadays aspiring politicians
“market their personalities rather than their beliefs or platforms, relying on
a growing number of political consultants for promotional assistance.” Also,
“the well-marketed politician has less need of a political party.”*

These same proponents of the theory of public choice have also launched
an attack on bureaucracy, in particular since it adversely deviates from the
real market in lacking both a profit motive as well as a competitive drive.*!
Therefore, they allege that the growth of bureaucracy is entirely bound up
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with the self-interest of civil servants in terms of salary, esteem, and influ-
ence, all culminating in budget maximizing. In this respect, former United
States President Reagan is known for his ideological credo, “Get govern-
ment off our backs!”*

3.2.3 The Two Dogmas Combined

As indicated in the preface, since 1975, the ideas of the proponents of the
theory of public choice have, in particular, provided the explicit or implicit
leitmotif for the policies of various political leaders in the Western world.
Reagan and Thatcher were the main world leaders who adhered to this doc-
trine. After coming into office in 1981, the French President Mitterand was
an exception to this rule, until he faced a strong right-wing opposition in
the National Assembly after the elections of 1986.* Though less pro-
nounced, this also applies to the governments of Australia, New Zealand,
and the Netherlands, the last of which invented the “no nonsense” policy.
The ideology of the Keynesian welfare state, which had dominated politics
in the West until the late 1970s, appeared to be losing its relevance. Instead,
combating the shortcomings in the functioning of the market system
through selective government interventions and the state’s interest in effec-
tive social welfare disappeared. The new course was to restore the stimuli
for an entrepreneurial spirit.

In the United States, the inauguration of President Reagan in 1980 was
a milestone for this restoration. From that point onward, the policy of the
American federal government became “the political translation of a new
morality, specially designed for the winners, the rich and the do-gooders.”®
There were six basic elements to this new morality.

First of all, the new morality favored tax reduction, in particular for the
highest income brackets, so that the prosperous would be induced to make
greater efforts in taking initiative and in investments.* The second element
was that expenditure on defense had to be increased to combat com-
munism effectively, which led to Reagan doubling the Pentagon budget in
four years,* causing a gigantically increasing budget deficit.

The third element was the elimination of poverty from the public
conscience. This element was based on the idea that supporting the poor
did no good to their personal development and their sense of enterprise.®’
Following his advisors, Reagan described federal support for the poor as a
wasteful and destructive form of socialism which encouraged immoral
behavior.® This moral element provided a legal basis for reducing expen-
diture on social security in order to provide a partial solution to the budget
deficit. The concept of social justice was rejected as untrue, “as an illusory
ideal which triggered an endless growth of the state and led to wasteful
schemes of redistribution to placate particular interests.”® Consequently,
unemployment benefits, training courses, food stamps, child nutrition, and
rent subsidies became the subject of budget reductions.”” Reagan and
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his advisors operated some 25 years ago. Recently, however, people
like Dinesh D’Souza have appeared, espousing the same principles pro-
claiming that markets work so efficiently that the declining economic and
social condition of minority groups must be the result of their “inherent
inferiority.””!

The fourth element of the new morality is the simple observation that
the government cannot be the answer to all problems, because regulation
and a helping hand from the state “were destroying the essence of an enter-
prise culture.”” Less government intervention was indicated, therefore.

Breaking the power of the trade unions, the fifth element, was intended
to contribute to ending the micro-economic pressure of wages on prices. To
establish this trend, Reagan fired 11,400 air traffic control workers on
5 August 1981.”

Finally, the new morality involved an alternative monetary policy, the
sixth element. By making it more difficult for companies to borrow money
by increasing interest rates, employers would have to turn down wage
claims in order to survive.”

This new morality was a fertile breeding ground for the present neo-
liberal version of capitalism. It is a form of capitalism that seeks to limit
government interference in the economic process as much as possible. Com-
petitive self-seeking and the quest for profit are “the queen of virtues.””
This new morality recommends deregulation and privatization of state util-
ities. It wants governments to stop protectionism, and it champions free
trade. Governments should leave as many things as possible to the market,
because the market is the primary institution in human affairs. And since
human behavior is, at its core, materialist and utilitarian, moral values and
cultural norms are derived from economic orientation.” In fact, national
defense could be the only exception. Detention could be left to private
enterprise. The same applies for water and electricity supplies, garbage
collection, public transport, education, and health care. In short, these are
all the neo-liberal slogans mentioned before.

What were the effects of this new morality? Apart from exacerbating
income inequalities, for which figures will be delivered in the next chapter,
the following information from the Reagan period is illustrative.

Of all the developed countries, America had the highest crime rate, the
highest use of drugs, and the lowest inoculation rate. America was 22™ on
the world list for infant mortality. On average, the vaccination figures were
40% lower than in other industrialized countries. Teenagers accounted for
10% of all pregnancies. One in five American children lived below the
poverty line. In 1987, 12 million children were not insured against medical
expenses, which was a rise of 14% since 1981.”7 Despite the fact that 81%
of Americans considered health care to be a right and not a privilege,”
many Americans were not insured or were underinsured against the costs
of health care, and government expenditure on health care was 41% below
that in any other OECD country.”
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In implementing the new morality, Reagan found a British collaborator
in Margaret Thatcher. During her government, capital gains tax, which had
been as high as 98% under Labor governments, fell to 40%. The gap
between rich and poor during her regime had never been as great since
1945. After the Conservatives came to power in 1979, the purchasing power
of the richest 10% of Britons increased by no less than 50%. In contrast,
the poorest 10% fell back by 17%. As a result, the number of Britons depen-
dent on income support increased from 7 million in 1979 to 11 million in
1993." In short, under Thatcher, the United Kingdom became a society in
which “inequality is legitimate and welfare policies are subordinate to eco-
nomic ends.” This “two nations” effect was increasingly evident not only in
the polarization of income but also in the provision of services."”" Regard-
ing the latter, the development of the NHS since Thatcher is a good
example.

The new morality, which Phillips calls social Darwinism,'” has, after the
United States and the United Kingdom, also gained ground on the Euro-
pean continent.

According to an article in a British newspaper, The Mail on Sunday, the
highest-paid 10% of the populations of the United Kingdom, France, and
Germany together earned on average 3.5 times more than the lowest-paid
10% in 1995. Even more important is the fact that this gap grew over the
years.'” For the Netherlands, the average disposable income of the 20%
least prosperous citizens fell by 10% in real terms between 1983 and 1991.
In contrast, the average disposable income of the 20% most prosperous
households grew by 12.5% over the same period. In 1980, the average
income of the unemployed was 60% of that of the employed. In 1989, it was
40%. Finally, in 1989 the richest 10% of Dutch households had more than
eight times as much to spend than the poorest 10%. In 1991, this was 11
times as much.'™ During this period, the trend was no different in other
European countries. The overall tendency has been for the differences to
increase, with the associated element that this increase appears to be accel-
erating.'” As a result, on the European continent, the number of poor
people is growing. In an official document of the European Commission of
1994, the number of poor people in the European Union was estimated at
50 million, which is around 15% of the population.'®

3.3 Summary

This chapter dealt with two arguments that together constitute the driving
force behind the present-day international political economy. The first argu-
ment is an economic argument that assumes that global competitive rela-
tions force employers to reduce their costs of labor as much as possible.
Therefore, a reduction in public spending is inescapable. This argument
pressures welfare states to shrink.



76 3. The Arguments

In addition to this there is an ideological argument that combines the two
dogmas of neo-liberalism and individualization. This further legitimizes the
pressure to shrink.

Since around 1975, initiated by Reagan and Thatcher, these arguments
have provided the explicit or implicit leitmotif for the policies of political
leaders of the Western world. Characteristic for these policies is declining
government interference in the economic process, leaving that process,
through deregulation and privatization, increasingly to the market. As a
result, an increasing number of people do not share in the overall increase
in wealth.



4
The Effects

The preceding chapter dealt with two factors that are decisive for a politi-
cal economy moving to the right side of the continuum. In both cases, the
market is assumed to be the most efficient instrument for the pursuit of
individual wealth. It is with a certain euphoria that Western political leaders
claim the success of this market.

For example, in his final State of the Union address, former United States
President Clinton proudly declared that the United States was in its longest
period of strong economic growth in history, and Al Gore tried to boost his
election campaign by stating the fact that eight years of the Clinton admin-
istration had resulted in job growth of millions. The question is, however,
at what expense was this “growthmanship™’ realized? The answer is clear:
at the expense of labor conditions. Examples include decreasing wages,
longer working weeks, “one day contracts,”” and “moonlighting, lost social
security benefits for employees, and massive redundancies caused by down-
sizing. In chapter three, I provided some trend-setting examples from
around the beginning of the final quarter of the 20™ century. The present
chapter is an update of this trend and deals with increasing inequalities,
worsening labor conditions in the developed world (in particular for low-
skilled workers), and with top managers who are nicely rewarded for
squeezing their workers for the short-term benefit of shareholders. In addi-
tion, this chapter addresses changing worldwide relations, as well as the con-
sequences these relations have on labor in the information age. All of this
is set against the background of a globalizing economy. I apologize in
advance for the many figures I present in this chapter. They are, however,
necessary to illustrate that, in my view, political economy in the developed
world is moving dangerously far to the right side of the continuum.

4.1 Increasing Inequalities
Increasing crime and social disorder, the decay of family life and kinship as

a source of social cohesion, and decreasing confidence in politics are,
according to Fukuyama, characteristic of “the great disruption” of Western
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society. For an explanation he refers, among other things, to the increasingly
unequal distribution of incomes and the growing poverty for many people
worldwide, combined with increasing wealth for the few.*

There is an enormous body of factual information available on this topic.
For years now, many scholars have been publishing arguments about the
dangers for democracy that are hidden in these developments.’ So far,
however, this has not resulted in a noticeable change of policy. On the
contrary, it seems as if we have been dealing with a new normality since
the beginning of the final quarter of the 20" century. During the period
1977-1990, the average income of the poorest 20% of Americans declined
by 5%, whereas the most prosperous 20% grew by 9%. For family incomes,
these figures were minus 7% and plus 15%, respectively. In 1980, the lowest-
paid 20% of American taxpayers paid 8.5% of their income in federal taxes.
Ten years later the figure was 9.7%, a relative increase of 15%. In the same
period, the tax burden of the top 20% fell from 27.3% to 25.8%, a relative
decrease of more than 5%.° Around the turn of the century, 40% of Amer-
ican children lived on or below the very narrowly defined official poverty
line of $16,400 per year for a family of four,” whereas in 2001 one out of
nine Americans did not know if he or she would have a meal the next day.®
More recent figures published by Phillips reveal that, since the 1980s, things
have worsened. The after-tax income of the lowest 20% of American house-
holds decreased by 12% over the period 1977-1999, whereas the top 20%
enjoyed an increase of 38.3%. Also, successive tax cuts in 1995, 1997, and
1999 favored people in the highest income brackets.” According to the
Auditor’s Office, tax assessments for Americans with an annual income
under $25,000 doubled over the past decades, whereas those earning more
than $100,000 saw a taxation decrease of 25%.'° In addition to this, the top
20% of American households controls more than half of all American
wealth." The top 1% was actually 119.7% better-off.'> Meanwhile, the 400
richest Americans increased their average net worth from $230 million in
1982 to $2.6 billion in 1999." All in all, despite Clinton’s talk of “a third
way,” Phillips rightfully concludes that the United States, the country of
equal opportunity, has become the country with the highest levels of
inequality'; a country “with the industrial world’s biggest fortunes and its
largest rich-poor gap.” This is a situation that, according to Phillips, Amer-
icans will have to start thinking about.”” The facts reveal that the United
States is in a process of decreasing social cohesion between its citizens.
Etzioni uses the term “downsizing society” here,'® with consequences like
increasing deprivation, insecurity, fear, pessimism, and anger.

On the other hand, one can observe “oligarchic wealth,”"” being shaped
in the United States in “gated communities” for the rich elites with their
own private schools and private security organizations." These gated com-
munities have grown in numbers from 1,000 in the early sixties to 80,000 in
the mid-1980s, with further dramatic increases in the 1990s."” At present,
around 16% of the American population live in these gated communities.”
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To Lasch, these elites have climbed the social ladder and pulled the ladder
up after them.”' They “live in a little world of their own, far removed from
the everyday concerns of ordinary men and women.”” They are mobile
people with an increasingly global outlook who refuse to accept limits or
ties to nation and place. Increasingly “opting out of American life,”* they
isolate themselves in their networks and enclaves. They abandon the middle
class, divide the nation, and betray the idea of a democracy for all citizens.
Leadbeater compares them with an officer class that no longer recognizes
its responsibilities to the ranks.* They may even refuse to pay local taxes
for things like public trash collection, snow removal, or street lighting since
these are included in their gated community dues.” They are a new class of
royalty “with the traditional benefits of royalty, and there is almost no way
they can lose.”® The other side of the coin is that, around 2000, the FBI esti-
mated the costs of burglary and robbery in the United States at $3.8 billion
per year. In the final quarter of the 20™ century, more than 1,000 new prisons
were built in the United States. Around the start of the new millennium,
the country had some two million prisoners,”” which represents a consider-
able and cheap workforce, producing around $9 billion in products. Conse-
quently, thanks to this, corporate business could downsize another 400,000
jobs.®

Gated communities, for that matter, are not an exclusively American phe-
nomenon. In this respect, Klein reveals that security firms do their biggest
business in cities where the gap between the rich and the poor is greatest.
In Johannesburg, Sao Paulo, and New Delhi, to give just a few examples,
selling iron gates, armored cars, and elaborate alarm systems and renting
out armies of private guards is big business. Brazilians appear to spend $4.5
billion a year on private security, and police officers are outnumbered by
private armed cops by almost four to one. South Africa’s annual private
security spending is three times as much as the government can spend on
affordable housing.””

4.2 Working Poor

The United States has been transformed into a society with a growinging
“underclass” of 12 million® “working poor,” where the low-skilled have
become “the Epsilons of our New Brave World.”*! According to Hertz, 20%
of those employed earn wages that are below the official poverty line.”* But
since these “working poor” do have jobs, they are not counted in the unem-
ployment statistics. These same statistics also do not include Thurow’s
“missing men,” some 5.8 million in 1996. Had they been counted in the
unemployment statistics, true unemployment would have been around
14%. There are even those who calculate an unemployment figure of 35%
because they include 70 million healthy adults who are not actively seeking
a job.” In 2000, the American Department of Labor admitted that if part-
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timers wanting to work more and those wanting a job but lacking the nec-
essary transport or child care were included, the unemployment level would
have been twice the official 5.5 million.* Finally, Moore mentions that, on
average, there were 400,000 new unemployed people each month during
2000, with hundreds of companies announcing mass redundancies.®

Consequently, the American labor statistics look misleadingly bright.*
There are even those who, like Kelly, argue that these statistics are delib-
erately distorted and misinterpreted to serve the interests of the well-off
and people in power.”” All in all, the United States has become a “winner-
take-all-society”*® with sharp expressions of cynicism.

Research by the American Management Association shows that, of 720
“newly-downsized companies,” 30% rehired their employees on new labor
terms, which almost always meant that they were no longer insured against
the costs of sickness. Regarding this, figures from the American Bureau of
Labor Statistics reveal that in 1996, only 26% of employees in the lowest
10% income range had health coverage provided by their companies,
declining from 49% in 1986.% For the lowest 20% of the income scale, these
figures were 41% in 1980 and 32% by the end of the 20" century.* More-
over, these employees no longer enjoyed other benefits they had been enti-
tled to before they were fired.* As an example:in 1985,70% of unemployed
Americans had access to unemployment benefits, a figure which had
decreased to 39% in 2000.* Between 1982 and 1996, two things, health cov-
erage and employee benefits, which had been “a great equalizer,” instead
became part of “the architecture of polarization.”* This polarization was
reinforced by different tax reforms in the 1980s and 1990s, reforms that
favored the higher income classes and corporate business. In order to
compensate for this taxation policy, payroll taxes for social security and
Medicare had to be increased, which hit the lower and middle-income
classes especially hard.* Altogether, not only decreasing wages, but also the
fact that employees had to pay taxes, medical payments, social security
levies, and interest payments, led the economist Hyman to create a New
Misery Index. This index shows that the total costs of these burdens
increased from 24% of personal income in 1960 to 43% in the 1990s.* All
in all, the purchasing power of the 80% of Americans who do not belong
to the highest income bracket is now lower than it was 30 years ago, when
Nixon left the White House, despite the fact that labor productivity
increased by a third over the same period.* No wonder, then, that the per-
sonal debts of many Americans grew dramatically over the past 20 years*
to 120% of personal income by mid-2001.* Personal bankruptcies totaled
1.3 million in 1999, whereas household debts rose from 58% in 1973 to an
estimated 85% in 1998.* Consequently, an increasing number of American
families find themselves in a precarious situation. During the period
1995-1999 alone, the number of personal bankruptcies increased by 70%.
This may explain to a large extent why the number of working American
women with children under six increased from 19% in 1960 to 64% in
1995.°" Anyway, it seems hard to maintain that this increased labor partici-
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pation is only a matter of emancipation. If one reads Ehrenreich’s story,
based on experiences acquired when she worked undercover in low-wage
America, terms like oppression, despair, or neglect would be more appro-
priate.” It appears that low-wage workers, which account for 30% of
employed American people, are paid only about half of the $14 an hour
which, according to the American Economic Policy Institute, would consti-
tute a “living wage.” As a consequence, these people have only a 1 in 97
chance of finding a single-room apartment that they can afford to rent.”® In
addition to this, they have to endure degrading and criminal behavior from
employers.” Thankfully, these depressing facts are somewhat counterbal-
anced by the fact that, around the turn of the century, some 40 cities and
counties in 17 American states had enacted living-wage ordinances,” a
welcome illustration that there is a difference between Washington/Wall
Street and America as a whole.

Apart from the fact that the number of American single-parent families
doubled over the past 30 years, labor participation has everything to do with
the need to prop up family incomes, especially since the late 1970s when
husbands’ paychecks began to decline.® The weekly earnings of these
working poor are simply not enough to satisfy the basic human needs of
sufficient nutrition and clothing. In this respect, a survey conducted by the
United States Conference of Mayors in 2000 reveals the disturbing fact that
67% of adults requesting emergency food aid are people with a job.”” Mean-
while, American food banks, of which the state of Washington alone has
300, are increasingly busy,™ if only because of the fact that, out of 14 million
people who were entitled to social security, 10 million lost their benefits
during the Clinton years.” This precarious situation may explain why the
American Department of Labor recorded 20,000 violations of the child
labor laws in 1992, twice as many as in 1980.% It may also explain why 44
million Americans read and write at the level of a nine-year old child; i.e.,
they are functionally illiterate." And, finally, it may also explain the fact that
the number of American prisoners, of which the large majority left school
prematurely,” increased from one to two million during the Clinton admin-
istration,” which leads to a ratio of one prisoner to every 143 Americans,
compared to around one to 1,000 for the countries of Europe.** At present,
an American black boy born in 2001 has a one in three chance of being
imprisoned.” All this is because global competition demands that the costs
of labor be kept as low as possible. Globalization and marginalization
appear to be interconnected, with the former driving the latter.®

4.3 Downsizing Pays

Downsizing became part of the culture of American corporate business
during the past few decades. It is no longer an answer to temporary busi-
ness cycles but has become “a way of life”.”” It has turned work into a com-
modity, and it has changed the labor market into a product market.”® Over
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the period 1980-1993, the number of jobs at the top 500 American corpo-
rations declined from 15.9 million to 11.5 million as a consequence of down-
sizing.* For all American corporations, the numbers vary from a low count
of 13 million downsized workers to three times that amount over the same
period.” This downsizing happens repeatedly within the same corporations.
Therefore, Saul rightfully uses the term “corporate anorexia.””" It is no
wonder that American corporate business is accused of behaving like “cor-
porate Killers.””> Apparently, their sole responsibility, pushed by the United
States Shareholders’ Association of 1986,” is to increase value for share-
holders. In fact, downsizing, rightsizing, restructuring, reengineering,” de-
selecting, or any other fashionable term for firing” is frequently used for
short-term stock manipulation. Maintaining employment is not the business
of corporations. This unscrupulous attitude caused one in twelve American
workers to be laid off during the period 1993-1995, a figure which increased
to one in eight during the following three-year period.”

Meanwhile, top managers who succeed in carrying through massive lay-
offs are rewarded beyond imagination, receiving, in addition to their enor-
mous salaries, millions of dollars in stock options.”” Indeed, “the stock
market is rewarding job killers.””® And these job killers, assisted by accoun-
tants, who have changed from watchdogs into lap dogs,” do not hesitate to
“cook up the books™ in order to present rosier corporate results,* if only
because they have invested in companies they audited.* Meanwhile, figures
demonstrate a growing divergence between the pay of workers and CEOs.
In 1988, CEOs earned 93 times the hourly wages of production workers, a
number that soared to 419 in 1999* and 531 in 2000.*

Although the circumstances of European CEOs are not as absurd as their
American colleagues (as far as I know), the tendencies are the same. Politi-
cians, be they American or European, do not seem capable of intervening.
Meanwhile, this extravagant remunerations and huge extras were not
enough to prevent some CEOs from cheating the public by manipulating
financial figures, as recent arrests in the United States have demonstrated.
The most well known example is Enron (which had been elected by Fortune
magazine as the most innovative company for five consecutive years start-
ing in 1996%), whose CEO and other top executives were “falsifying records,
concealing company debts, misleading analysts, reporting nonexistent
profits, avoiding taxes, creating a cutthroat, no-questions-asked working
environment.” According to Moore, corporate fraud costs Americans
nearly $200 billion a year.*’

4.4 Not in Europe?

To start with, similar things happen in the United Kingdom. There, too, we
see decreasing real wages; longer working weeks for those who (still) have
a job; and, in particular, “zero-hours working,” which refers to employees
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who are ready to work but who have to wait unpaid at home, waiting for a
call from their employer.* There too, we see a depressing world beyond the
official statistics, where figures are magically adjusted.” There too, people
are labeled as “economically inactive” instead of “unemployed” if they
refuse to be registered as such because they feel this to be too demoraliz-
ing.” In 1992, their number was estimated to be two million.”" There too,
many people live in poverty; in 1996 this constituted a quarter of the adult
British population, twice the 1979 figure,” and the number of children living
in poverty has tripled over the past three decades.” With Labour back in
government since 1997, things have hardly changed. Though the introduc-
tion of a minimum wage was supposed to “end the scandal of poverty pay,”*
it appears to be no more than “a political stitch-up, designed to deliver a
manifesto pledge by old Labour and the unions.”” All these facts together
led Pilger to conclude that “the Blairites have become the political wing of
the City of London and the British multinational corporations.”® Chancel-
lor Brown’s first budget, which included a reduction in corporate taxation,
was even harsher for ordinary British people than any of the Tories’ budgets
in the previous 18 years.” In short, Blair’s policy is in sharp contrast with
what he promised before he got elected. In other words, it is “organised
hypocrisy.”® Finally, the United Kingdom also has its share of overpaid
managers. Over the past decade, the salaries of British top managers
increased by 92% from £301,000 to £579,000 per year, which was twice the
average wage increase experienced by other workers in Great Britain.
In addition, five years ago, maximum bonuses were limited to around 50%
of the yearly salary. Now, 50% of top managers award themselves with
bonuses of 100%. However, there is hardly any relation between the
increase in salaries and bonuses and corporate performance.”

Similar developments can be observed in other countries of the Euro-
pean Union. France, for instance, with 7.5% of its population living below
the poverty line,'™ had 140,000 unemployed people in 1998 who refused to
be registered as such for the same reasons as their British colleagues. In
France too, it has become normal for wages and labor conditions of newly
hired employees to be worse than those of their predecessors.”"

As for Germany, this country had nearly 5 million registered unemployed
people in the summer of 1997, and 7 million people lived “in the shadow of
prosperity.”'*”

Hoogerwerf describes widening income gaps for the Netherlands.'” In
2003, the Netherlands had 250,000 “working poor” and more than 600,000
people living below the poverty line. Furthermore, around the same time,
The Hague distributed 700 food parcels daily, and almost 30% of minimum
wage-earners said that they were not able to get by.'"™

Comparable developments were evident in Portugal. The applicant coun-
tries of the European Union show similar trends. In Hungary in 2000,
the top-earning 10% of the population made 7.5 times the income of the
lowest 10%, an increase of 4.5 times in the first half of the 1980s.!% In
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Bulgaria 60% of the population live below the poverty line." Finally,
reports of the European Union and the OECD confirm these
developments.'”’

Meanwhile, downsizing is also a normal practice throughout the Euro-
pean Union."® And in the European Union, the motive for these mass
redundancies is also to create value for the shareholders and nothing else.
The same motive has made redundancies an integral part of business
dynamics."” That we are dealing with a worldwide phenomenon in this
regard is evident from the fact that, at the close of 1999, Nissan, NEC, and
Sony announced lay-offs 21,000, 15,000, and 17,000 respectively.""” Finally,
there are also several examples that show that cheating by CEOs is not
limited to the United States. The CEO from Ahold in the Netherlands,
as well as the leaders of the Italian Parmalat corporation, are European
examples.

4.5 Asymmetric Employment Relations

Neo-liberal market ideas regarding a globalizing economy not only have
consequences for work and pay in the developed world, as described in the
preceding sections. They may also deliver incentives to make use of asym-
metric labor relations with respect to the worldwide exchange of goods,
services, and capital. Highly skilled professionals can easily sell their knowl-
edge and capacities in places where there is more demand for them or
where they are paid better.""! For low-skilled workers, these opportunities
are considerably fewer."? The elasticity of demand, then, for low-skilled
labor decreases in a globalizing economy, resulting in an increasing pres-
sure on wages, employment security, and working conditions.

Problems regarding the elasticity of demand for low-skilled labor might
be countered by education and training; that is, by measures that increase
labor productivity. So far, this productivity gives us a comparative com-
petitive advantage, so that low-wage countries are not yet threatening.
Capital-intensive production and high-skilled labor still offer sufficient
compensation.'” However, one has to take into account the dialectics of
progress in this respect."* In addition, the benefits of education and train-
ing are not unlimited."” Moreover, it is questionable whether the labor
market is capable of absorbing low-skilled laborers, after education and
training, into more highly skilled jobs."*

Meanwhile, the phenomenon of the elasticity of demand is also manifest
at the level of highly skilled jobs. Because of the democratization of tech-
nology, India, for instance, “is rapidly becoming the back office of the
world,”"” with around 50,000 Indians employed in this way in 2000."®
Futhermore, companies located in Bangalore and Bombay have become
important contractors for the production of software for companies all over
the world. The highly skilled Indian engineers and computer specialists,
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however, earn only 20% of the salaries that are paid for comparable work
in the United States. Consequently, Indian software exports, mainly to the
United States, jumped from $1 billion in 1995 to $5 billion in 2000 and are
expected to rise to $50 billion in ten years,"” and it is predicted that, in a
few years, “hundreds of thousands of Indian and Chinese technicians, pro-
grammers and software engineers will be working for American corpora-
tions over the Internet.”'® Developments like these led a high-ranking
American business officer to conclude that “we don’t have any protected
domains anymore” since, according to Business Week, the global economy
delivers “an increasingly better balance of skills in the world.”"*! Conse-
quently, skill no longer means job security.'*

It is not unreasonable to assume that these developments will continue
in a liberalized free-trade economy. As a result, the remuneration of labor
will “tend to play an important benchmark role for the rest of the economy,”
whereas one has also to consider that, due to its rapid diffusion, technical
knowledge is not “an enduring source of advantage.”'” Therefore, as Peter
Drucker rightfully observes, it is of utmost importance for governments of
the European Union to realize that “knowledge-workers’ productivity is
the biggest of the 21*-century management challenges. In the developed
countries it is their first survival requirement. In no other way can the devel-
oped countries hope to maintain themselves, let alone to maintain their
leadership and their standards of living.”'**

4.6 Work in the Third Millennium

Predicting the future is always a risky affair. In the 1970s, Toffler and Gorz
confidently foretold that, around the end of the millennium, we would all
be working less and enjoying more leisure time, while work would become
less important to self-definition and personal identity.'* Reality appears to
be different. Many people, especially those who are low-skilled, have more
leisure time but do not enjoy it, either because they cannot afford it finan-
cially, or because they would rather have a job but cannot find one. Another
category of people could afford leisure time financially but do not have
the time for it, since these are people who are too busy with their self-
definition and the search for personal identity.'*

With all this in mind, we have to consider that we just entered the “third
industrial revolution,” a new episode in history during which human labor
for the production of goods and services will increasingly be replaced by
machines. The lay-offs mentioned previously are largely a consequence of
this development. According to Rifkin, we are on our way to an “automated
future,” where, especially for industrial production, we will enter a “near-
workerless” era in the first decades of the 21% century.'” During these
decades, the disappearance of labor as the key factor of production is going
to emerge as the critical “unfinished business of capitalist society.”'* In this
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respect,a transformation from industrial labor to the services sector has been
evident for years already.'” To some, however, this transformation to a
service society offers only temporary solutions. Consequently, unused labor
will become the dominant reality for the coming era, which will demand the
utmost of each civilized society to prevent social disintegration.'

There also are, however, optimistic views on this trend. To Reich, for
example, the world has just entered the New Economy or the “Age of the
Terrific Deal,” by which he means that the major effect of the new com-
munication, transportation, and information technologies will be a change
in the terms of competition. It will reduce the advantages of large-scale pro-
duction, and it will reward entrepreneurs who are able to improve products
and services quickly and who invent new ones that will delight consumers
even more. This “Age of the Terrific Deal” will be characterized by an
increasing importance of innovation to the economy.”' Competition will be
“the mother of invention.”"* It will be the time of an increased rate of tech-
nological innovations, of broadly applicable new technologies with short-
ened processes and product life-cycles.'” Therefore, there will be a constant
need for creative innovators.”* Those who do not have the talents for this
New Economy will lose ground and remain unemployed, unless they are
qualified to find jobs in other domains like health, entertainment, beauty,
intellectual stimulation, contact, family well-being, and financial security.'*®
However, the weak point in Reich’s reasoning is that he assumes that those
who do not have the talents necessary in the New Economy will be quali-
fied to find a job in one of the domains he mentions. This is rather unlikely,
firstly, for quality reasons, since not everyone is suited for jobs in sectors
such as beauty, intellectual stimulation, health, or entertainment. Secondly,
for quantitative reasons, because the New Economy is also a fast economy;
and, due to technological progress, it is growing ever faster.* This speed
forces businesses to adjust immediately to rapidly changing competitive
conditions. In order to stay competitive in the volatile environment of the
New Economy, “organizations have to turn all fixed costs into variable costs
that rise and fall according to the choices buyers make.”"”” Consequently,
apart from the question of whether the New Economy will be able to absorb
all those who have become redundant in the old economy, the notion of a
“steady” job is coming to an end."*® If only some of these prophecies come
true, this will have an enormous impact on the way we are used to defining
employment and the way we relate to work and working conditions.

Frank distinguishes between three types of workers, bringing them
together in three concentric circles. First of all, there will be workers who
represent the irreducible core staff. They represent the inner circle, and they
perform the key roles. They have to be available around the clock. For them,
the new technology has reinforced the pressures associated with work.
Work reaches them by fax, mobile phone, and modern, while pagers
follow them everywhere."” They work 60 hours a week or more, but
they do not have the time to enjoy the fact that they are paid extremely
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well. For them, “in the acquisitive society, leisure became the casualty of
prosperity.”'* The next group of workers are freelancers and contract
providers who perform functions that have been contracted out. They rep-
resent the middle circle and perform as “Me & Co.,” selling themselves as
portfolio workers or as service providers on the market."! They are self-
employed people, who are able to apply the latest knowledge and skills
creatively. They are the “key players” in the coming knowledge economy.
They are the symbols of what Evans and Wurster call “the deconstruction
of the labour market.”'** According to Leadbeater, their number is growing,
especially in the advanced economies. This might lead to a situation where
a significant share of the workforce will become akin to independent con-
tractors. These contractors do not sell themselves to a company; instead,
they sell a service, an outcome, or a capability. Consequently, their relations
with employers will become increasingly market-based.'”” Consequently
also, this will mean the end of capitalism as we know it, because it will make
redundant employment agreements that allow managers to issue instruc-
tions and to observe and to monitor staff. People who work in this knowl-
edge economy are people that use their judgement, skills and creativity as
personal assets that are, to a certain extent, beyond the control of employ-
ers. By their very nature, assets like these are difficult to control. Conse-
quently, knowledge and learning, which underpin the new labor, will cause
a corrosion of traditional capitalistic forms of organization that are based
on employment agreements.'** Organizations in the new economy will be
determined by a management culture in which flexibility, a flat organiza-
tional structure, and confidence are the central characteristics.'®

The third type, at the outer edge of Frank’s circle, are the interchange-
able casual, freelance, temporary workers who are taken on if and when
needed. People in this category, though willing to work, have to live with
disappointment and insecurity. Based on the booming business of tempo-
rary work agencies, their number is growing. Frank’s distinction is in line
with Hutton, who speaks of the “thirty, thirty, forty” society, meaning that
30% of the population lives on the edge of existence, another 30% have
jobs, but nevertheless have a marginalized existence due to poor remuner-
ation and uncertain employment conditions, whereas 40% occupy demand-
ing but well-paid positions.'*

4.7 Summary

This chapter addresses the effects of the pendulum’s swinging to the right
side of the continuum, i.e., freedom of the market and less government
interference in the economic process in an increasingly worldwide eco-
nomic order. Under the banners of neo-liberal economics and a new indi-
vidualistic morality, the globalizing economy, hardly controlled by
governments, is blamed for decreasing social cohesion throughout the
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developed world. Worldwide competition is assumed inevitably to force
corporate business to decrease the costs of labor and to dismantle working
conditions. On the one hand, the effects include increasing inequalities,
resulting in large numbers of workers who are either downsized or who
have to accept deteriorating labor terms and insecure labor conditions. The
proper word for this development is flexibility. It leaves many people
behind, because they are either unemployed or they earn wages that make
them “working poor.” On the other hand, there is a corporate business elite
awarded a level of remuneration that is beyond imagination. There even
appears to be a positive correlation between the corporate elite’s success
in downsizing and its remuneration. As a result, the United States in par-
ticular is becoming a society of “haves” and “have-nots,” with the first
increasingly living in gated communities, and the latter increasingly
deprived. In this respect, the difference between the United States and the
countries of the European Union is only a matter of degree, because neo-
liberalism, translated into practical policy slogans, and the new individual-
istic morality have also prevailed there.

Unless a change of policy is carried out, there is no reason to be opti-
mistic about the foreseeable future, because a worldwide free exchange of
goods and capital makes employment relations asymmetrical. Even now,
low-skilled workers experience the disadvantages of this asymmetry. When,
in the near future, the service sector can no longer absorb unemployed low-
skilled workers, social problems will become very serious. Later, asymmet-
ric labor relations will also have consequences for higher-skilled workers.
The much-cheered “new economy” will not deliver a way out in this respect.

However, taking an optimistic, and probably not unrealistic, view, one
might consider asymmetry in labor relations, particularly in comparison
with the Asian economies, to be of a temporary nature, although probably
having a several-decade horizon. The argument here would be that strong
economic growth in countries like China and South Korea will induce an
upward pressure on labor terms in those countries. In the longer term,
therefore, we could experience a new equalization of labor conditions.
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Health Care and the
Economic Order

As presented in the first chapter, the economic order is a dynamic phe-
nomenon with governments alternately moving to the left or to the right
side of a continuum between two theoretical extremes. Since 1975, the gov-
ernments of the countries of the European Union have pursued policies of
moving to the right side of the continuum, increasingly giving power to the
market, based on economic arguments (globalization) as well as on ideo-
logical arguments (neo-liberalism and the theory of “public choice”). These
policies also affect the production and consumption of health care goods
and services. This is the theme of the second part of this book.

However, the problem with health care is that the choice between state
and market raises conceptual and practical dilemmas.! As for the concep-
tual problems, it must be realized that, within the countries of the Euro-
pean Union, there is a broad consensus regarding solidarity in health care.
Solidarity is assumed to be “a way of life,” “a sense of non-calculating
co-operation based on identification with a common cause,”® which in fact
dates back centuries.” Health care is not the same as any other public good.
It is “a symbol of democratic rights and citizenship.”* In the countries of
the European Union, it reflects, therefore, the ideological preferences of
society.” This is already impeding the introduction of the market principle.®
On the practical side, one has to take into account the fact that real markets
require real prices, which would make health care extremely expensive.
Because of these dilemmas, the introduction of market principles to health
care is controversial, particularly because it may be to the disadvantage of
vulnerable members of society.

The first section of the present chapter will examine these practical
dilemmas and address the feasibility of a market for health care. In the
second section I will argue that, due to the large number of parties inter-
ested in the health care process, it is very difficult for democratic govern-
ments to implement fundamental changes to health care policies, in
particular when these changes impose restrictions. Thirdly, governments
that want to introduce a market in health care will, nevertheless, have to
live up to their constitutional obligations. This is the theme of the third
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section. The fourth section deals with the aging of the population, which
exacerbates problems for governments that want to introduce market-style
mechanisms in health care. Finally, I will discuss ethical aspects in the devel-
opment in health care. Governments cannot stay out of the debates that
ethical matters in health care may raise in society. These debates not only
raise moral questions of “bad” or “good,” but also take into account the
consequences that ethical issues may have for the solidarity principle.

As an introductory remark, it should first be made clear that this book is
about health care systems, and not about health. It deals, therefore, with the
infrastructure that national economies have established to solve citizens’
health problems, either through short-term intervention or through long-
term, or even life-long, assistance. Of course, I do realize that a population’s
health is determined by many conditions other than health care. Nutrition,
exposure to violence, environmental pollutants, genetic factors, and sanita-
tion, for example, are important determinants of people’s health. So are life-
style characteristics like smoking or drinking too much. Moreover, research
has shown a correlation between, for example, life expectancy and measures
that influence social status, like income, education, occupation, and resi-
dence.” Taking all these conditioning factors together, we might say, with
Wilkinson, that the role of medical and clinical services,and in a larger sense
the role of health care systems, is “to pick up the pieces.”® These services
contribute only between 10% and 25% of measured health status in
society.” Nevertheless, they consume by far the largest portion of available
finances. Therefore, the focus of this book is on picking up the pieces, while
realizing that the number of pieces to be picked up can be influenced con-
siderably by the many other determinants of health. In this respect, it is
meaningful that governments show a (modestly) growing interest in health
impact assessment applied to non-health-sector policies, like transport,
housing, agriculture, and the environment.'’ But despite all these initiatives,
health inequalities “appear to persist over time, in spite of policies aimed
at promoting equal access and combating social exclusion.”"!

Secondly, within the framework of this book, there is no need to give a
complete history of health care systems. It is sufficient to conclude that, for
centuries, the governments of national economies had very little to do with
health care. This was, as argued in the first chapter, to a large extent the
domain of religious congregations.”” In so far as “governments,” i.e., the
wealthy and powerful, did something about health care, this was motivated
by arguments of charity and/or self-interest. Health care systems in the
sense of infrastructures which were deliberately established by govern-
ments to tackle health problems hardly existed in those days. For the pur-
poses of this book, I rely on the distinction of the four phases of the welfare
state made by Geleijnse et al” (see 1.2.1). My focus is particularly on the
three latter phases, i.e., the extension phase from the end of the Second
World War to around the beginning of the 1980s, the phase of restructur-
ing that took about ten years from 1980 to 1990, and, finally, from 1990 on,
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the still-ongoing phase of fundamental reforms to health care systems. For
the message that this book intents to deliver, the final two phases are so
important that they will be the subject of two separate chapters.

5.1 A Market for Health Care?

In principle, Eucken’s theory about the economic order also applies to spe-
cific sectors of society. In line with the topic of this book, this means that
the problem of decision-making regarding health care should answer the
question, “Who are the ones to decide on the what, the how, and the for
whom of the production and consumption of health care goods and ser-
vices?” Again, reasoning in extremes, one could decide to leave the answer
to this question completely to the market or completely to the government.
But, again, that is theory. The reality is that governments always play a role
in the process of producing and delivering health care goods and services.
That role may be more or less extensive, thus resulting in changing posi-
tions of national health care systems along the continuum. And that role,
too, is flexible. It depends on political constellations, on moral and cultural
aspects, and on macro-economic conditions. In other words, also with regard
to health care, societies move along the continuum. Furthermore, health
care is also subject to the dynamics of the economic order. Consequently,
decision-making regarding movement along the continuum is not neces-
sarily limited to developments within national economic orders. Supra-
territorial economic orders, like the European Union, or policies of global
institutions, may affect the decision-making process.

It should also be noted with regard to health care goods and services that
there is no right or wrong answer to the question of which side of the con-
tinuum is preferable. Such an answer involves ethical and value judgements
and is, therefore, a matter of normative economics.

An ardent champion of an as-free-as-possible market for health care is
Milton Friedman. To him, the countries of the industrialized world have
reached such a level of wealth that the majority of their citizens have suf-
ficient financial means to behave as consumers in such a market. Providers
of health care goods and services in that market should be able to look after
themselves. They should not be dependent on public financing or social
insurance money but should, instead, compete for consumers’ preferences
regarding the majority of health care items."* In short, Friedman favors a
drastic commercialization of health care.

On the other hand, there are those who ardently oppose a market for
health care. To them, health care is not a range of commodities but a social
right for each citizen. They advocate the curbing of profit seeking in health
care through government intervention and collective financing.

I will argue that the governments of the countries of the European Union
initially started to move to the left side of the continuum, particularly after
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the beginning of the 1960s (chapter eight). However, from around the 1980s,
a reverse trend started, toward a health care market (chapter nine).

In line with what has been said before, governments in Western democ-
racies exert influence regarding the production and consumption of health
care goods and services. The instruments that governments use are
(broadly) similar to those mentioned in the first chapter.

Governments can influence the health care process in general terms by,
for example, policies of de-collectivization, which transfer the solution of
health care problems to the market, or, in contrast, they can include all
health care needs in a collective financial scheme. They can use financial
instruments by, for example, introducing systems of budgeting, imposing
budget cuttings, or introducing calculation methods such as diagnostic-
related groups. Governments may apply functional regulations like the
British idea of the fund-holding practitioner, or introducing competition
between hospitals, or, like the Dutch, making the insurer the conductor of
the health care process. Governments can also introduce specific instru-
ments like, for example, the French government, which around the turn of
the century decided to establish 300 geriatric units in acute-care hospitals
over the next five years, or like the Dutch government, which around the
same time decided to reduce the capacity of homes for the elderly. Fur-
thermore, governments may use instruments that are based on legislation,
or which work via the price mechanism. Cost-sharing and co-payments
regarding the costs of health care and subsidies for the vulnerable people
in society are examples of the latter. Finally, there is a residual group
of instruments like grants for medical research or selective investment
arrangements like, for example, making combating HIV/Aids a focal point
of health care policy.

Governmental decision-making regarding the use of instruments to influ-
ence the health care process does not happen in a vacuum, because at the
institutional level of the economic order, all Western democracies have
established a more or less balanced social-economic infrastructure that
enables agreements to be reached about health care policies, i.e., the objec-
tives of their health care systems and the way to achieve them." In this
respect, it is important to note that health care has very many interest
groups which may easily pursue very differing, or even conflicting, objec-
tives. The objectives of all those involved in the health care process are so
diverse that one may safely compare the health care field with a large
number of frogs, all jumping out of a wheelbarrow in different directions.
Therefore, reaching general agreement on health care policies at the level
of the national economic order is hardly possible, in particular if these poli-
cies are directed at restrictions on the supply side.'® In these circumstances,
governments in democracies continuously have to negotiate and compro-
mise with the parties involved. Although different interest groups may not,
as such, have many opportunities to influence health care policies, they
appear to have considerable power to obstruct, particularly if they combine
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their opposition. Moreover, apart from the formal social-economic infra-
structure, one has to take into account the influence that is exerted by extra-
parliamentary actions. In this regard from the 1980s on, when governments
started to economize on their health care systems, it is difficult to find a
single year in which one or more European Union governments'’ did not
have to deal with strikes by health care interest groups. For example,
doctors went on strike in Finland and Portugal, nursing staff did so in
Sweden and France, physiotherapists did so in the Netherlands and Ireland,
and so on. Almost each and every country of the European Union had its
share of strikes during this time. And, most importantly, patients or their
relatives also took the streets, quite often finding a willing ear among politi-
cians. As a consequence, governments that wanted to reform their health
care systems had to realize that there is not much scope for “grand designs,”
particularly if social pluralism is widespread.” Consequently, decision-
making regarding health care policy is, in general, characterized by incre-
mentalism—taking small steps, one at a time."” Moving to the right side of
the continuum in health care, and leaving things increasingly to the market,
is therefore a slow process.

Over the past ten years, however, one can observe a new trend that is
characterized by governments’ restoring the primacy of politics to health
care, bypassing interested parties in the field.”” As an example: in the 1990s,
the federal government of Germany imposed a calculation system for hos-
pitals, almost without consulting the German hospital association. Similarly,
the Dutch government rearranged the composition of its advisory bodies
for health care in such a way that providers and insurers are no longer rep-
resented in the respective boards of governors, thus limiting the scope of
the corporatist model that the Dutch were used to. In Belgium, employers
stopped participating in the annual budget negotiations in 2002, believing
that the government’s intervention in health care operational matters had
superseded the traditional corporatist model.*' To date, however, this new
trend has not yet led to the implementation of “grand designs.” Changes in
health care policies in democracies remain characterized by incremental-
ism. After all, there will always be another election. And governments that
want to remain in power cannot afford to lose too much public support as
a result of their policies. Nevertheless, governments have taken the lead.”

However, it is not only the wheelbarrow with frogs which requires gov-
ernments in democracies to limit their interventions to incremental poli-
cies. The fact that governments have already taken the lead by restoring the
primacy of politics indicates that there is more to it. This has everything to
do with the uncertainties surrounding the policies of moving to the right
side of the continuum. These uncertainties flow from the fact that health
care systems of the countries of the European Union are based on social
values like solidarity and equity, i.e., health care should be delivered accord-
ing to need, not ability to pay. This involves solidarity in health care between
rich and poor, young and old, and sick and healthy. This sense of “a general
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duty to aid the needy” (see section 1.1.1) certainly includes the idea that
health care should be accessible to all citizens. Research easily produces
figures showing that around 90% of all citizens are in favor of this idea.”
Moreover, over the course of time, people in developed countries have
become ever more attached to good health and health care as a priority in
life. Research from the Netherlands has shown that, good health has
become by far the most important thing in life, bypassing both religion and
marriage over the past forty years.” Consequently, carrying out changes, if
needed, in the way people are used to receiving their health care is a very
delicate affair, particularly when it comes to the financial aspects. Govern-
ments in democracies that want to introduce a market in health care, thus
moving to the right side of the continuum, will therefore have to deal con-
stantly with uncertainties regarding the interpretation and feasibility of the
market principle. Can there be a market for health care? And if so, which
health care items could be subjected to that principle?

In answering these questions, it must be noted that the neo-liberal market
of perfect competition as promoted by the adherents of the theory of public
choice®” does not exist in health care, for the simple reason that the five
crucial assumptions (together) of such a health care market do not hold
true for any market.”

First of all, consumption of most health care items cannot be planned in
the same way as one can plan the purchase of commodities like a car or a
pair of shoes. The need for health care interventions is mostly unexpected.
Moreover, health care intervention may prove to be too costly to be afford-
able. That’s what health care insurance is for. One does not plan to have a
heart transplant in two years, but one can plan to have a face lift in three
years. For most health care items, however, the assumption that customers
have certainty does not hold.

Secondly, a free health care market does not account for externalities, pos-
itively or negatively. On the one hand, vaccination may prevent a need for
treatment. On the other hand, treating patients with tuberculosis may
prevent other people from being infected.

Thirdly, people may feel sick without knowing what is wrong with their
health. And if they do know, they may very well not know what type of
treatment they ought to buy in the market for their recovery. Because of
this, sick people seek the advice of experts like general practitioners or
medical specialists. Therefore, consumers lack the perfect knowledge which
is assumed in neo-liberal ideas about the perfect market.

Fourthly, and this is connected to the consumer’s lack of perfect knowl-
edge, providers are able to influence health care consumption considerably
out of self-interest. As an example: health care systems based on a fee-for-
service may incite providers to overproduction, because this will increase
their income.

Finally, ideas on perfect markets assume that very many (including small)
providers would be able to enter the health care market and would compete
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on price only, which would lead to minimal costs for consumers. This also
does not hold, since those who would like to enter the market need a license
to do so. Licensing, therefore, can be used as an instrument to control the
supply side, thus possibly exerting an upward pressure on prices. The health
care market, therefore, is like any other market: it is imperfect. The assumed
ideal conditions do not exist.

Apart from these (economic) assumptions regarding perfect market
conditions, there are serious doubts that “normal” people really do want
health care to be subject to market principles; they may regretfully accept
that it is just one of those things in life that there are always people who,
for financial reasons, cannot play the market game. Even in the United
States, a country with a relatively extensive health care market, market
principles are not sacrosanct. American health care providers, deliberately
setting aside market principles, have a long history of charity care. Although
there are no hard figures available, it has been estimated that, even in
the 1930s, at least 50% of American hospitalized patients paid no pro-
fessional fees.”” Admittedly, these patients were (also) interesting teaching
material for academic medical centers, but treating them free of charge
was characteristic for the “service-maximizers, not profit-maximizers” that
these centers were in those days.”® Although this attitude changed funda-
mentally with the introduction of Medicare and Medicaid in 1965,” charity
care in the United States remains considerable. In 1981, $10 billion in char-
itable donations supplemented the tax-paid health care programs. Further-
more, it has been estimated that, around the beginning of the 1990s,
10% of physicians’ services were uncompensated,” whereas between 1980
and 1991, unpaid hospital medical services grew 37% faster than total
hospital spending on an annual basis. Finally, in 1991, American hospitals
and physicians provided $25 billion in care for uninsured patients.”’ Much
of this free care is of similar quality to the services delivered to those who
do pay, including the use of expensive technology. Apparently, when it
comes to health care, there are intricate mechanisms of redistribution
which, in fact, eliminate market principles. This should be kept in mind when
noting the fact that today there are some 45 million Americans without
health insurance.”

The fact that markets are imperfect does not, by itself, automatically
require governments to intervene. Instead, this depends on the degree of
imperfection that economic orders believe to be acceptable. Here, it is
important to realize that social values like solidarity and equity in health
care are valued so highly that all countries of the European Union have
formulations in their constitutions to underline governments’ responsibili-
ties to their citizens in this respect. That responsibility forces governments
to counter market failures in health care.*® The more that market fails, the
more extensive government intervention will have to be. One of the pecu-
liarities of health care is that, overall, its characteristics lead to market
failure on all the aforementioned crucial assumptions. In the framework of
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this book, however, it is sufficient to deal only with the characteristics of
risk and uncertainty regarding health.*

Risk and uncertainty regarding the occurrence of illness have led to the
development of health care insurance markets, because (most) people are
risk-averse. They want to prevent the possibility of having to face a heavy
financial burden as a consequence of becoming ill. The very existence of
health care insurance markets may, in turn, deliver small or insubstantial
economies of scale if the market contains many competing insurance com-
panies. On the other hand, a large monopoly insurer may exploit the
insured. An alternative policy could be to have a public monopoly, collect-
ing the financial means for health care through general taxation. Govern-
ments must make this choice, taking account of the limitation that their
citizens must have equal access to the health care provisions.” Whether this
is guaranteed by governments acting as health care providers, or by health
care insurance markets conditioned by government regulation, is of sec-
ondary importance.

The existence of health care insurance markets may furthermore lead to
“moral hazard,” i.e., excess demand from consumers and/or providers. As
for consumer moral hazard, this may take the form of over-consumption or
a change in consumers’ attitude, resulting from the fact that being insured
reduces the costs of treatment at the point of consumption. This reflects an
attitude that “We paid for it (through taxation or premiums), so we are enti-
tled to everything!” Governments may counter consumer moral hazard by
introducing cost-sharing methods for medical treatment or by excluding
specific health care items from the coverage package.® Measures like these
fit with a policy of moving to the right side of the continuum. However, such
a policy may negatively affect solidarity and equity if people do not have
sufficient financial means. Therefore, we see that governments that intro-
duce measures like these quite often link them to exemptions for specific
members of society (vulnerable, low-income, et cetera). These exemptions
illustrate the delicacy that surrounds the movement of a health care policy
to the right side of the continuum. As for providers’ moral hazard, I have
already referred to the fee-for-service system, which may lead to “supplier-
induced demand.” Governments may counter this type of moral hazard by
budgeting medical output, or by introducing a method of degression in
tariffs.”” The Dutch government adopted the latter method as a policy
measure applyed to medical specialists in hospitals in the mid-1980s. Bud-
geting medical output, however, may result in waiting lists, which, in turn,
may lead to preferential treatment, thus undermining the principle of
equity. A second type of provider moral hazard results from a lack of cost-
awareness. Recent ideas on benchmarking providers’ performance may be
of help in this respect. I will return to this topic later.

Finally, the existence of health care insurance markets may lead to
adverse selection, resulting from an asymmetry of information between the
insured and the insurer. In order to prevent financial losses, insurers may
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be inclined to attract young and healthy clients, an approach known as
“cream-skimming.” Such insurers are not interested in old or handicapped
people, since these clients would surely not provide a profit. In a society
where solidarity between sick and healthy people, old and young, and rich
and poor is believed to be a mainstay of social cohesion, governments,
therefore, have to regulate health care insurance markets so that cream-
skimming can be prevented.

All in all, moving to the right side of the continuum by introducing the
market principle to health care systems is a delicate matter, because health
care violates all the premises of an efficient free market. This explains not
only incremental decision-making, but also the trial-and-error behavior
governments have demonstrated from the beginning of their attempts to
reform their health care systems. Two examples may illustrate this point.

Firstly, Margaret Thatcher was the first to introduce the idea of compe-
tition between British hospitals. This resulted in the “financial meltdown”
of several hospital trusts, because they had to keep their heads above water
in a market of irresponsible downward price competition.” Tony Blair, still
in the opposition in those days, argued against these kinds of reforms for
several reasons. To him, the Thatcher policies in health care were based on
a blind ideological confidence that the market was the most efficient instru-
ment to get “value for money.” The language of the Thatcher reforms—
competition, business cases, purchasers and marketing—concealed the real
intentions of commercialization and privatization.” However, Blair agreed
that “worldwide experience over the decades has shown clearly that a cen-
tralized state-financed health system tends to be cheaper than one based
on private spending or insurance.”* Nevertheless, once he was in office,
though he substituted co-operation for competition and rearranged fund-
holders into primary care groups, it took years before change occurred in
the NHS. In short, for a long time, New Labour’s health policy was “char-
acterized more by continuity than by revolution.™!

Secondly, in the mid-1990s, the Dutch government excluded dental care
for people over 18 years old from the coverage package, thereby intending
to save 450 million Dutch guilders annually. The affected people had to take
additional private insurance to cover these costs. One year later, however,
it was argued that elderly people in the Netherlands, living only on an old
age benefit, could not afford to pay the additional premium. So, dental care
for the elderly (mostly false teeth) was returned to the coverage package,
thus reducing the intended savings from 450 to 300 million Dutch guilders.

The problem with moving to the right side of the continuum in health
care is that such a policy is very difficult to match with notions of solidar-
ity and equity. Saltman rightfully commented already ten years ago that
“thus far, no one has succeeded in structuring a competition-based market
on the finance side of their system for their entire population while still
retaining a commitment to universal access to equal services. The only
convincing evidence to suggest that a satisfactory ‘universal’ finance-side is
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possible exists in the realm of economic theory rather than in real-world
practice.”* There is no reason to assume that things are different now.

Consequently, governments intending to move to the right side of the
continuum would do better to accept Lipsey and Lancaster’s “General
Theory of the Second Best,” which was promulgated some 40 years ago.
This theory holds that, when a specific market is considerably out of line
with a pure market, thus yielding outcomes which are not “optimal” in
market terms, “attempts to make it more market-like in some, but not all,
respects will have indeterminate results for economic efficiency—and
sometimes perverse ones.”* Therefore, as long as governments want to
uphold solidarity in health care, they have to accept “second-best” markets,
adapting second-best forms of accountability like professional norms, gov-
ernment supervision, regulation, and subsidies. The second-best market is
captured in terms like quasi-market, internal market, public competition,
and provider market.* This is a better approach, because “the hapless
attempt to get incrementally closer to the ‘first-best’ state of a pure free
market—in an arena like health care, where price signals are necessarily
distorted—may lead to third-best outcomes.”*

A pure market for health care, with prices resulting from equilibrium
between demand and supply, is therefore unrealistic for the greater major-
ity of health care items. Nonetheless, this implies that one can think of
exceptions. Here, the central question is what we define as “health care.”
Let me give some examples. One can argue that a woman who wants a face-
lift is seeking an aesthetic intervention, not health care. Likewise, one can
argue that a man who wants to get rid of his flap-ears is seeking an aes-
thetic intervention, not health care. But what if both persons claim to be
very depressed because of their looks and find a psychiatrist who is willing
to support them? And what about a woman who, after a mastectomy, has
reconstructive breast surgery, which is defined as a health care interven-
tion? Finally, there is in vitro fertilization (IVF). Is that a health care item?*
Here, the answer is uncertain. The Dutch, for example, had fully included
IVF in the coverage package for many years. Since 2004, however, a
person’s first use of IVF has become the consumer’s private business. In
contrast, the Belgians, who originally did not include IVF in their coverage
package, have since 2004 included it completely. In France, infertility treat-
ment has, to date, been completely left out of the benefit package,”” whereas
in the United Kingdom, different health authorities, for different reasons,
include or exclude these services from the coverage package.” All in all,
even for the more “disputable” interventions, it is not entirely obvious
whether they should be defined as matters of health care.

All these characteristics explain why policy-making with regard to health
care reforms, directed at the introduction of market principles, is “essen-
tially remedial, and focuses on small changes to existing policies rather than
considering future major policies.” Given the attachment to solidarity and
equity, governments hardly have any other options.
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However, an interesting point is whether the many years of slowly
moving toward the market by pursuing incremental reform policies have
eroded the solidarity principle that is the basis for health care systems of
the countries of the European Union. After all, taking a few small reform
steps each year may appear innocuous, but the cumulative effect of doing
so for many years may lead one to conclude that we are slowly dismantling
the solidarity principle.”® I will return to this topic in chapter ten.

Finally, it should be mentioned that governments not only try to intro-
duce market principles, albeit incrementally, into the relation between con-
sumers and providers in health care. They also try to do this by introducing
elements of competition between providers and between insurers, as well
as in their mutual relations. Schut, however, rightfully observes that “in
health services and health insurance markets, unregulated competition will
not generate an efficient resource allocation due to the presence of per-
vasive and biased uncertainties.”” Therefore, governments will have to
counter these uncertainties (antitrust policies, adverse selection, market
control by the medical profession, et cetera) by regulating these markets,
while at the same time upholding the solidarity principle. Only then can
competition in health care be in the public interest.”” The reality, however,
is that government regulations in many countries of the European Union
have become so intense and, consequently, entrepreneurial freedom has
become so limited, that, so far, competition in health care is mainly a slogan.

Altogether, the picture one gets of governments slowly moving to the
right side of the continuum since around the beginning of the 1980s is one
of policy-makers contortedly trying to combine the principle of solidarity
with a market in health care.” This policy has resulted in suffocating regu-
lations and bureaucracies. Meanwhile, the costs of health care are still
increasing and will further increase due to, among other things, an aging
population and medical-technological developments. An obvious question,
following from this conclusion, is whether governments are on the right
track. I will come back to this question at the end of the book.

5.2 A Wheelbarrow With Frogs

The large number of parties interested in health care who all want health
care policy to develop their way, and who all propose arguments and instru-
ments for trying to achieve this, has induced some people to declare that
health care is the archetype of political organization.* And, indeed, it is dif-
ficult to think of other politically debated social activities that are charac-
terized by as many differing and even conflicting interests as health care.
In democracies, this tremendously large number of interest groups tries to
influence health care policy, pursuing their specific interests which, by them,
are deemed more important than the interests of other parties involved in
the health care process. They may do so by trying to convince other parties
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involved in health care of the value they add to the health of the popula-
tion; they may strike; they may incite their clients; they may discredit or
even blackmail other parties. This makes it almost impossible for govern-
ments to design a clear policy line and to follow that line consistently.
Speaking about the German situation, Deppe maintains that the country’s
health care system is particularly resistant to governmental change and
steering because of its entrenched internal power relations (verkrusteten
Machtstrukturen).” Because of this, as previously discussed, health care
policy practice is a matter of incrementalism, with governments trying to
carry through changes by taking small steps, which may subsequently be
undone. This is a “ready-fire-aim” approach.™

The degree of social-pluralism also plays a role. If governments have to
take into account a relatively large number of political parties, there will be
no room for “grand designs.” Carrying out policy changes in these circum-
stances will be more difficult. Less social-pluralistic democracies can, in prin-
ciple, be more governmentally effective. Margaret Thatcher, for example, as
Prime Minister in a two-party ruling system, firmly initiated changes to the
British National Health Service. However,she only dared to start this process
of change after being in office for ten years, because she feared that the
reform of the NHS was “too sensitive a topic to expose to the electorate.”’
After all, in democracies, there will always be elections again.

In order to illustrate the complexity of health care policy at the macro-
level in social-pluralistic democracies, I distinguish five main categories.
They are all related to each other, on either a permanent or an incidental
basis. Together, these relations make health care a tangled mess that cannot
easily be untangled.

The first main category is health care providers. Within this category, one
can distinguish between health care institutions and health care profes-
sionals. As for the institutions, there are those where patients are cured and
those where patients are taken care of. As for the institutions where people
are cured, there are hospitals, which can be classified as acute or general
hospitals, university hospitals, periphery hospitals, and specialized hospitals
(cancer treatment, maternity, ophthalmology, military, and so on). These
hospitals may be publicly or privately owned. They may work for-profit or
not-for-profit. They may or may not be involved in the training of special-
ists. These hospitals, in turn, may have a Roman Catholic, a Protestant, a
Jewish, a Humanistic, or other denomination. Among institutions where
people are taken care of, we count psychiatric hospitals, institutions for the
mentally retarded, nursing homes, homes for the elderly, and rehabilitation
centers. Psychiatric hospitals, in turn, may be classified according to criteria
like age (special clinics for the treatment of children) or type of disorder
(alcohol and drug abuse, forensic treatment). Comparable distinctions exist
for institutions for the mentally retarded. Nursing homes may specialize in
the rehabilitation of elderly people or in geriatrics, or they may combine
these types of care. And again, all these long-term care institutions may or
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may not have a religious denomination, they may or may not be engaged
in the training of staff, they may be publicly or privately owned, and they
may work for-profit or not-for-profit.

Things get even more complicated if we consider health care profes-
sionals. First of all, there is a whole range of professionals working in
ambulatory settings, like the general practitioner, the dentist, the physio-
therapist, the psychologist, the speech therapist, and the social worker. They
may have their own individual practice or work in health centers with other
professionals. In health care institutions, we may have more than 25 medical
specialties (surgeons, internists, orthopaedists, ophthalmologists, neurosur-
geons, lung specialists, dental surgeons, thorax surgeons, and so on). The
United Kingdom has more than fifty specialties, whereas in the United
States, by 1975 the American Medical Association had already recognized
76 specialties.”® These medical specialists may be self-employed, employed,
or a combination of self-employed/employed, working inside or outside the
hospital, on their own, or together with colleagues in a group practice. They
may or may not be involved in the training of future specialists.

All these (types of) health care providers have their own organized inter-
est groups, trying to pressure or lobby governments to have developments
go their way. They may, in line with what has been said in the first chapter,
try to form opportunistic coalitions with other interest groups.

The second main category is health care insurers. They may be social
insurers, which are not-for-profit; or insurers which are for-profit and there-
fore focus on the better-off in society; or they may deal with both types of
insured people. Insurers may try to cover a whole population, or focus only
on a certain category of citizens (civil servants, workers in health care,
teachers, and so on). Insurers may differentiate their coverage packages
(e.g., excluding coverage items, personal risks), their premiums, or their
reimbursement systems. Insurers may only be involved in health care or
may treat health care insurance as part of a more extended portfolio. Health
care insurers also have their own organized interest groups, trying to pres-
sure or lobby governments to have the developments go their way.

The third main category is industry. Health care is a very important market
for industry, where pharmaceuticals and medical devices, from small instru-
ments and materials to expensive high technology, are the eye-catching ele-
ments. In 1999, the European market for technological devices in health care
totalled €40 billion, which is around 6% of European expenditure on health
care. For the world market for medical devices, the estimated growth in 2001
and 2002 was between 5% and 8%.” Surely, industry, through scientific and
technological research, has contributed considerably to the improvements in
health care over the past half-century. It will continue to do so.

Since, in the Western world, the production of goods and services is a
matter of private initiative, based on the profit motive of entrepreneurs,
industry is not interested in restricting the health care market. Government
regulations regarding the use of high technology, for example, which almost
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all European countries have, are not in the interests of industry, which
understandably is interested in a quick return on investments. Because
national markets may be too small for industry, its pressure and lobby activ-
ities to influence the health care market are very much directed at political
levels beyond the level of national economies.

Other ways for industry to create a market are, first of all, bypassing gov-
ernments through direct contacts with health care providers, making them
interested in new opportunities. Secondly, developments in the medical field
may be induced by research grants from industry. An example, is the fact
that in the late 1980s, a Dutch university hospital received a donation of
two million Dutch guilders for cancer research from a research fund of an
American pharmaceutical company that totaled more than 200 million
guilders. This phenomenon of contract research has been a normal part of
health care for a very long time. It may become more important as hospi-
tals and universities encounter increasing governmental budget constraints.
Thirdly, since the fall of communism, the countries of Eastern Europe have
become a very interesting market. Although these countries hardly have
the financial means to set up a health care system in conformity with
present-day technological standards, they nevertheless make use of high-
technology equipment, like CT-scanners and MRIs. Hospitals in Eastern
Europe may receive this equipment for free or at give-away prices. Finally,
if governments from Eastern European countries are unable or do not want
to supply the money for high technology investments, industry may con-
clude contracts with health care insurers to set up diagnostic/therapeutic
centers like MRI units or hemodialysis facilities, as has happened, for
example, in Hungary. Indeed, industry takes a long-term view.

The fourth main category is patients. With a bit of exaggeration, one could
say that every patient has his or her own interest group. We have unions or
foundations for heart patients, lung patients, kidney patients, schizophrenic
patients, Alzheimer patients, rheumatic patients, and so on. In the beginning
of the 1980s the Netherlands, for example, already had over 400 patient
organizations.”” Patients, or clients, have become an important factor in
health care, executing strategies directed at improving, supplementing, or
replacing actual health care policy, or they may protest against (aspects) of
that policy. Patient organizations may successfully function as pressure
groups, assisted by lawyers who take their needs to heart. Quite often they
find a willing ear among politicians, which may lead to considerable gov-
ernment contributions to their finances. It is even assumed that, in line with
some types of divide-and-rule politics, governments have deliberately
encouraged patient organizations to grow and professionalize in order to
act effectively as a countervailing power in their relationships with medical
specialists.”” Moreover, social insurers and individuals, through contribu-
tions and donations, may support their activities.*” In addition to the fact
that patients’ organizations have strengthened their influence at the macro-
level of social-pluralistic democracies, it should also be kept in mind that,
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at the level of health care delivery and insurance they have, whether or not
through legal arrangements, reinforced their position considerably.

The fifth main category is the government. In fact, governments in social-
pluralistic democracies function as the melting pot for the many differing
wishes that the other main categories may have. It is impossible for gov-
ernments to distill from this melting pot a health care policy that is accept-
able for all parties involved. Moreover, governments have to take into
account the wishes of other levels of government. Within national eco-
nomies, this includes the county or municipal level. Within the international
context, national economic orders also have to satisfy agreements at the
level of the European Union. Further, although health care policy within a
national economic order is mainly determined by the department of health,
it is considerably influenced by other governmental departments, like eco-
nomic affairs, the environment, social affairs and education. In addition to
this, regarding health care policy, health departments are advised by advi-
sory bodies which may operate more or less independently.

Altogether, we have a rather messy diversity of interest groups in health
care. They do not have equal power to influence developments, but they
may combine their activities. Additionally, interest groups may, on their own
or in combination with other parties, be able to obstruct a policy they do
not agree with considerably, thus demonstrating their reluctance to go
beyond their own parochial concerns.”® In order to illustrate this diversity,
I have brought the main categories and their mutual relations together in
the following diagram.
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With some good will, one could say that this diagram delivers a rather clear
arrangement of the relations between the main categories. Had I included,
however, the separate elements of the main categories (for example, the
different leagues of medical specialists also play their role), the diagram
would have become an inextricable Gordian knot. Moreover, within a main
category interests may differ considerably. As an example: the American
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Medical Association strongly opposed the Clinton reform proposals of
1994. Nevertheless, these proposals were supported by many other medical
associations.”* As a further illustration, the reader should be informed that
French nursing is represented by 60 to 120 organizations,” all with their
own ideas on health care policy.

More meaningful, however, is which of the main categories governments
particularly have to take into account when establishing health care policy.
Here, industry and insurers are subject, among other things, to regulations
about their performance and competition. Provided that governments can
resist industry’s “technology push,” industry’s market performance can be
relatively easily controlled and corrected by legal means.

Providers and patients are another matter. They can and do function as
pressure groups if health care policy is not to their liking. Moreover, while
pressuring governments to devise health care policy in accordance with
their wishes, they can very often confidently rely on public support. A few
examples may illustrate this point.

Around the beginning of 1970s, the Dutch government was unwilling to
provide the money for the purchase of heart-lung machines, which were
necessary to perform open-heart surgery. Thanks to the pressure exerted
by the union of heart patients, air bridges were set up to London, Houston,
and Geneva. Meanwhile, open-heart surgery had become a normal proce-
dure in many nearby countries, but not yet in the Netherlands. This lasted
until 1972, when the then president of the union of heart patients, together
with 150 members and a coffin, occupied the parliamentary building. Due
to the media attention this action received, the government gave in. Within
a few weeks, the money necessary for investing in the machines became
available.

An example for France is the introduction of the lithotripter.®® Here, a
urology professor from Paris played an important role. He was so convinced
of the added value of the new machine that he exerted pressure on the
French Ministry of Health to be allowed to buy this piece of high technol-
ogy. He organized press conferences during which he explained the new
technique and, together with his colleagues, incited patients to write letters
of complaint to the Director-General of the ministry. After a while, here,
too, the government gave in.

In the United Kingdom, the first lithotripter was installed in a private
clinic.”” Although an NHS hospital received the second one, it was financed
with private money. Proposed research that would compare the advantages
of operating or using the lithotripter was rejected by the urologists. Fur-
thermore, when the government of the United Kingdom wanted the diffu-
sion of CT scanners to occur according to a phased plan, this appeared to
be of limited use, since philanthropic donations interfered. For example, a
hospital in the city of Liverpool that was not on the phased plan is said to
have received the device as a donation from The Beatles. (Liverpool
happens to be the band’s native city.)
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Finally, an example of blackmailing is evident in the story of the first heart
transplant in the Netherlands.®® Since this is a very expensive intervention,
it is on the list of expensive procedures, which means that hospitals need
special governmental permission to perform them. In 1984, however, the
university clinics of Leiden and Rotterdam took the Dutch government by
surprise by simply announcing that they had together performed the first
heart transplant in the Netherlands without having permission. This caused
a lot of fuss, with special debates in parliament. It resulted in the agreement
that the two university clinics were permitted to perform 25 such interven-
tions a year, with an intended evaluation after two years. In 1986, however,
the reality was that the university clinics of Utrecht and Groningen were
also allowed to perform the procedure, and the evaluation was limited to
the medical protocol. Officially, the number of operations allowed remained
25, but in reality over 40 had already been performed. In retrospect, the ini-
tially firm behavior of the government appears to have been a joke.” Heart
transplants for Dutch patients had already been done for some years.
However, these patients were referred to clinics in the United Kingdom or
Belgium, sometimes accompanied by Dutch surgeons. Each of these trans-
plants was performed with government permission. Consequently, the
Dutch government paid for them, including the costs of aftercare in the
Netherlands.

The examples given in this section raise another important question:
What instruments do governments have to control health care develop-
ments? The following chapter is an attempt to answer this question.

5.3 Health (Care) in Constitutions

Regarding health care, governments cannot stay on the sidelines for the
simple reason that provisions in national constitutions and international
agreements oblige them to act. In countries with a system of social health
insurance, this constitutional norm is elaborated by statutory law, which reg-
ulates the provision, finance, organization, and quality of health care ser-
vices.”” Consequently, even if governments choose that health care should
move as far as possible to the right side of the continuum, i.e., leaving things
increasingly to the market, the obligation to satisfy national constitutions
and international agreements forces them to control that market. Both
national constitutions and international agreements are clear about this
matter.”

As for international agreements, two Articles of the Universal Declara-
tion of Human Rights, accepted in December 1948, are important in the
context of this chapter.

First of all, it is stipulated in Article 3 that “everyone has the right to life,
liberty and security of person.” Furthermore, it states in Article 25, part 1,
that “everyone has the right to a standard of living adequate for the health
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and well-being of himself and of his family, including food, clothing, housing
and medical care and necessary social services, and the right to social secu-
rity in the event of unemployment, sickness, disability, widowhood, old age
or other lack of livelihood in circumstances beyond his control.””> Simply
put, the signatories of this declaration, coming from all over the world,
including Russia and China, sincerely promised each other to look after
their fellow citizens in need, thus intending to make the world a better
place.” Consequently, we find statements about governments’ responsibil-
ities regarding health in almost each and every single constitution; that is,
if a country has one. As for the European Union, this includes the former
communist countries.”

Because of this, it seems rather safe to assume that formulations regarding
governments’ responsibility for their citizens’ health are typical of the way
Europeans want to relate to one another. As I wrote in the first chapter, Euro-
pean political culture is deeply imbued with a sense of general duty to aid the
needy. Constitutional or comparable legal formulations regarding health
(care) are a consequence of that sense of duty, which may be considered an
expression of a European interpretation of the concept of solidarity, result-
ing in collective arrangements for social security and health care. No wonder,
therefore, that the draft Treaty for a Constitution for the European Union
also includes the spirit of solidarity with the poor and vulnerable members
of society.” Respect for human dignity, solidarity, combating social exclusion
and poverty, and a social market economy that recognizes and promotes the
role of social partners in society are elements of the draft, which refers to a
European history of taking one’s fellow citizens into account. Consequently,
health and health care are also included in the draft. In this respect, it is for-
mulated in Article II-35 that every citizen is entitled to medical care under
the conditions of national arrangements and practices. Here, the European
Union has a supporting, coordinating, and complementary role regarding the
protection and improvement of public health (Article I-16). In a way, the draft
European Constitution reiterates what was included in the “Charter of Fun-
damental Rights of the European Union,” as agreed during the Nice summit
of 2000. Then, it was stipulated that “everyone has the right of access to pre-
ventive health care and the right to benefit from medical treatment under
conditions established by national laws and practices.”

This historic and cultural background of solidarity in the formulations of
the constitutions of the countries of the European Union is not necessarily
a feature of other political cultures. For example, the Arabian and Asian
cultures, have differing views. I will not deal with all these views but, instead,
I will limit myself to the United States, a country which is of particular
importance in the context of this book. I found that, in the Constitution of
the United States, not a single word is written about the federal govern-
ment’s responsibility regarding the health of American citizens. One might
assume, however, that, as in the European Union, health (care) in the
United States is the responsibility of each separate state. This suggests an
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American subsidiarity principle. To find out whether this was correct, I
examined the constitutions of 42 American states, thus covering 84 % of the
American federation.” This showed that, whereas all 42 states emphasize
the importance of education for their citizens in their constitutions, 27 states
(64%) have not written a single word on health (care). Of the remaining
15 states, 8 limit their attention to provisions for insane, blind, and deaf and
dumb people. Mostly, this attention is closely related to the state’s respon-
sibility for penal institutions. In fact, Florida and Hawaii are the only states
that may be considered to have formulations regarding their government’s
responsibility in health matters comparable to the countries of the Euro-
pean Union. Apparently, American culture has no room for collective
health care arrangements. Such arrangements are perceived to be an unac-
ceptable limitation of personal freedom.

An important point is whether constitutional formulations regarding
health care actually make a difference for governments taking action in this
area. This is not necessarily the case. After all, although former communist
countries also had such formulations, they were of very limited meaning for
those who did not belong to the powerful elite. After the fall of commu-
nism in Russia, its population’s health worsened drastically, despite the tran-
sition to democracy. On the other hand, the communist state of Cuba is
known to have had a high-quality, universally accessible health care system.
Moreover, the United States, having hardly any constitutional formulations
on health (care), has extensive health care organizations such as Medicare
and Medicaid.

Constitutional formulations as such, therefore, are rather meaningless.
The only consequence of constitutional formulations with regard to health
and health care is that governments have to do something about them. They
are “instruction norms,” demanding that governments promote these ideals
of basic social law and create conditions favourable to their pursuit.” To a
greater or lesser extent, therefore, health care is always governments’ busi-
ness. What this implies for daily practice in democracies results from the
interpretations of the constitutional formulations through processes of
democratic decision-making. If, however, the constitutional norm has been
elaborated in statutory law, for example the Sickness Fund Act of the
Netherlands, this can make a difference, because it makes it possible for
patients to claim health care through legal actions.”

It is important for democracies of the Western world that research has
shown that good health, and with it good health care, is by far the highest
priority for people. In this respect, a 1983 poll within the European Com-
munity showed that 81% of interviewed people ranked good health very
high among the different interview categories.” The electorate, which is pre-
pared to pay for solidarity in their health care systems, also believes that
combating illnesses should be a prominent objective of society.*’ To put it
even more strongly, having paid for it through taxation or premiums, the
electorate believes that it has a legal right to health care. Limitations, in this
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respect, other than those for strictly medical reasons, are not acceptable.
For social-pluralistic democracies this is, by and large, the point of depar-
ture for interactions between the government and the electorate, with the
latter playing a zero-plus game. Either directly through a national health
system or indirectly through a system of social insurance, however, health
care expenditure at the macro level of society has to compete with other
items of public spending, like education, defense, and cultural matters.
Therefore, although it is an item of the constitution, the electorate cannot
force governments to fulfil all its health care demands, even though, by law,
governments are obliged to do at least something.*’ Consequently, consti-
tutional formulations are not as absolute as the electorate wants them to
be. Also, those who hold the view that “the patient expects, and has a right
to expect, the best medical care at an acceptable cost” suffer from wishful
thinking.* Constitutional formulations only refer to a limited obligation to
try.¥ They leave room, therefore, to expand or to limit the right to health
care in accordance with available financial means. And this is exactly what
happens in daily practice. During the prosperous times when the welfare
state was created, health care, together with items of social security, received
a considerable share of a growing wealth pie (see chapter eight). When the
recession made this no longer possible, governments found themselves in a
delicate position. This was not only because scrapping an already existing
provision was very difficult to contemplate, but, even more so, because the
electorate’s attachment to good health care remained unchanged and,
thanks to scientific and technological developments, opportunities to com-
bat disease continued to increase. It is meaningful that a recent Euro-
barometer survey showed that only 5% of the population of the European
Community were prepared to accept lower public spending on health care,
whereas 50% wanted even higher spending.* In other words, where, due to
times of economic recession, governments are forced to play a zero-minus
game, they see themselves confronted with an electorate that wants to con-
tinue a zero-plus game. In the words of Friedman, therefore, at the begin-
ning of an economic recession, governments enter a time of “catching
rattlesnakes barehanded.”® The only instrument available for that job is
finance. I will return to this topic in the next chapter.

5.4 An Aging Population

Particularly over the past ten years, all governments of the countries of the
European Union have made the aging of the population a central item of
health care policy. The problem will accelerate at the end of this decade,
when the baby-boomers from just after the Second World War will retire.
In this respect, the European Commission predicts that the number of
people over 65 years of age will increase from 16.1% of the total European
population in the year 2000, to 22% in 2025, and to 27.5% in 2050, whereas
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the proportion of people 80 years and older, being 3.6% in 2000, will grow
to 6% in 2025, and to 10% in 2050.* According to some, this may lead to
a “distribution battle between generations” (author’s translation).*” It has
been calculated for the Netherlands that the money spent in 1995 on
general old age state pensions, other pensions, and health care, which was
20% of each Dutch guilder around the beginning of the 1990s, would,
if policy stays as it is, increase to 35% in the year 2010.* The financing of
this growing consumption load will increase pressure on younger people to
cough up a bigger share of the increasing premiums. It remains to be seen
if they are willing to do so. In the United States, an organization called Lead
or Leave, a pressure group of some 1,000,000 members that was established
to promote the interests of younger people and to demand a decrease in
the public debt, is opposing the American Association of Retired People
(AARP).” The elderly, so these youngsters argue, are responsible for the
increasing public debt because of the benefits they receive.” Another pres-
sure group, called Americans for Generational Equity (AGE) is demand-
ing a fairer distribution of benefits and burdens between generations,
pleading for “intergenerational equity.””’

There seems to be no reason to leave aside comparable developments in
the countries of the European Union. It may be true that, for the time being,
governments of the European Union will have fewer problems, given the
results of the Eurobarometer surveys of 1993 and 1996. They show a high
level of agreement among citizens on the point of view that those who work
should pay taxes in order to make it possible for elderly people to live a
decent life. Of the Danes, 60.1% thought so; of the British, 45.9%; and the
Spaniards, the Dutch, the Portuguese, and the Irish scored 45.7%, 42.4%,
41.2% and 40.7%, respectively. In Greece, Italy, Luxembourg, Belgium, and
Germany the percentage was a little lower, whereas France had the lowest
score with 25.9%. Altogether, the “social contract” among the citizens
of the European Union still seems to be in good shape, particularly when
it comes to long-term care, and a private health care sector is widely
opposed.” So far, therefore, European citizens appear to demonstrate a rea-
sonable level of solidarity with elderly people. However, due to ongoing
demographical changes, this is no guarantee for the future. This future may
well lead to a “civil war between the green and the grey.” After all, from
a certain point in time, that solidarity will be at the expense of younger
people’s own material wealth. In this respect, it is worth mentioning that
30,000 young French people took to the streets in Paris in 2003 to protest
the—in their view—overly generous pensions that old people enjoy.”
In conclusion, it cannot be ignored that the governments of the Euro-
pean Union will also be forced to cope with conflicting interests between
generations.”

To some extent, one might say that conflicting interests are arising
already. As an example, I refer to parliamentary discussions in the Nether-
lands around the end of the 20™ century. Here, the “problem” was a surplus
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in the annual public budget, a fact unheard of for many years. There were
several alternatives for spending this surplus. Reducing public debt, so that
the Dutch could afford new debts if unemployment were to increase and
an aging population was to cause real problems, was one of them. Shifting
responsibility for the future to the individual citizen by deciding to reduce
taxes was another. Or, finally, the Dutch could decide to invest in education
and health care, because they were the depressed areas of society. Of course,
the solution was found in the incremental middle course.

Meanwhile, although compromise and incrementalism are still charac-
teristics for decision-making, policy measures directed at dealing with the
problems of an aging population are being carried out all over Europe.
They include disincentives for pre-pension retirement, postponing the age
of retirement, and the termination of index-linked pension benefits.”
Germany passed legislation in 2004 to cut present state pensions from 53%
of average salaries to 46% by 2020. Also, in 2004, the Italian government
proposed to increase the retirement age from 57 to 60. Moreover, in 2003
the Austrian government decided to phase out the right to early retirement
with full pension by 2013, and in the same year the French government
increased the number of working years necessary for civil servants to
qualify for a full pension from 37.5 to 40 by 2008.” In addition to this, one
can think of policies directed at increasing labor participation by women,
or jobs that are adapted to incapacitated people.”

The question is, however, whether we can afford a policy of incremen-
talism in this respect. Regarding this, Judt suggests the possibility that,
around the year 2010, the moment when the baby-boomers will retire, “the
presence of an enormous group of frustrated, bored, unproductive and, in
the end, sick old people, can cause a big social crisis”'® (author’s transla-
tion). One can argue about statements like these, since frustration and
unproductiveness of elderly people will probably not be that serious,
because many of them will enjoy ample pension benefits. Moreover, many
elderly people contribute, for example, to social services in society.
However, these ample pension benefits, when combined with a small labor
pool of elderly people, could create an overheated economy, with stressed
young families with children, wage explosions, and conflicts between gen-
erations. It should be taken into account that time and money are scarce
assets for young families with children. Families like these in the Nether-
lands, for example, have 30% less to spend than families without children,
compared to 15% less as the European average.'”!

Meanwhile, worries about illness and growing health care consumption
by elderly people remain pertinent.'” In the Netherlands, one in eight
citizens was over 65 years of age in 1995. This 12.5% of the population
absorbed almost half of all health care consumption. In addition to this,
elderly people use a great deal of medication, and they consume 75%
of home care in the Netherlands."” There is no reason to assume that, apart
from the southern European countries, where, for cultural reasons, care
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for the elderly is organised considerably differently, comparable figures
from other members of the European Union will differ very much in this
respect.

There is no general agreement as to the health care consequences of an
aging population in financial terms. American research, on the one hand,
led to the conclusion that it is not the very old (over 80 years) but the
“younger old” (between 65 and 80 years) who consume relatively more
expensive high-technology care. Furthermore, British research concluded
that “pressures arising from demography and morbidity are likely to have
a modest impact in the future.” And, indeed, rather generally expected
rising health care costs as a consequence of an aging population may turn
out to be lower than anticipated because of life long better nutrition
and social conditions for elderly people. Next to this, an on-average
improved education may positively affect the life styles of elderly people.
American research has shown that the proportion of elderly people
requiring assistance with their daily activities halved between 1976
and 1991. Finally, British research has led to the prediction that the total
burden of disease would fall by two-thirds by 2051, due to increasing levels
of fitness in successive generations.'” On the other hand, Dutch research
(which, in contrast to the American research, included long-term care
for the elderly) found that health care costs increase exponentially from
age 50 onward.'®

Looking ahead to the next chapter on scientific and technological devel-
opments in health care, societies may be forced to determine which medical
interventions are thought to be important and to whom. It is not unrea-
sonable to assume that the answer to this question will be based on a com-
parison between health gains and their associated prices. Empirical research
has shown that it is deemed acceptable for younger people to get pre-
ference; even elderly people think so. As an example, American research
showed that saving the lives of eleven 60-year-old people was deemed to
equal saving the life of one 30-year-old person. Similar research carried out
in Sweden came up with the result of one QALY (Quality Adjusted Life
Year) for a 30-year-old person per six QALY for a 50-year-old person and
19 QALYs for a 70-year-old person. Consequently, politics will have to con-
sider whether it is acceptable for society to prioritize access to health care
for different groups of people.'” This naturally leads to a discussion of
ethical aspects of health care.

5.5 Ethics

About ten years ago, I had to explain the functioning of the Dutch health
care system during a congress of Austrian hospital managers in the city of
Innsbriick. There were quite a number of nuns among the audience. As
usual, there was time for questions after I had finished speaking. It was my
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bad luck that, during the evening before, Austrian television had broadcast
a Dutch program on euthanasia, and, coincidentally, the chairman of the
congress had been the TV presenter for that program. Apparently, the
Dutch program had shocked the Austrians. There was not a single question
on my presentation. Instead, I was treated as if I were the Dutch hangman
himself, purposely bringing helpless people to death, and, therefore, a mur-
derer. I do not recall exactly how I answered the many questions on
euthanasia, but I am sure I must have defended my country, knowing that,
although the Dutch have rather liberal ideas on matters like euthanasia,
abortion, and drug abuse, they are not an inconsiderate people. The differ-
ence between Austria and the Netherlands in those days was mainly that,
in the latter country, topics like euthanasia could be discussed openly. There
was no way this could be done in Austria at that time.

With the same openness, in the 1970s abortion had already become a
matter of public debate in my country. In contrast, the Irish still rejected
abortion in the late 1990s. Even then, a part of the Irish population wanted
to amend their constitution so that it would contain a phrase that abortion
should be prohibited, no matter what the circumstances. So, even if an
expectant mother knew that her unborn baby would be mentally or other-
wise handicapped, abortion was not to be allowed. The life-time health care
costs this would bring to the Irish society would have to be accepted. Fur-
thermore, IVF appeared to have become a matter of party politics in Italy,
resulting in a referendum in 2005.'”

Meanwhile, the liberal Dutch are very reluctant to donate their organs
in the case of death. In this respect, they are very low in the European
ranking. Dutch policy forbids using the organs of dead humans unless there
is a written approval. It is a policy of “no—unless.” In contrast, the Belgian
regulation is a “yes—unless.” These examples implicitly refer to ethics in
health care, which has increasingly become a topic of government regula-
tion over the past two decades, also at the European level.

As for euthanasia, for example, the Netherlands considers this to be
a crime, but, since 1994, there has been no prosecution of euthanasia
if certain conditions of carefulness were met: i.e., (1) the euthanasia
must have been performed with the full and free consent of the patient,
whose suffering was unbearable without any prospect of recovery; (2)
it must have been performed in a medically correct way in consultation with
a second doctor; (3) the local coroner had to be informed, and he, in
turn, had to inform the public prosecutor; and (4) one of the five regional
evaluation committees, composed of a doctor, a lawyer and an ethicist,
had to check the conditions of carefulness. In November 1998, a new
regulation on euthanasia reporting came into force, involving the public
prosecutor only after the evaluation committee has made its report.'®
In November 2000, this practice of non-prosecution was legally regulated.
As of April 2002, an amended law came into force, which further outlines
the role of the evaluation committee. In Belgium, euthanasia was legally
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regulated by law in May 2002. Here, the criteria of carefulness are exten-
sively described.

As for organ transplantation, as a second example, Greece and Spain
were among the first countries to provide legal regulations (1978 and 1979,
respectively). Belgium did so in a law of June 1986, whereas Germany intro-
duced legal provisions in November 1997.'%”

Reading all these legal arrangements makes it very clear that
ethical issues are at the center of these types of medical interventions.
Governments have a special conditioning and correcting role here,
which underlines that the production and consumption of health care
goods and services cannot simply be compared to the production and
consumption of other goods and services, because here, aspects of human
dignity, self-determination, and personal integrity are involved. This
being so, it may even be decided to consult the citizens in ethical matters
explicitly by holding a referendum, as did the Italian government on IVF
in 2005.

A positive side-effect of these legal arrangements is that, for example,
the shroud of secrecy which surrounded euthanasia has been broken.
Legalization has facilitated a widespread acceptance of life termination.
Consequently, the number of reported cases of euthanasia in the Nether-
lands increased by almost 25% during the final decade of the 20" century.'"
In the words of Ansieau, legal regulations have facilitated a “decriminal-
ization of euthanasia.”''' It is a topic that can be discussed these days.
But it is by no means a topic of general policy agreement. On the
contrary, because discussions on euthanasia combine ethical, moral,
religious, human, and cultural aspects,'” there will probably never be
general agreement on how to act. As recently as March 2002, the Standing
Committee of European Doctors adopted a resolution taking a clear
position against any form of assisted suicide.'” At the European level
it is meaningful that a September 2003 resolution legalizing active assis-
tance dying was accepted by a small majority of 15 against 12 in the Social,
Health, and Family Affairs Committee of the Council of Europe.'"* Further
proof of the delicacy of ethical questions in health care is the fact that
the European commission has set up several groups of advisors regarding
the relation between technology and ethics. In 1991, the commission
had already established a group of advisors on the ethical implications
of biotechnology. In 1993, this advisory group adopted an opinion on
products derived from blood or human plasma, which was followed
in 1994 by a report on the ethical implications of gene therapy.'"> More
recently, the commission set up an independent, pluralist, and multidisci-
plinary European Group on Ethics, which is a consultative body to the
European Commission on ethical questions regarding new technologies.
Genetic screening and the use by employers of genetic information
about their (potential) staff members are items of concern to this group.
Happily, the group since has expressed as its opinion that the use of genetic
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testing in the context of employment is, in principle, ethically unaccept-
able." That does not mean to say, however, that it will never happen.
Finally, in 2000, the WHO also recognized the importance of ethical
issues in health care by adding “health and ethics” as a special European
Health for All target to its program.'”’

Given all these ethical aspects of health care, it is no wonder that health
care providers are also trying to find ways to deal with them. The creation
of medical or clinical ethics committees has been one response. In the 1960s,
these committees had already emerged in the United States, where they
have become part of the hospital establishment. The setting up of compa-
rable structures in European hospitals happened considerably later.'”® They
now exist, offering a forum for “discussing a variety of different moral judg-
ments and allow opinions on difficult situations to be expressed.”'"” Such a
forum may be composed of medical experts, focusing on questions such as
whether to provide certain treatments and developing ethical guidelines, or
they may represent a bottom-up approach, involving all hospital staff.'* The
general impression one gets from the literature is that dealing with ethical
questions in hospitals is still in a development phase. It will probably be so
for a long time to come.

All in all, ethical questions regarding health care constitute an important
peculiarity for the economic order, at national as well as supranational
levels. Governments, as the keepers of the common good and of norms and
values, cannot remain on the sideline in this area. Given the predicted
developments to come in medical science and technology, it may even
be expected that ethical matters will become increasingly significant.
If it becomes possible, for example, to implant electrodes in a person’s
brain through which that person’s personality can be influenced, this
will certainly raise enormous ethical disputes.”” And what about having
people walking around with a gene-pass?'? What about people’s privacy?
What about solidarity and equity if neuro-electronic interfaces make it pos-
sible to neutralize paralysis?'* Will it be only the better-off who can afford
this, or will we include it in the basic coverage package? And how will we
guarantee that human cloning is only to the benefit of free citizens? The
delicacy of topics like these is evident from the results of several research
projects. A Spanish poll of some years ago, for example, revealed that 73%
of respondents wanted their government to do everything to prevent inves-
tigations and experiments in cloning, with 81% in favor of legal measures
to forbid it.'"* Although there is now a realistic prospect of improving
human nature by cloning, making humans less vulnerable to certain dis-
eases,'” this implicitly augments the ethical issues surrounding health care.
To give a final example, how do we prevent biotechnology from reaching
a state of development which makes it inherently “non-masterable and
unpredictable”?'*

Ethics is a relatively new area of health care, but it may be expected to
become a major factor in political decision-making.
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5.6 Summary

This chapter dealt with the dilemmas for governments that, regarding
health care, want to move to the right side of the continuum. It showed that
maintaining solidarity among citizens is difficult to combine with the intro-
duction of market principles. Only second-best markets are feasible. Fur-
thermore, restrictive policies are hampered by the many different parties
involved in the health care process. These two factors together lead gov-
ernments to pursue policies of incremental change, taking small steps one
at a time. Further obstacles are caused by constitutional obligations, the
aging of the population, and ethical issues. They force governments to inter-
fere extensively in the production and consumption of health care goods
and services.



6
Health Care Dynamics

Developments in health care are to a considerable extent determined by
the immanent dynamics of the health care process. These dynamics make
health care a very difficult item to control in any democratic economic
order. In order to explain these dynamics, I define health care as a complex
and dynamic process of continuous innovation, i.e., of constantly changing
new combinations of science, technology, organization, politics, economics,
and (medical) culture.

Based on the generally accepted distinctions between cure and care, on
the one hand, and extramural and intramural, on the other,' the workings
of this definition can be illustrated with help of the following diagram.?

cure

ambulatory institutional

v

care

Cure refers to short-term medical interventions directed at correcting a
health problem. Care deals with long-term medical attention, often for
chronic conditions.” Institutional cure or care involves in-patient facilities,
like wards and hospital premises. Ambulatory care or cure occurs without
these facilities.

The diagram shows four quadrants of health care. The first, institutional
care, refers to institutions for the mentally retarded, psychiatric hospitals,
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and nursing homes. The second quadrant includes acute hospitals, univer-
sity clinics, specialized hospitals, and the like. In both quadrants, supply is
institutionalized. The differences between these quadrants are largely
determined by their level of complexity. The third quadrant includes the
wide range of health care services that are delivered in outpatient clinics.
Short-term psychotherapeutic interventions also belong in this quadrant, as
do visits to the dentist, the physiotherapist, and the general practitioner.
The fourth quadrant refers to the large variety of clinical and social
(support) services needed to help (former) patients stay self-reliant. Pre-
ventive medicine also belongs in this quadrant, as do domiciliary or home-
care services.

Among these four quadrants, three types of dynamics can be distin-
guished. Firstly, there are horizontal dynamics, i.e., movements from II to
IIT and vice versa, as well as those from IV to I and vice versa. A few exam-
ples may illustrate these dynamics. The introduction of a mobile version of
the lithotripter made ambulatory treatment possible for patients with a spe-
cific kind of kidney stone, instead of hospitalization (II to III). Develop-
ments in pharmaceuticals helped certain schizophrenic patients to carry on
in society with ambulatory support instead of remaining dependent on insti-
tutional care (I to IV). The vice-versa movement in the horizontal dynam-
ics is obvious: if ambulatory cure or care no longer helps, then institutional
cure or care is the only alternative.

Secondly, there are vertical dynamics, i.e., movements from III to IV as
well as from II to I, and vice versa. For example, the patient who is admit-
ted to hospital after being badly injured in a traffic accident will be trans-
ferred to an institution for the physically handicapped if a spinal cord lesion
is one of the consequences of the accident (II to I). People who were for-
merly admitted to a nursing home if they could no longer walk may nowa-
days have a hip replacement (I to II). People with mental disorders who
can no longer be helped by a general practitioner may have to rely per-
manently on ambulatory mental health care (III to IV).

Thirdly, there are diagonal dynamics, i.e., movements from II to IV and
from III to I, and vice versa, which include various types of aftercare; for
example, follow-up care after the treatment of breast cancer or carcinoma
of the colon, or a kidney transplant after a period of haemodialysis. And if,
in the coming years, research on Alzheimer’s disease leads to the invention
of an effective drug, institutional care in nursing homes may start a diago-
nal dynamic from I to IIL.

Transitions between the quadrants of health care are becoming increas-
ingly common, leading to an ever more holistic view of integration. Transi-
tion may even have already become a matter of national policy. There is a
deliberate search for so-called “seamless care.” Moreover, health care pro-
fessionals may work in more than one quadrant. Furthermore, we see the
emergence of hospital-based home care. It should be mentioned, finally, that
most of the dynamics in the diagram are initiated by health care providers,
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facilitated by scientific and technological developments. Sometimes,
however, they simply emerge when the health care provider (or patient)
decides to “another way,” with the government in a conditioning and/or
correcting role.

To see if and how governments can influence this dynamic process, I will
analyze the foregoing definition of health care in more detail. To make
things more manageable, I will deal with the six elements of science, tech-
nology, organization, politics, economics, and (medical) culture separately.
I start with the last element.

6.1 Medical Culture

Many have said that medicine is not yet a very exact science.* Of course,
medicine can benefit from scientific input, but “culture intervenes at every
step of the way.” Because of this, it is understandable that there are many
differing views and opinions on the treatment of patients among medical
doctors, resulting in differing medical cultures. In documenting these dif-
ferences, Payer distinguishes between Cartesian thinking in France, Roman-
ticism in Germany, Empiricism in England, and aggressiveness in the
United States. Valuing thought, French diagnosis is based on logic and
theory, taking into account the whole patient and his environment (the
French speak of the ferrain). In contrast, German Romanticism values
feeling. Its proponents, unlike the Cartesians, do not see the world as a
machine, but as an organism with an interplay of opposing forces. This atti-
tude is in the German character and, thus, influences the German way of
approaching medicine. For the British Empiricists, all knowledge comes
from experience instead of thought and theory. This view has influenced the
whole of British society. Whereas, for example, the European continent has
drawn up legal regulations in anticipation of disputes, British law is based
on interpretations of disputes that have already come up.® This attitude has
also influenced medicine in Britain. You do not intervene unless experience
has proven that intervening is the right thing to do. The aggressiveness of
American medical treatment is characterized by doing everything you can
to combat disease. Medicine means, in fact, a war on disease.

These cultural prejudices influence the daily practice of medicine, as well
as patients’ attitudes toward and appreciation of their doctors. Let me give
a number of examples.

Research in France has shown that patient appreciation for the French
doctor is positively correlated with the number of prescriptions the doctor
writes. British doctors prescribe fewer drugs per capita than their French,
German, and American colleagues. The British patient is less likely to have
heart surgery (a chance of 1:2), and even less likely to have coronary bypass
surgery (a chance of 1:6), compared to an American patient. Because of
this attitude, it is said that economy is the most striking characteristic of



Medical Culture 121

British medical care.” A Spanish doctor treating a wound may use two
sutures, because he is paid for treating the wound, whereas his Belgian and
Austrian colleagues may use six or even more sutures because they are paid
for the number of sutures.® Some ten years ago, figures showed that Por-
tuguese women had by far the highest number of Caesarean operations in
Europe, a fact which cannot be explained by physical differences between
Portuguese and other women. The rumored explanation is that Portuguese
gynecologists are paid extremely well for this intervention. In France,
women may have plastic surgery because they want to be happy. In con-
trast, in Sweden women are supposed to accept their body as it is. Most
American women who undergo breast surgery want their breasts to be
enlarged. Their French colleagues want them to be reduced.” The Germans
see their doctor twelve times a year on average, compared to the French,
British, and American average of five times a year."” In Germany, there are
some 120,000 drugs on the market, ten times as many as in Iceland." For
American doctors, death is regarded as an ultimate failure in medical skills.
Their British colleagues regard death as something physiological, which
may even be hoped for."”? Finally, American doctors perform more diag-
nostic tests than their colleagues in France and Germany. They prefer
surgery to the use of drugs, and when they prescribe drugs, they use the
more aggressive ones."” In this respect, Mechanic reveals that, in the 1970s,
the rate of American surgical operations per capita was twice as high as
that in England and Wales."* Altogether, the examples given demonstrate
that, indeed, health care is not a very exact science. Medical culture plays
an important role. Changing these cultural aspects of health care will take
considerable time, if it is feasible at all.

The same applies to other cultural differences which also have an influ-
ence on health care. One example would be people who for religious
reasons refuse to have vaccinations. As a second example, care for the
elderly in the Southern countries of Europe is, to a considerable degree, the
responsibility of relatives. In Spain, for example, 72% of home care was pro-
vided by family members in the mid-1990s."® In the Netherlands, people are
used to thinking that care for the elderly should be part of the health care
system. A change in citizens’ attitudes in this respect, which the Dutch gov-
ernment seems to be pursuing, will take considerable time.

Finally, though not directly labeled as culture but nevertheless related to
it, philosophy and opinions have their influence on the health care process.
It is hard to deny their influence on health care activities that are not so
much based on scientific evidence but on personal assessment. Let me give
a few examples.

Research in New York has shown that doctors diagnose the need for a
tonsillectomy quite arbitrarily.'® Psychotherapy sessions used to be a very
time-consuming process. They could easily last for more than one year.
Due to the increasing workload of the therapists, something else had to be
tried. In the mid-1980s, the alternative became short-term interventions,
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sometimes as few as eight sessions, which, depending on the nature of the
problem, delivered comparable results.”” During the 1960s, health was
defined as an optimal combination of physical, mental, social, and environ-
mental factors; in short, the WHO approach. Nowadays we accept that the
ideal differs from reality. Consequently, health care professionals try to
teach people to cope with the ailments of life. During the second half of
the 1970s, the Dutch government started to reconfigure Dutch psychiatric
hospitals, transforming them into small-scale facilities with more privacy
for patients. About the same time, the Italians closed down psychiatric
hospitals completely. The same Dutch government, shortly after having
completed the reconfiguration, changed its mind and started to develop
sheltered homes. Now, for the Dutch, the initial signs of too much optimism
are becoming evident, whereas Italian families are experiencing difficulties
in dealing with the psychiatric problems of their relatives.

In conclusion, the prevailing societal philosophy and opinions often
cause changes in health care without any scientific evidence that these
changes add value to the health care delivery process." Therefore, influ-
encing “common wisdom” might be an effective way for governments
to reform their health care systems. As an example, in January 2004,
the Dutch Minister of Health simply declared that the basic coverage
package would no longer include psychotherapy after 30 sessions. To
support this decision, he could have cited Lasch, who accused psychother-
apeutic professionals of making “extravagant claims for their expertise,”
setting themselves up as doctors “not only to sick patients but to a sick
society.”"”

However, because it has been forecasted that the effectiveness of psy-
chotherapy may increase due to developments regarding brain research,?
governments’ attitude towards psychotherapy may change in the future.

6.2 Science and Technology

In order to bring some structure to these two elements of the definition, I
will distinguish between two separate aspects of the influence of science
and technology on developments in health care: (1) the recent past and the
future of science and technology itself followed by (2) the marketing of
medical technologies and the means governments have to control scientific
and technological developments.

6.2.1 The Past and the Future

In 1967 Kahn and Wiener published a famous list of 100 technological inno-
vations predicted to occur with great probability before 2000. Fourteen
items on that list had to do with improving, restoring, or controlling the
human condition. They all have, in fact, become reality. Moreover, even some
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of their other 35 less probable or even far-fetched predictions (presented in
two other lists) have occurred or are currently being tested with promising
results.”’ In the last half-century, developments in health care science and
technology have been amazing, particularly those that occurred during the
first three decades after the Second World War. As a consequence, and using
a broad definition of the term fechnology, i.e., “drugs, devices, and medical
and surgical procedures used in health care, and the organizational and sup-
portive systems within which such care is provided” (italics mine),* techno-
logical developments are estimated to have contributed to a 50% increase
in health care expenditure over the past decades.”

It would be wrong, however, to assume that the present state of medical
knowledge and capabilities is the consequence of a deliberate search for
methods to combat disease alone. Many important discoveries were the
result of willpower, determination, chance observation, and the good luck
of interested individuals.** For example, the discovery of penicillin (1941)
was an accident, rather than a consequence of scientific research. The cre-
ation of cortisone (1949), which together with penicillin caused a thera-
peutic revolution, was unanticipated. As for psychiatric illnesses, the 1950s
saw six new types of drugs for the treatment of schizophrenia, which, in
large part, were discovered by chance. Meanwhile, despite the unexpected
discovery of important drugs, the real causes of many diseases are still
unknown.

In particular, the year 1950 caused a “paradigm shift” which separated
medicine’s past from its future. Streptomycin was discovered and, combined
with PAS (para-amino salicylic acid), appeared to be very effective for the
treatment of tuberculosis. For over 100 years before 1950, the dominant par-
adigm in medicine had been “the germ theory,” and research was directed
at finding effective treatment for infectious diseases with tuberculosis as the
biggest challenge. Thanks to streptomycin and PAS, treatment efforts could
shift to non-infectious diseases like cancer, strokes, and heart attacks. But,
again, willpower and determination were decisive. For example, during the
30 years after the Second World War, hundreds of thousands of chemicals
were investigated as potential cancer treatments to find no more than 30
that proved to be of any value.”” Heart transplantation became possible,
thanks to the fortuitous discovery of azathioprine. Furthermore, statistics,
instrumental to epidemiologists, started to provide the means for mass-
scale prevention measures. Finally, randomized controlled trials, although
intensely debated, came into use for the evaluation of the effectiveness of
the many drugs that came on the market in the period 1950-1960.%

All in all, “it is [...] a distinctive feature of post-war medicine that
many doctors and scientists attempted, against all odds, to take on ‘the
insoluble.’ ”*” Their attempts even included self-experimentation.”® Their
achievements, however, “did not arise from a profound understanding of the
nature of medical problems but, more often than not, from chance or luck
or some technological development.”* Medicine is so influenced by exoge-
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nous factors that one can rightfully argue that it is only partly an exact
science. It is first of all an occupation and only on occasion a profession.*

Particularly in the United States, state funding during and after the war
contributed enormously to health research.” The then-established institu-
tions, like the National Institute of Health and the National Cancer Insti-
tute, were funded with billions of dollars.** All this medical research would
help, it was believed, to make the world a better place. Scientific innova-
tions during and shortly after the war contributed to the “big bang” in med-
icine. The many research activities being pursued had important spill-over
effects for further developments. In other words, medicine was on the rise,
and it developed its own internal dynamic. This dynamic has six themes.”
The first two themes concern the coincidental discovery of antibiotics and
steroids, as well as the “interconnectedness” of medical research. The rise
of “clinical science,” the third theme, became the dominant ideology in the
1940s. Training specialists and promoting research to advance medical
knowledge created an atmosphere of optimism. Zeal and the desire for
knowledge stimulated the belief that, eventually, most medical problems
could be solved. Furthermore, patients became “interesting clinical mater-
ial” on whom ambitious doctors could perform experiments, hoping for
publication in well-known medical journals.* The fourth theme is the enor-
mous development of pharmaceuticals. The discovery of sulphonamides,
antibiotics, and cortisone produced huge potential markets with very attrac-
tive profits. Because of this, the pharmaceutical industry started to invest
heavily and attracted many chemists. Le Fanu characterizes the period
1940-1975 as “the golden age of drug discovery.”® Technology, the fifth
theme, also played a role. Contrary to drug discovery, however, technology
is highly intentional. It tries to find specific answers to defined problems.*
Le Fanu distinguishes between three main categories: (1) life-sustaining
technologies (intensive care, ventilators, dialysis, and pacemakers); (2) diag-
nostic technologies (CT scanners, MRI scanners, ultrasound, PET scanners,
angiography, and cardiac catheterization); and (3) surgical technologies
(joint replacement, intraocular lens implants, chochlear implants, the pump,
operating microscope, and endoscopy).” Although all these themes con-
tributed to the rise of modern medicine, the sixth theme, concerning “gifts
from nature” or “the mysteries of biology,” is equally important. While there
are some who give doctors and scientists the credit for the ascendancy of
modern medicine and devalue the mysteries of nature, it is undeniable that
nature has played an enormous role in the development of medicine.
Doctors and scientist who fail to acknowledge this role, overestimating their
intellectual capacities, claiming knowledge they do not possess, and believ-
ing that medicine can solve any problem, will experience frustration if
therapeutic innovation declines.™

Since most of the achievements in health care were realized in the
20" century, particularly in the second half, this era has been labeled
“the health century,” during which health care developed into a “health
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industry.” In retrospect, it is amazing how quickly the image of health
has changed completely. If one had predicted human organ transplantation
halfway through the 20™ century, one would have had a fair chance
of being thought mad. But in 1956, the first kidney transplant (between
twins) was done, followed by the first liver transplant in 1963; and in
1967 the world was awed by the first heart transplant. Nowadays, these
interventions have waiting lists in many countries. Indeed, the aforemen-
tioned six themes have, together, definitively changed the focus of health
care from caring to curing. And the end is not in sight yet. Here, the most
fundamental contributor has been, still is, and will continue to be the com-
puter. Computers, together with laser techniques, biomedical research,
developments in pharmacology, and so on, will continue to contribute to
further developments. Already, digital imaging, drug-coated stents, oral
cancer treatments, minimally invasive surgery, sepsis treatment, implantable
devices, and microscopic cameras are a reality."’ They may be expected to
diffuse rapidly.

The American Food and Drug Administration points to advancing com-
puter-realted technology, molecular medicine, home- and self-care, mini-
mally invasive procedures, combined device/drug products, and organ
replacements and assists as exciting new developments in health care. The
Dutch Council for Public Health and Welfare adds to this list technologies
that may contribute to improving efficiency and labor conditions.*

As for computer-related technology, one may point to many develop-
ments serving the consumer. Here, the internet plays a determining role.
Consumers will increasingly surf the internet in order to find information
regarding their health and, if necessary, how their health problems can be
solved. Around 2000, the number of websites with health (care) informa-
tion already numbered more than 100,000. It is likely that this number
will continue to increase. Surveys suggest that 75% of all web users have
accessed health information.*” The positive side of this development is that
it contributes to patient empowerment. On the negative side, these patients
may be exposed to unreliable information or unreliable medical products.
Another negative aspect is the fact that access to the internet is still limited
to the relatively young and more educated members of society.* This may
create a “digital divide.”” On the other hand, the internet has also taken a
leading role in the development of E-health, which has been defined by the
Dutch Council of Public Health and Welfare as the use of information and
communication technologies, and particularly internet-based technology, to
support or to improve health and health care. E-health offers opportunities
for health care professionals to receive profession-related information at
the right moment and in the right place, thus contributing to improved
quality, efficiency, effectiveness, and accessibility of health care. Further-
more, E-health has the potential to improve the relations between provider
and consumer. Like the internet, E-health also offers a mixture of oppor-
tunities and threats. Regarding the latter, the possibility of infringement of
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privacy is a serious problem. Apart from the internet and E-health,
computer-related technologies will continue to deliver new diagnostic and
therapeutic opportunities. CT, MRI, and PET scans will be perfected.
Telemedicine is spreading rapidly,” and “virtual medicine,” which creates
three-dimensional images of organs, is on the move. In order to restrain
extreme optimism, however, it should be mentioned that making these
opportunities a common part of the health care process depends to a large
extent on the willingness of medical professionals to do so. In this respect,
expectations prevalent during the 1960s that electronic patient dossiers
might deliver enhanced opportunities for diagnosis and therapy have not
become reality in a way that might have been possible had medical pro-
fessionals reached agreement among themselves on the desirable use and
content of such dossiers.

Regarding developments in molecular medicine and biotechnology,
knowledge about the genetic components of diseases is rapidly increasing.
Research about different aspects of biotechnology (diagnostics, drugs,
vaccines, tissue engineering, gene therapy, xenotransplantation) may in the
shorter or longer term offer new opportunities to improve the human
condition.

As for combined device/drug products, many new applications like the
insulin pump and time-release tablets have been developed during the past
decades. By combining different technologies, new devices like biosensors
and micro-electronic pumps, which can be implanted, may be developed.
Coating new hips with antibiotics in order to prevent infections is a further
example of new technology.

Minimally invasive technologies (which started with the heart catheter in
1929) will increasingly replace traumatic operations. Since the beginning of
the 1980s, laparoscopic intervention has been used regularly for the treat-
ment of appendicitis, as well as for gall-bladder operations. Minimally inva-
sive technologies are also being used increasely for heart surgery as well
as for neurosurgery. In Canada, computer-supported laparoscopic bypass
surgery, with a beating heart, was done for the first time in 1999. Since 2000,
dozens of patients have been treated this way worldwide.

Predicting the future for organ replacements and assists is very difficult.
For the time being, the availability of donor organs will be the critical point
for further development. Although the artificial kidney of 1944 and the
heart-lung machine of 1951 have been very important developments in
health care, to a large extent the production of artificial organs appears to
be limited to special components, like heart valves. Organ assists, however,
like the pacemaker, first implanted in 1960, increasingly support the func-
tioning of organs (intra-aortal balloon pumps) or serve to bridge the time
before a donor organ is available (ventricle device). As medical technology
advances, more organ assists, based on a combination of (micro)-
mechanical, micro-electronics, and material technology, are expected to
become available.
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Computer technology will also affect home- and self-care. In this respect,
tele-monitoring patients in their own living environment may contribute to
diagnostics and treatment from a distance. Biosensors will allow doctors to
monitor patients’ condition remotely and to take correcting measures if
necessary. Trans-mural home-care technology will increasingly replace
hospital admission.

Finally, there is the vast area of brain research, where psychopharmacol-
ogy and micro-electronics are important factors. Magnetic stimulation of
muscles and limbs, neurohelmets that improve the storing and processing
of information in the brain, as well as enhancers that improve mental func-
tioning are no longer fiction.’

The impression one gets from these (possible) future developments is
that it is particularly (information) technology that rules. But what about
medical science? If we follow Le Fanu, it seems as if “the age of optimism”*
regarding the future of medicine began to end, for several reasons, at the
beginning of the 1980s.*

First of all, he observes a “marginalisation of clinical science” in the
United States. In this country, the number of young doctors wishing to
undertake postdoctoral medical research halved between 1968 and 1978.
Apparently, young doctors cannot resist the seductive lure of high incomes
which they can generate in procedure-based medical specialties like cardiac
catheterization. These young doctors appear to suffer from the “young
physician-Porsche syndrome.”™ Consequently, the clinical scientist may
become “an endangered species.”

Secondly, the pharmaceutical industry has not, in general, come up with
many important new drugs recently.”’ The 1960s saw some 70 new drugs
coming to the market each year. In the 1970s, this number was halved. In
addition to this, many of the new drugs introduced in the early 1970s were,
in fact, more expensive varieties of older and cheaper drugs. Moreover,
shocking failures were exposed. The sleeping pill thalidomide, for example,
caused babies to be born with missing limbs. Governments rightfully
reacted by imposing very strict regulations on the introduction of new
drugs. Consequently, the development time for each new drug had
increased by ten years by 1980, with the development costs for each new
drug escalating to £150 million by the 1990s, from £5 million in 1960. Though
understandable, the new and very strict regulations acted as a disincentive
to innovation. According to Le Fanu, the pharmaceutical industry, out of
frustration (not being able to find effective drugs for the treatment of cancer
or dementia, for example), turned to so-called life-style drugs (for
impotence, for baldness, for obesity, or what have you).

Thirdly, medical technology seems to be out of control, with doctors
doing far more tests than necessary. Testing has become an end in itself. It
would appear that doctors suffer from “medical vampirism.”** Here, finance
also plays a role, since each and every test has to be paid for, thus generat-
ing income for the doctor in health care systems that are based on insur-
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ance. However, the other side of the coin is that, particularly in the United
States, but now also on the European continent, lawsuits against doctors
who did not do everything possible are on the increase. Doctors may
easily be charged with negligence. Out-of-control technology is also an
aspect of health care given to patients in their final days, with people “hope-
lessly entrapped by machinery more sophisticated than the ethics govern-
ing its use.” Here, however, technology itself is not the problem. The
problem is doctors’ lack of self-control, according to Le Fanu. And often
the patient’s relatives want a doctor to do everything he or she can to
prolong life.

Altogether, the developments in clinical science (decreasing interest
in medical research), pharmaceuticals (retarding innovation), and
technology (overuse) have, according to Le Fanu, caused the end of
“the age of optimism.” In his view, there is no longer any reason to be
optimistic about the future of health care. It may be an over-reaction,
however, to be pessimistic. After all, no one knows what the future
will bring. It is worth mentioning that, in the 1980s, a new paradigm
emerged based on two very different specialties: epidemiology and
genetics.” The first is a social theory, arguing that diseases like cancer,
heart disease, and strokes are caused by unhealthy life-styles. Changing
those life-styles could contribute to health. As for genetics, a few amazing
developments during the 1970s opened up the possibilities of identifying
abnormal genes in several diseases. This new paradigm, according to
Le Fanu, “is striking testimony to the declining power of empirical
therapeutic innovation.” As yet, however, the new paradigm has not
fulfilled its promise. There is still a considerable gap between anticipated
benefits and reality. And Le Fanu is right: the causes of many diseases
are still unknown (multiple sclerosis, rheumatoid arthritis, psoriasis, Crohn’s
disease, et cetera).

6.2.2 Marketing Medical Technologies

The heart of enterprise is innovation: innovation in products, in methods,
and in markets. Innovation seems to be a condition for survival. Innovation
is so important that, for example, a failure rate of around 90% for new con-
sumer goods is apparently not enough to slow down the creation and
marketing of new products.”®

In the framework of this book, it is not necessary to consider the
way innovations are dealt with in general terms, because starting in 1960s
and 1970s, a wealth of literature has been published on the subject.”
It is important, however, to pay attention to the question of how medical
innovations, be they diagnostic techniques, surgical procedures, or drugs,
become part of medical practice. In particular, this is important from
the perspective of governments’ capabilities to control health care
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developments. In fact, if we take it as a given that if industry perceives the
promotion of innovations to be a useful way of bringing new products to
the health care market, the diffusion of such an innovative product,i.e., “the
process by which the use of an innovation spreads and grows,”*® is relevant
in the framework of this book, because, unlike innovations outside the
health care sector, innovations in health care need multiple acceptance from
different stakeholders with differing interests in order to realize a success-
ful launch. McKinlay distinguishes a general pattern of seven stages of
innovation®”:

1. Promising Reports

The career of an innovation quite often begins with the publication of
enthusiastic reports regarding remarkable results which have been achieved
through its use or application. This happens increasingly through the mass
media, like magazines and newspapers.”
2. Professional Adoption

This stage is directed at mobilizing as much influential support as possi-
ble from interested parties. The aim is to get organized commitment from
potential users, like medical specialists and hospitals.®
3. Public Acceptance

Following its adoption by professionals and hospitals, the innovation is
accepted by the general public, which has started to believe that the inno-
vation means an improvement in health care and, therefore, should be avail-
able. In other words, there is public demand for the innovation.®
4. Standard Procedure

In this stage, the new technology or procedure loses its status as an inno-
vation and becomes a standard procedure, which is generally accepted as
the most appropriate way of dealing with a particular health care problem.
Its effectiveness or desirability is judged to be so important that it takes
courage to question its added value. The innovation is now halfway through
its life cycle. Nevertheless, it has still not been subjected to any formal eval-
uation. Instead, its position is secured by comparative observational
studies.”
5. Randomized Controlled Trials

Observational studies never really test the effectiveness of an innovation.
For this, randomized clinical trials (RCT) are appropriate. In order
to do this, however, several objections have to be overcome because
use of the innovation has become the norm in the medical field with
different interest groups and reputations invested in its continuing
success.”
6. Professional Denunciation

If RCTs lead to criticism of what has become a standard procedure, this
almost always leads to defensive reactions from the medical establishment.
There are, of course, many ways of discrediting the results of an RCT that
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challenge some standard procedure. McKinlay refers to widely employed
techniques like restricting the application of the results and depicting RCTs
as impractical, ivory-tower activities which are of no use to the real medical
world.”

7. Discrediting

At a certain point in time, the erosion of support for the innovation sets
in. The once-enthusiastic claims for its efficacy begin to be modified. Its
claim of universal application is adjusted and it is claimed that only certain
types of patients or stages in diseases can be served by it.

Sometimes, an innovation’s career is ended by a scandal. However, “more
often it is simply eclipsed by some other rising star, and just drops out of
public view. The innovation no longer enjoys public attention, little prestige
is derived from association with it, cheaper alternatives become available,
and so forth [...]. Discrediting or discard usually occurs only when a
replacement becomes available.”®

Some remarks have to be made regarding these phases. First of all, it
should be taken into account that the introduction of an innovation may be
preceded by years of research that was not directly related to the innova-
tion. The concept of a cardiac pacemaker, for example, was formulated in
1928. It took another 30 years, however, before this device was implanted
for the first time. Furthermore, the CT scanner, introduced in the beginning
of the 1970s, is based on a mathematical theorem dating to 1917.” Secondly,
it should be noted that it is not necessary for each and every innovation to
pass through all of the separate seven stages. Depending on the possibili-
ties the innovation opens up, it may be accepted more readily.

6.2.3 Government Control?

All in all, science and technology can be regarded as boosters of opportu-
nities in health care, whereas medical professionals and patients will exert
pressure on governments and third parties to ensure that the developments
benefit them. In the framework of this book, therefore, it is important to
ask whether governments of democracies are able to control scientific and
technological developments regarding health care.

Unlike governments of communist countries, democratic governments’
instruments in this respect are rather limited, since one of the fundamental
characteristics of Western democracies is that the production of goods and
services is, to a large extent, a matter of private enterprise. Governments
have to tolerate this, in principle. What governments can do, however, is
condition and correct private enterprise. In fact, governments do this so
intensely that private enterprise in Western democracies does not mean free
enterprise® (see 1.1.3). Consequently, when it comes to health care, gov-
ernments can condition the research potential of universities by limiting
their budgets, but they cannot prevent industry from putting the results of
its research activities on the health care market. The only thing govern-
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ments can do is to condition and to correct the supply side through com-
petition, price, and quality regulations.

The demand side is another story. Here, almost all governments of the
European Union have (legal) instruments that condition the use of high
technology, i.e., medical devices which are technologically complex and so
expensive that governments want their availability to be restricted.” These
instruments boil down to the need for hospitals to have special govern-
mental permission for the purchase of expensive devices (MRI scanners,
PET scanners, et cetera), as well as for the performance of complicated
medical interventions (cardiac surgery, transplants, neurosurgery, et cetera).
Because there is a lot of money involved here, governments try to control
the diffusion speed through policies of restricted availability.

However, one can argue about the effectiveness of such policies. First of
all, these policies do not affect, other than through conditioning and cor-
recting, the private health care market, which is not dependent on collective
financing. Secondly, as time goes by, expensive devices may become cheaper,
and medical interventions may become less complicated, thus reducing the
need for special permission. As an example: the CT scanner, once an item of
special permission, has become cheaper and has been perfected. Therefore,
since the 1990s, the governments of many countries of the European Union
have no longer thought it necessary to control its use by restriction policies.
Comparable developments can be observed in the United States. Here,
between 1964 and 1972, a total of 23 states and the District of Columbia
tried to control the acquisition of expensive equipment by adopting
“certificate-of-need” laws. Furthermore, through federal legislation in 1974,
newly established health systems agencies were expected to regulate the
purchase of new equipment by hospitals in 205 health-service areas. Both
initiatives failed because political skills enabled some to bypass the regula-
tions, and the regulations did not apply to doctors in private practice.”

Regarding the effectiveness of restriction policies for the use of high tech-
nology, it is useful to deal briefly with the outcomes of research into the dif-
fusion speed of four items/procedures of high technology (CT scanners,
linear accelerators, lithotripters, and cardiac surgery), a task I undertook at
the end of the 1980s.”" My research showed that governmental attempts to
control diffusion were not very effective. Take the CT scanner, for example:
by the end of 1984, 44% of the scanners installed in Italy were owned by
private health care institutions.”” In Greece in 1985, 50% of all CT scanners
were in the hands of self-employed specialists outside hospitals”; and this
increased to 82% in 1991.7* In Germany, private practitioners owned
37% of all CT scanners in 1985.” Despite the fact that the government
introduced purchasing regulations in December 1985, this figure had
increased to 44% out of 594 CT scanners installed in 1988.° Also in
Germany, out of a total of 78 NMRs in 1988, 47% were in the hands of
self-employed specialists.”” More recently, there were only three PET
scanners in Germany in 1995, by 2002 there were more than 90, most of
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them installed in the offices of ambulatory specialists.”® German hospitals
even refer patients to these self-employed specialists for diagnosis. The
health care systems of these three countries have important market ele-
ments. And where a market functions, governments cannot forbid practi-
tioners from making use of new opportunities. However, in a country like
Portugal that has a National Health Service, the location of heavy medical
equipment is also rather independent from hospitals, leading to a situation
where hospitals reimburse private clinics for the use of this equipment. It
has been reported that 69% of CT scanners, 75% of lithotriptors, and 86%
of MRI scanners are installed in private Portuguese clinics.”

Now, one might assume that governments of countries with nationalized
health care systems would be in a better position to control the technolog-
ical developments. This is not necessarily true. The development of heart
transplants in the United Kingdom is illustrative. Here, the first two trans-
plants at Papworth were paid for by the local health authority. The next six
transplants, however, were funded by the private National Heart Research
Fund. A further seven were covered by a special grant from the Ministry
of Health, whereas a donation of £150,000 per annum from a philanthropist
covered the costs of transplants from September 1980 to September 1982.%
Governmental control of the diffusion of heart transplants was rather inad-
equate, therefore. Moreover, even if the British government had held firm
intentions regarding this, there still was the British population, which,
excited by media interest, was very much in favor of their doctors’ per-
forming heart transplants. A 1968 poll, in this respect, revealed that the 67%
of British citizens supported heart transplantation.® Furthermore, Irish hos-
pitals, functioning in a health care system which is 75% financed through
general taxation, have also started to organize fund-raising activities to
assist with purchasing expensive medical equipment, asking the department
of health for financial support to cover operating and maintenance costs.*

Apart from the influence of the private health care market and philan-
thropic organizations as boosters of new health care opportunities, the
research also showed remarkable differences between countries which
cannot logically be explained. Figures for cardiac surgery in 1985 (per
million population), for example, were 850,300,440, and 385 for the Nether-
lands, the United Kingdom, Germany, and Greece, respectively.® It is diffi-
cult to assume that, for medical reasons, the Dutch would have to be
operated on almost twice as often as the Germans. Furthermore, it is diffi-
cult to give a rational argument, based on health care considerations, that
explains why in 1985 the German ratio of scanners to population was three
times higher than that of the United Kingdom. Apparently, differences in
medical culture between countries play a role as well. As a further example:
in the mid-1980s, the price of drugs in the Netherlands was about 25%
higher than in other countries of the European Union. The consumption of
drugs per inhabitant in the Netherlands, however, was the lowest in the
(then) European Community.
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Now, if we define planning as information processing of decisions
about future actions in a coordinated and controlled way, the facts outlined
above make it hard to maintain that the introduction and diffusion of
high technology takes place in a coordinated and controlled way.
Whether a country has a national health care system, or one that is
based on social security, or a system with important market elements,
medical technologies develop in their own way. They justify their
application by their very existence. All economic theories that claim
that the market is likely to take precedence over planning initiatives
are proven right where medical technology is concerned. The best thing
a health care system can aim for is to slow down the diffusion speed.
Manufacturers, professional organizations, sponsoring, donations, and
public pressure, mostly mobilized by patient unions, constitute barriers
to coordination and control that can hardly be overcome. No matter
what system, this means that, as McKinlay rightfully observes, the state
and third parties eventually do not act on the basis of reliable evidence,
but on the basis of some combination of professional, organizational,
and public pressure, and to the extent that they do act, the financial
position of a country, its social-cultural values, and the degree of
pluralism in its democracy are the determining factors. Moreover,
these actions are undoubtedly influenced by the fact that politicians
have to take into account that most of the electorate say health is their
first priority in life. Because of all this, it is hard to apply rational
principles to the spread of medical technology or to explain the im-
balances that prevail. As an example: research revealed that the
United Kingdom had such cardiac surgery over-capacity that it could
even treat patients from other countries, while at the same time the
United Kingdom had far fewer lithotripters than many comparable other
countries.

Finally, I also count among science and technology the educational
and training capacities of universities. Since, to a large extent, the financing
of universities is a matter of public spending in many countries, govern-
ments can control health care developments by limiting university
budgets or by imposing enrollment restrictions on certain types of training.
Here, the Netherlands produces some unfortunate examples. Dental care
is one of them. In 1982, the number of newly enrolled dental students
was 465. A enrollment restriction imposed in 1987 reduced this number
to 120, and two faculties that trained new dentists were closed.® The
government subsequently realized that, due to a shortage of professionals,
dental care had become a problem, so the enrollment restriction was
slowly lifted beginning in 1998. At the moment, it is 300. It has been
predicated that if this number is not increased further, the Dutch will
have a shortage of dentists of 14% by the year 2012. Similar control
measures affected the training of general practitioners. The Netherlands,
however, was not the only European Union country that imposed
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enrollment restrictions. For example, France did so in the early 1970s,* as
did Belgium in 1995.%

6.3 Organization

The next element is organization, by which I mean the way economic orders
arrange and control the health care delivery process. Here, too, one can
observe large differences between countries. An important point, in this
respect, is a country’s geography. Vast but thinly populated countries, with
people living in clusters in remote areas, mostly have their health care
system organized along geographical lines, in regions that are responsible
for the provision and administration of health services. With an average
density of 16.5 inhabitants per square kilometer, Finland’s regional admin-
istration, for example, is divided into five provinces, each with its own
department of social affairs and health, which are part of the general state
administration. Finnish local administration is in the hands of 444 com-
munes, which enjoy a large measure of autonomy regarding the provision
of primary health care for their population. These communes are also
responsible for specialist treatment. For this purpose, the country is divided
into 21 inter-communal districts, each with a central hospital, a psychiatric
hospital, and other special provisions.”” A comparable structure exists in
Sweden, a country with a density of around 20 inhabitants per square kilo-
meter. Here, responsibility for health care services is entrusted to 21 county
councils and one large municipality. Their work is regulated by legislation.
The other 288 municipalities, with populations ranging from 5,000 to
700,000, are responsible for social services, childcare, schools, and care for
the elderly, as well as care for disabled people and psychiatric patients. At
its basic level Swedish health care is organized in primary care districts, each
of which may have one or more of the 950 local health care centers. Hos-
pital care is provided through about 90 acute hospitals, ranging from
regional hospitals to central county and district county levels, with the latter
ones having at least internal medicine, surgery, radiology, and anaesthesi-
ology as specialties. Highly specialized care is provided in six medical
regions through cooperation between county councils. Geographical con-
ditions also determine the way a country organizes its emergency care. In
this respect, for example, the university clinic of Tromso, Norway, a country
with 13.9 inhabitants per square kilometer, has a helicopter trauma team
available around the clock, covering an area with a diameter of 1,000 kilo-
meters. Furthermore, this country uses telemedicine when assisting in
medical interventions that are carried out at far-away outposts.

Another geographic reason to organize a health care system into regions
may be the fact that the country is mountainous. Here, although distances
measured in straight lines may not be that great, the time to get from one
place to another may be a reason for regionalization. Austria is one
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example. As a second example, the Azores islands, an autonomous Por-
tuguese region in the middle of the Atlantic Ocean, spend around 25% of
GDP on health care. The distance to the Portuguese mainland is so far,
however, that the establishment of a relatively extensive infrastructure
became inevitable. In 2000, the country of Suriname spent 9.4% of GDP
on health care, which, compared to the spending level of the countries of
the European Union, is a very large amount of money. Nevertheless, 32%
of the country’s population is not insured against medical costs.* Suriname,
however,is a large and thinly populated country, not surrounded by wealthy
countries with well-established health care systems, as is, for example, Lux-
embourg. The necessity of a relatively extensive health care infrastructure
is comparable to that of the Azores islands. Finally, big cities that have many
people living in a relatively small area may be regarded as a special geo-
graphical case. This may lead countries to decide to arrange their health
care system in such a way that it allows them to pay specific attention to
the health care needs of city dwellers.

Next, the arrangement and control of the health care delivery process
may be organized along functional lines. In this respect, in the Netherlands,
for example, there has been a countrywide historical distinction made
between hospital care, psychiatric care, care for the mentally retarded, and
long-term care (e.g., nursing homes). They all have their own provisions,
their own budgets, and their own associations. As for psychiatry, institu-
tional and ambulatory care have been separate sectors for many years.
Referring back to the quadrant approach discussed in the beginning of this
chapter, however, we see an increasing integration, particularly between the
different long-term care sectors, between ambulatory and institutional psy-
chiatric care, and between acute hospitals and nursing homes. The merging
of these different types of institutions is no longer an exception.

Arranging and controlling health care delivery may also be organized
along political lines. An example is Spain, which recently decentralized its
health care system so that its regions can to a considerable extent decide
autonomously on health care matters. A comparable structure was intro-
duced in Italy some years ago. Political lines are also involved in a country
like Germany. Here, the federal political structure is important as regards
investments in health care facilities. France has a large public health sector,
in addition to a private one that works not-for-profit as well as a private
one that works for profit. The CEOs of the first sector are appointed by the
Minister of Health. Politics also plays a role in those countries that have
delegated the arranging and controlling of health care delivery to munici-
palities, which for that reason can also be the owners of facilities.

One can furthermore distinguish administrative lines. For example,
England has 28 Strategic Health Authorities which are responsible for the
oversight of health care planning and delivery in their geographical area,
which means that they, in fact, operate as the local headquarters of the NHS.
Scotland has one central senior executive health department, with NHS
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boards being the administrative subdivision of the country. Ireland, where
the current organization has been in place for more than 30 years, is con-
sidering new administrative arrangements which involve the appointment
of a National Health Services Executive, who would be directly responsi-
ble to the Minister of Health, as well as a three “pillar” system of health
care delivery: (1) primary, community, and continuing care; (2) a national
hospitals office; and (3) a shared services department. Existing delivery
systems will be subsumed into the new structures, and many of the other
bodies will be merged or subsumed into new structures.”

Finally, religion may be a distinctive organizational characteristic, as is
the case, for example, in Belgium and Austria.

In line with my definition of health care, one may conclude that the
element of organization is already a dynamic phenomenon by itself. People
in industry, in governments, and in general, always tinker with the organi-
zations they create. The organization of health care is no exception to that.
To give two recent examples: (1) the Danes have just decided to rearrange
their regional structure, clustering the arrangement and control of health
care delivery around a number of university centers; and (2) the Dutch have
set up 85 so-called regional indication agencies countrywide in order to
come to independent, integral, and objective conclusions about people who
need long-term care. These continuous organizational changes have already
determined the health care world for decades. They do not make that world
a stable one. On the contrary, together with the other dynamics, they create
a very turbulent external environment for those who work in health care.
Whether this is favorable for the quality and reliability of health care deliv-
ery remains to be seen. The same applies when it comes to effectiveness
and efficiency.

6.4 Economics and Politics

Finally, we have two elements left: economics and politics. I have purposely
positioned them at the center of my definition, because they are the heart
of the matter. Together, they are the most important determinants of any
collectively financed health care system. The reasoning in this respect is very
simple. If there is no money, there is nothing one can do. In this regard,
McKee et al. rightfully observe that “health and wealth are inextricably
linked.” And if there is no political will, promoters of a sound health care
system, accessible to each citizen, will expend their energy to no avail. As
was pointed out in the introduction to the first chapter, the United States
is a good example of this. Although around 14% of the United States GDP
is spent on health care, there are nevertheless some 44 million people who
are not insured or are underinsured. At the start of his administration, Pres-
ident Clinton tried to change this situation. We all know that he did not
succeed. Apparently, there is no political will in the United States to support
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change in this respect. Cuba is an opposite example. The country, being
poor, nonetheless had, compared to other countries in the region and even
to the whole of the South American continent, an excellent universally
accessible health care system, free of charge. Apparently, within its limited
available financial means, Castro’s government had made health care a high
priority for the citizens of Cuba (together with education, for that matter).
Admittedly, in contrast to the perceived inequitable capitalistic world, the
assumed benefits of a communist society, financially supported by the Soviet
Union, have been a strong motive for this Cuban policy. When Russian
financial support stopped, however, the system started to deteriorate. Then
there is South Africa, where around the turn of the millennium it was
decided to carry through a financial redistribution between the nine
provinces, implying that the richer ones had to make financial sacrifices to
benefit the poorer ones. One unintended effect of this was that the Western
Cape province, the richest in the country, in order to reduce its public spend-
ing, closed down hundreds of beds in psychiatric hospitals around Cape
Town. Patients had to return to their communities. Psychiatric community
care to support them, however, failed for the simple reason that the provin-
cial government could not afford to pay for it. Finally, we have Suriname.
Before it became an independent republic in 1975, its health care system
was unparalleled in the Caribbean region, except for Cuba. Due to politi-
cal squabbles which have lasted for decades, however, health care is now in
a deplorable state with a lack of facilities and many people uninsured.”

For the countries of the European Union, it was true for a long time that,
on average, there was the money and the political will to maintain a sound
health care system, based on the principle of solidarity between the rich
and the poor, the healthy and the sick, the young and the old. This was a
reflection of the will of the people, who, according to a substantial body of
research, see good health and health care as their first priority in life. And
they want their fellow citizens to enjoy the same. Wanless’s 2001 report for
the United Kingdom, for example, reveals that 80% of the population
believe that the NHS is critical to the British society and should therefore
be maintained, while 75% of the people want to retain universal access.”
Similar research for Finland delivered a result of 95%.” Apparently, the cit-
izens of the countries of the European Union have certain moral and cul-
tural motives, albeit to differing degrees, to strive for equity and justice,
based on the notion that this is essential for a prosperous and civilized
society. This is the foundation for the establishment of the European
welfare states. Health care has received its share in this respect.

All the same, it should be kept in mind that a strong economy has been
the mainstay for the development of the welfare state and, with it, for the
expansion of health care systems within the European Union. After all,
what arguments would one have to adopt in order to assume that people
living in developing countries do not see good health and health care as a
first priority in life? The only reason I can think of is that people living in
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those countries have accepted the fact that the money to fulfill their wishes
is simply not there for most of them.

For the countries of the European Union, the money was there, thanks
to strong economic growth. The cultural climate of those countries was
imbued with a sense of general duty to aid the needy, and in the framework
of democratic decision-making, political coalitions within the member
states, therefore, could rather easily decide to meet the electorate’s wishes
for health care provided through a collectively financed system. In the
words of Cyert and March, these coalitions were viable to make the pay-
ments that were needed to keep the members of the coalition together.
Worded differently, there was sufficient organizational slack; i.e., there was
room to do things which would not have been done under a tight budget.”
That this coincided with an acceleration in health care opportunities was
also no problem, thanks to that same economic growth. Consequently,
health care financing became an open-ended affair in most countries of the
European Union. This relaxed approach became a problem when, in the
mid-1970s, economic growth slowed. Because of this, organizational slack
quickly evaporated. Then, finance appeared to be, in fact, the only effective
instrument for governments to cope with the new situation.” From that
moment on, the governments of the countries of the European Union, some
firm, some frenetic, have tried to maintain the collective aspects of their
health care system, while at the same time trying to include new health care
opportunities. One can wonder if this approach will hold in the end. In the
words of Wanless: “in a world where patient expectations are rising rapidly
and people are increasingly looking for health services which offer greater
personal choice in non-clinical services, it may not be acceptable or equi-
table to meet all of these additional demands through public financing.”®

6.5 Summary

Based on the definition of health care as a complex and dynamic process
of constantly changing new combinations of science, technology, organiza-
tion, politics, economics, and (medical) culture, this chapter analyzed those
six elements against the background question of how this process can be
controlled. It showed that influencing the cultural aspects, if it is feasible at
all, takes a very long time. Furthermore, governments in democracies that
are based on the principle of private enterprise must, in principle, tolerate
scientific and technological developments in health care, although they can
take conditioning and correcting measures. The effectiveness of these mea-
sures has to be questioned, however. The same applies for organizational
measures. Consequently, the determining factors are economics and poli-
tics, with finance as the overall instrument to widen or to constrain health
care developments, against the background of equal access in a society
whose health care system is based on the principle of solidarity.
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The Influence of the
European Union

According to the Maastricht Treaty of 1992, health care in the countries of
the European Union is, together with social security, subject to the princi-
ple of subsidiarity, which implies that each member state is free to choose
its own organizational and financial arrangements regarding the production
and consumption of health care goods and services. Nevertheless, the
internal market requires that EU citizens be provided a level of health
services of a certain quality in accordance with professional norms. Articles
152 and 153 of the Maastricht Treaty, as well as EU agreements regarding
the protection of human rights, are (also) meant to enforce this
requirement.! My argument in this chapter is that, as a result of ongoing
European economic integration, the subsidiarity principle will be slowly
eroded with respect to health care, because continued collective financing
of health care will encounter problems similar to those resulting from the
attempts to combine economic objectives with objectives of social policy
regarding social security. In other words, though individual member states
may want to administer their health care systems without restriction, this
will become increasingly difficult as a consequence of ongoing economic
integration; and thus the principle of solidarity in health care will be
effected. Looking at the developments since 1975, we may conclude that,
despite the subsidiarity principle, the European Commission is slowly
taking the lead in getting control of the financial aspects of health care.
Though the Commission’s role, in this respect, still seems mainly to be
assisting the member states, a more directive role should not be excluded,
if it were only because the member states’ governments, taking into account
their constitutional obligations, are very much interested in an optimal
balance between the costs and benefits of their health care systems. I will
deal with this influence of the European Union in the second section of this
chapter, whereas the third section will go into some adjustment problems
following from the EU’s enlargement of 2004. Before doing so I will address
in the first section the difficulties one encounters when attempting to
compare health care systems.
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7.1 Comparing Health Care Systems

In chapter five, I defined a health care system as the infrastructure which
governments have established for people to have their health problems
solved. More precisely, it is the legal and organizational framework directed
at producing, distributing, managing, regulating, supervising, coordinating,
and controlling health care activities in order to realize defined health care
values. This framework is very much determined by historical, cultural, and
political traditions. Therefore, health care systems are sometimes labeled
socio-historic constructions® which can differ considerably from one coun-
try to another. Because of this, comparing health care systems is a difficult
and rather arbitrary matter. I consider three approaches useful in dealing
with this complex subject.

The first (and, in fact, a very simple one) is Field’s distinction between
five basic types, or analytical constructions, varying from, on the one hand,
a system in which all the decisions regarding health care production and
consumption are the governments’ prerogative, and, on the other hand, a
system in which governments are not involved at all.* Although this
approach is in line with Eucken, it is far too simple to be of use when com-
paring health care systems of democracies which claim that their health care
systems are based on the solidarity principle. After all, a government which
has committed itself to the production and consumption of health care
goods and services for its citizens must at a minimum monitor whether
reality is in accordance with this commitment. Otherwise, in situations
where a market system for health care prevails, governments have to ensure
its accessibility for all their citizens.

Combining different sources of funds with different methods for paying
providers, the Organisation for Economic Co-operation and Development
(OECD) comes up with seven models that vary from, at one end, the vol-
untary out-of-pocket model to, at the other end, the public integrated
model. In the first model, service flows, as well as financial flows, are the
result of interaction between a health care consumer and a health care
provider. In this model, the government has no role. In the public integrated
model, the government is both the principal insurer and the principal
provider. Here, all health care staff is on the government’s payroll, con-
sumers are compulsory insured, receive services in kind, and pay their share
through premiums or general taxation, with facilities being state-owned.
Reasoning in rough outline, one could say that the first model is ruled by
the market and the seventh model by the government. The OECD’s
approach is exactly what it says: a model. The reality of health care
systems, however, always shows a mixture of one or more of the seven
models.*

As a third way of comparing health care systems, it is rather common for
the countries of the European Union to distinguish between two types of
systems: social security systems, which take a Bismarckian approach, on the
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one hand, and national health systems or services, which take the Beveridge
approach, on the other. Social security systems can be differentiated into
those which have social insurance and third-party payers providing reim-
bursement insurance (Luxembourg, France, and Belgium) or benefits-
in-kind (Germany and the Netherlands). National health systems are pre-
dominantly financed through taxation, i.e., through either national, county,
or municipal or a mixture of the these forms of taxation (United Kingdom,
Denmark, Sweden, Finland, Portugal, Spain, Greece, and Italy). Though
at first sight this distinction between social security and national health
systems seems rather simple, if one looks at the differences in more detail,
as has been done in the following table,’ it becomes evident that the situa-
tion is actually quite complex.

National Health Systems Social Security Systems

Financed through general Mainly financed through (income-related)

taxation premiums

Universal coverage Coverage through funds or mutualities per
profession,region, or otherwise

Public infrastructure Public/private infrastructure

Physicians on payroll Self-employed physicians, paid by “fee for
service”

High degree of state interference Private ownership

Government controlled Complex structure with many interested parties

Source: Vos, P. de: Hoe gezond is de Europese Gezondheidspolitiek?

So, although this distinction is very common, its usefulness is rather limited
because in reality health care systems are quite often a very detailed
mixture of both models, since both national health systems and health
care systems based on social security may have important market elements,
e.g., a public/private mix. In fact, classifying health care systems along
the lines of public/private (and, within the latter, for-profit/not-for-profit)
is as easily defensible as classifying them as shown in the table above.
But, here again, reality is more differentiated than the latter distinction
suggests. Health care provision in the Netherlands, for example, almost
completely organized in private foundations, is for the most part financed
by a system of premium levying, complemented by limited governmental
subsidies. In a true private sector, i.e., professionals and institutions working
for profit, one is free to invest in health care, taking into account only
the conditioning and correcting role governments have in the economic
order in general terms. Some argue, therefore, that we can distinguish
between three types of health care systems.® France, Italy, Greece, Spain,
Portugal, and Ireland, for example, have considerable private health care
markets.
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The distinctions outlined here are, for different reasons, not very helpful
in comparing health care systems. Firstly, this is because they represent a
rather static approach. Like the economic order in general, health care
systems are a dynamic phenomenon, as I argued in chapter six. Conse-
quently, comparing health care systems in detail produces a plethora of facts
which may be outdated soon after they have been collected. Secondly, even
if two countries’ health care systems are, for example, both labeled a
national health service, the differences between the two can be very signif-
icant. The same applies for health care systems based on social security.
These differences can be further demonstrated, with the following short
inventory.

The Dutch health care system is considered a social security system. In
fact, it is a mixture of a social security system, legalized with the Sick Fund
Law of 1964, compulsorily insuring all Dutch citizens under a certain
income level against sickness, and a national health service, legally arranged
in 1968 by the Exceptional Medical Expenses Act, covering all citizens for
long-term care.

Both the Netherlands and France are considered to have a social-secu-
rity based health care system. In the Netherlands, the general practitioner
serves as a gatekeeper for referrals to medical specialists. The French,
however, could until very recently visit a medical specialist directly without
restrictions and as often as they wanted, a phenomenon called “medical
nomadism.”’

Some countries count the cost of nursing-home care as part of their
health care expenditure. The Danes, however, do not. To them, these costs
are an item of social security expenditure.

In 1997, Denmark had 465 hospital beds per 100,000 inhabitants, but for
France the figure was 877. In 1999, Ireland had 226 general practitioners
per 100,000 inhabitants, but the Belgians had 405. In 1997, France had 46.4
self-employed pharmacists per 100,000 inhabitants, compared to 17.5 for the
Netherlands.®

Within national health services, countries like the United Kingdom orga-
nize the financing of services through general taxation. Over the course of
time, however, general taxation contributions decreased from 100% in 1948,
the year the NHS was established, to 82.6% in 1988, the difference coming
from NHS contributions, local authority rates, and patients’ own payments.’
In Sweden, taxation at the county level is important, while in Finland, the
municipalities play a large role."

Some countries of the European Union have an independent department
of health services, whereas others combine health care with social affairs,
employment, the environment, women'’s affairs, or even sports.

Countries with health care systems based on social security may have, in
fact, a national health service when it comes to investment in facilities. In
this respect, investment decisions may be decentralized to county level.
Here, the example is Germany.
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Furthermore, health care systems may have differing dynamics. The
Italian national health service, for example, a system based on compulsory
social insurance, is the result of a transition process that was completed
around the end of 1984." Before that, the system was characterized by
important market elements. While the system has been decentralized,
resulting in rather autonomous decision-making by the regions, market
elements still have a considerable role. The United Kingdom, which has
opened its NHS to internal competition to diversify supply and to increase
purchasing power,"? provides another example of the dynamics of health
care systems.

All in all, comparing European health care systems in detail reveals an
enormous diversity.” This diversity would also be present even if we limited
the comparison to, for example, the way different countries have organized
their systems of social health insurance."

Detailed comparison between EU countries would reveal that it is impos-
sible to discover a common line of rationality, consistency, planning, and
control as regards the organization of their health care system. These
systems cannot be explained by normal logic. Instead, they are ruled by this
creed: so many people, so many opinions. Two examples may illustrate that
concepts like rationality, consistency, planning, and control are of limited
meaning in health care.

Years ago, the famous British television series Yes, Minister presented a
much-appreciated episode featuring a newly built hospital which stayed
empty because there were no patients. You may think that this is fiction,
but it is reality. In the city of Leuven, Belgium, a public hospital was
enlarged by 250 beds. Due to planning regulations in the 1980s, most of
these new beds have not been used as hospital beds, but rather have been
used by students. The same thing happened in Brussels. There, a newly built
hospital was never opened and is used now as an office for a trade union.
Events like these, however, should not be interpreted primarily as the
consequence of health care policy missteps. They seem to be more the result
of inadequate policy coordination between different governmental
departments.

In April 2001, the Dutch television news revealed that 30% of acute hos-
pital beds were not in use, due to a shortage of staff. The Dutch govern-
ment believed that pumping hundreds of millions of guilders into its health
care system could solve the problem, which was the consequence of almost
20 years of economizing, including reductions in education and training
capacities (see 6.2.3). It will take the Dutch years to get things going
smoothly again. Staff shortages are a problem more countries of the
European Union will have to face in the near future, particularly when it
comes to physicians.”

In conclusion, with regard to the health care systems of the countries of
the European Union, the reality is that each country acts as it likes.
Cultural and administrative traditions largely determine the ways in which
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separate countries set up their health care infrastructure. Such an
infrastructure reflects a country’s “interlinked belief system,” which,
through democratic processes, has crystallized into a concrete set of (legal,
administrative, and physical) organizational forms governing the allocation
of resources and the distribution of authority and power.'® Comparing
health care systems other than in rough outline, therefore, is rather useless.
What all systems do have in common, however, is the objective of making
good quality health care accessible to all citizens, be it through private
insurance or a mechanism of collective financing. If, therefore, there is to
be a convergence of the health care systems of the individual countries of
the European Union, finance and quality will be the instruments of change.
Reading “between the lines” of reports from Brussels supports this
conclusion.

7.2 Policy Lines From Brussels

As stated in chapter five, this book is about health care and not about
health. Therefore, as far as the European Union is concerned, I will not deal
with its involvement in health matters other than noting that its commit-
ment, in this respect, is enormous and very much differentiated, and this
commitment dates back to long before it became an official activity under
the terms of the Maastricht Treaty."” Topics like food control, pollution, agri-
culture, product safety, employment, the environment, energy, fishery, and
so on all appear, in one way or another, to be health-related. A 1995 report
of the European Commission is a good illustration of this health-related-
ness.'”® Furthermore, instruments of European market-making, like the
Single European Act (SEA), appear to have spillover effects for health
care; i.e., directives from Brussels regarding, for example, safety and health
at the workplace, the mutual recognition of diplomas, and working time
directives, do not leave health care untouched.” This led the European
Health Management Association to conclude “that the relationship
between health services as a major sector of Member States’ economies and
the SEA are intertwined in such a complex manner that it is virtually impos-
sible to separate them.”* These spillover effects, however, are also not the
focus of this book. For decades, there has already been an increasing coop-
eration at the level of the European Union, with the support of the Euro-
pean WHO office, on public health matters like health promotion, health
education, health information, cancer, cardiovascular diseases, accidents,
suicides, AIDS and other communicable diseases, drug abuse, and so on. By
1984, the countries of the European Union had already adopted 38 Health
for All Targets for the European region, which were adjusted in 1998 into
21 targets for the 21* century. Establishing targets, however, is one thing;
implementing strategies to achieve them is quite another.” These public
health matters will also not be dealt with.
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What is important in these health-related/public health topics, however,
is that they demonstrate increasing cooperation at the European level.
Admittedly, each of the reports covering these topics points to the fact that
health care is ruled by the subsidiarity principle, but reading them carefully
in a chronological sequence gives one reason to suspect that this principle
may have been at least partly eroded, and will at any rate not prevent a
certain convergence regarding several health care matters. After all, one
may expect that closer cooperation and mutual consultation between gov-
ernments will lead to mutual learning. Mutual learning may, in turn, lead to
acting collectively, which, again in turn, may lead to the creation of a Union-
wide health policy. Consequently, increasing cooperation in health and
health care at the level of the European Union may affect the self-reliance
of health care systems of national economic orders. Components of those
systems, like finance and quality, which are very important for governments,
could in the not-too-distant future be relatively easily lifted to the Euro-
pean Union level. This section examines this point of view based on the
developments to date, which I have classified in three categories: (a) polit-
ical considerations, (b) practical regulations, and (c) rulings of the European
Court of Justice. It should be noted that, first of all, the different categories
may interact: i.e., political considerations may result in practical regulations,
and vice versa; rulings of the European Court of Justice may lead to polit-
ical considerations, et cetera. Secondly, the different categories are not
mutually exclusive: i.e., political considerations may at the same time be
practical regulations.

7.2.1 Political Considerations

This subsection gives an overview of political considerations at the level of
the European Union over the past 25 years. On the one hand, these con-
siderations demonstrate a growing need for cooperation between national
governments. On the other hand, they are also an expression of the need
for governments to lean on each other in the attempt to control develop-
ments in health care throughout Europe. The need for cooperation and
mutual support will to a certain extent eventually lead to supra-territorial
decision-making at the level of the European Union regarding those aspects
of health care systems, particularly finance and quality, which do not directly
touch upon the principle of subsidiarity. After all, there are no substantial
differences in interests here between member states: They all want effi-
ciency, effectiveness, and high quality care to be characteristic of their
health care systems. The points that are relevant, in this respect, are pre-
sented in italics.

In 1978, the ministers of health of the then European Economic Com-
munity agreed that something had to be done about the costs of health care.
That “something” implied the desirability of exchanging information and
developing plans for communitarian cooperation.
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At the end of 1982, the European Commission informed the Council
that it had investigated the costs of health care as part of the costs of social
security, which had led the Commission to conclude that the costs of health
care formed the major part of social security budgets. In this report, and
to my knowledge for the first time, health care providers were criticized
for inefficient and ineffective treatment procedures. Introduction of
“competition” within the system, it was thought, would contribute to improve-
ment. Furthermore, the Commission proposed concerted action at the com-
munity level to control further developments. Proposed items for such
action were (a) planning of staff, (b) evaluation of medical technologies,
(c) comparison of drug prescriptions, (d) comparison of treatment costs,
(e) health indicators and information systems, and (f) health education and
“self-help.””

Next, during a debate in the European Parliament in 1983, one member
argued that the time had come to establish and launch a European health
policy.* From that moment on, Brussels increased its involvement in health
and health care. And very soon this involvement included, in addition to
health and health policy issues, the costs of health care. But this involve-
ment was not very effective. Each country still had to sort out these prob-
lems on its own. Nevertheless, the costs of health care became a shared
problem between governments. This was illustrated, for example, during the
1984 informal meeting of health ministers during which the increase in
health spending was discussed.

The 1992 Maastricht Treaty gave the European Union new competencies
for international cooperation. As in 1982, joint action of member states was
recommended for health promotion and health protection, as well as for
subsidizing medical and health policy research, and “the establishment of
international information systems.””

In the 1992 recommendation of the Council (92/442/EEC) on the con-
vergence of social protection objectives and policies, member states are
expected to ensure access to necessary health care, as well as to develop a
high-quality health care system. In 1993, the European Commission set out
a framework for action in the field of public health based on the fact that,
among other things, “cost containment remains a topic of major concern in
the 1990s especially in the context of the present recession and the budget
constraints on public expenditure growth.” One of the other challenges in
this report appears to be “better structuring and financing of health systems
to minimize costs, cutting out ineffective treatments and evaluating medical
equipment and medicines in cost/benefit terms.”* Furthermore, a 1993 report
of the Committee on Environment, Public Health and Consumer Protec-
tion of the European Parliament provides a comprehensive overview of
public health issues, including “comparable/compatible health data and in-
dicators [and] health care costs,” whereas the Economic and Social Com-
mittee of that parliament argued for “transparency of medicinal product
prices.””
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Next, a 1995 Council report dealt with an analysis of the impact of con-
tainment measures on the quality of the health care systems, including the
item of equal access.” Furthermore, this report revealed that the European
Commission financed several projects in both Central and Eastern Euro-
pean Countries (CEEC) and the New Independent States (NIS), regarding
the “reform of the financing system including budget programming and allo-
cation, cost containment measures, payment of care-providers, health insur-
ances issues, etc.,” as well as the “reorganisation of health services, in
particular to make care increasingly less hospital- and community-based,
including privatisation issues.”” Also in 1995, the European Commission
launched a proposal on a community health monitoring system. One of the
domains such a system would have to cover was the costs of inpatient as well
as outpatient care and the costs of pharmaceutical products.” Finally, in its
1995 report on the future of social protection, the European Commission
called upon the Council of Ministers to “acknowledge the importance of
developing a framework for debate on the future of social protection in which
Member States and the Union could pool their efforts towards improving the
workings of their social protection system [health care included] and make
them more employment-friendly and more efficient.”™

Then, we have the 1997 report of the European Commission on the mod-
ernization and improvement of social protection. This report deals with the
European health service’s needs to improve efficiency, cost-effectiveness and
quality of health care systems in order to be able to meet the demands that
will arise from an aging population and other factors. If we add to this then
Commissioner Flynn’s statement that “a Community policy on public health
which ignored the development and effectiveness of health systems would be
wholly inadequate,” it is difficult to see how national health care systems
can remain beyond the reach of the ongoing process of European integra-
tion. All the more so, since, also in 1997, the European Commission pro-
posed that it could “combine the efforts of member states regarding the
improvement of efficiency and effectiveness of health care systems, while
assessing at the community level the initiatives of individual member states
directed at minimizing costs” (author’s translation).”

In May 2000, the European Commission proposed, while “fully respect-
ing the responsibilities of the Member States for the organisation and
delivery of health services and medical care,” a new public health framework
one of the three priorities of which was to put in place a comprehensive
health information system in order to “provide policy makers, health
professionals and the general public the key health data and information
that they need.” And, once again, the reader was informed that “the costs
of health care are a major charge on national budgets and one that is
continuing to grow as resources chase rising demand.” In view of this,
“Member States are trying to improve the cost-effectiveness of their health
systems in order to accommodate new priorities while also respecting
budgetary constraints. To meet this challenge, they require better and
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comparable data and information, e.g., on health status and the effectiveness
of particular health interventions. The Community has the potential to
provide much of this.” Here, for the first time to my knowledge, the
Commission openly argued that it could make a difference in a way that
individual member states could not. The European Commission maintained
that, with the proposed public health framework, with its “limited” budget
of €300 million, it would be able to “make a positive impact on the health
of the Community citizens and on making health systems in Member States
more effective,” thus providing real community added value. Finally, the
European Commission assumed that promising outcomes would result
from implementing its proposals, including making information available to
national, regional, and local health authorities which “will assist them in
developing policy and in decision-making by providing up to date and com-
parative data on health trends and developments, and by establishing bench-
marks to measure progress and effectiveness of health interventions and
strategies.” Meanwhile, in November 2000, the European Parliament
adopted a resolution calling on the European Commission to anticipate that
“the collection of statistics and comparable data [which] would lead to best
practice being applied.”* Just before the end of 2000, the European
Commission published a report on the health care consequences of an aging
population in which it said that “comparing health care systems and
treatment methods in order to trace ‘good practices’ is of utmost importance
for health care systems and an optimal use of social security finances”
(author’s translation).” Helpful, in this respect, was the establishment in
2000 of an “Open Method of Coordination” for the European Council,
which was meeting in Lisbon. Based on mutual learning, this method was
meant to facilitate the delivery of indicators and benchmarks of “good prac-
tice,” the establishment of monitoring systems, the development of policy
guidelines, and so on.*

A further report of the European Commission appeared in 2001, in which
an “open coordination” for health was promoted. Among the topics for such
open coordination were “defining targets and objectives on the European
level, defining, quantifying and qualifying indicators and benchmarks, and
monitoring, analysing and evaluating the achievements in the Member
States.” Furthermore, the European Commission advised that it would
“develop a framework for definition of common quality standards and best
practice at Community level [. . .] which could cover quality standards, cri-
teria for good medical practice, rules on equivalence of competence and
medical practice, hospital accreditation, medical prescription, etc.”’

Furthermore, it is meaningful that the health ministers of the European
Union, during their meeting in Malaga in February 2002, agreed to focus
on four health care themes: (a) European cooperation to enable better use
of resources; (b) information requirements for patients, professionals, and
policy-makers; (c) access to and quality of care; and (d) reconciling national
health policy with European obligations.™ Tt is also meaningful that Brus-
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sels plans to introduce, again,” a common EU health insurance card by
2005.*° This would be supported by those who see the integration of all
health insurance systems as a medium-term prospect.*!

Finally, in 2003, participants in a “high-level reflection process,” including
13 ministers of health, all on a voluntary and personal basis, invited “the
Commission to facilitate information sharing at European level on possible
available health care, existing supply of care, entitlements and procedures,
costs, prices, adverse incidents, patient records, nomenclature of conditions,
treatments and products and continuity and quality of care across the Union.
[. . .] Action could include support to networking and developing databases.”
All of these can be found in the framework of the EU public health
program for 2003-2008.*

Where do these developments leave the subsidiarity principle regarding
health care? In this respect, my argument is as follows.

In the first chapter of the book, I referred to the fact that coming to agree-
ment on a common European competition policy took some 25 years of
debate, negotiating, and compromising. The introduction of the Euro has a
similar history. Agreement on these items of European integration implied
that national economic orders had to transfer power of decision-making
from the national to the supranational level of the European Union. I also
assumed that, over a comparable time span, some sort of European social
policy would emerge. Meanwhile, social policy is becoming increasingly
harmonized at the European level, which will undoubtedly affect the
subsidiarity principle.

Now, let us look at the history of European political interference in health
care matters. Some 25 years ago, this involvement began, somewhat hesi-
tatingly, with health ministers exchanging their worries about the rapidly
increasing costs of health care. The reason for this was simply that each of
them had become convinced that something had to be done within his or
her member state to get control of health care developments. But also, each
of them had to find solutions individually within their member state. At the
European level, for a long time, practical interference remained focused
mainly on health-related and public health matters, resulting in increasing
cooperation in these areas. But governments could no longer deny the fact
that, as had already been argued by the European Commission in 1982,
health care costs formed the major part of a country’s social security
budget. No wonder, therefore, that this exchange of worries by the minis-
ters of health was accompanied by proposals to cooperate in controlling the
costs. Since then, we have read about increasing efficiency and effective-
ness, about establishing a common database, about transparency of medical
product prices, about containment measures, about comparable health data,
about benchmarking, about good practices, and so on.

It seems to me that this ultimately will lead to a harmonization of health
care activities at the European level. Four arguments, in combination,
support of this point of view.
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First of all, for decades, health care was thought not to be important
enough to receive specific attention within the European political frame-
work. Far behind the Common Agricultural Policy, it was a minor part of
social policy. Since 1999, however, we have had a European Directorate for
Health and Consumer Protection (DGXXIV). We may assume that this
directorate will increase its focus on health care matters throughout the
European Union.

Secondly, the European Commission has expressed that it sees itself as
qualified to add European value to health care systems, starting with the
setting-up of a database with comparative information.

Thirdly, there is increasing interest in a European health insurance card,
combined with a European health insurance system. If this becomes reality,
we may safely assume that pursuing efficiency and effectiveness on pro-
viding health care will be high on the insurers’ agenda.

Finally, and most importantly, the information technology is now
available.

Now, assume yourself to be the European Commissioner responsible for
health, meeting regularly with the ministers of health from the member
states, knowing that, in health care, each country acts as it pleases and also
knowing that the relational picture of all the parties involved in health care
resembles a wheelbarrow full of frogs, accepting that the developments in
health care (finance excepted) are difficult to control, and, in particular,
realizing yourself that all those member-state ministers have to do their
utmost to live up to their constitutional obligations regarding their citizens’
health, what would you do?

You would persuade those ministers to work closely together on all those
aspects of health care which do not directly touch upon the principle of sub-
sidiarity, and which could benefit each of them individually. Finance is such
an aspect. In line with the ongoing harmonization of social policy, there-
fore, financial harmonization in health care provision matters is a logical
next step. It may take another ten years, but it will come. And this can even
be done while maintaining the idea of subsidiarity. After all, health minis-
ters working together to get control of health care in financial terms implic-
itly admit that they are not capable of doing that individually. This, in turn,
legitimizes action at the European Community level in accordance with the
principle of subsidiarity as formulated in the preamble of the Maastricht
Treaty.* Consequently, there will come a time when health care provision
will have to be delivered in line with European Union cost and price reg-
ulations. In addition to this, it is not unreasonable to assume that the use of
new technologies, except for the strictly private health care market, will also
be subject to EU policies. Even now, initiatives to harmonize technology
assessment at the EU level are underway. In this respect, the EU-funded
ECHTA project (European Collaboration on Health Technology Assess-
ment) has proposed gathering and distributing health technology assess-
ment findings to decision-making bodies of the respective member states
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through the establishment of an EU clearing house.* Following this line of
argument, the European Union may realize that Union-wide planning,
based on centers of excellence, could deliver a more cost-effective way of
ensuring high-technology care in some specialized areas.”

In the longer term, developments like these may have serious conse-
quences for the managerial freedom of health care providers. I will return
to this topic later.

7.2.2 Practical Regulations

National governments, applying the territoriality principle, mostly limit their
activities regarding health care to legal arrangements for their own citizens
through nationally recognized insurers. However, regardless of whether the
European Union further integrates economically, the citizens of Europe will
always go abroad. They may do so because they want to spend their holiday
in the sunny parts of the European continent, their job may require them to
work temporarily elsewhere, or they may want to spend wintertime in a
more agreeable climate. No matter what the reasons are, however, during
their stay in another member state, they may meet with an accident or they
may become sick and need medical care. And since it is not unlikely that the
seriousness of their illness will make it impossible for them to return imme-
diately to their country of residence for medical treatment, it is appropriate
that member states set up arrangements to deal with the unexpected health
care needs of foreigners. The governments of the European Union have
done so extensively by establishing practical regulations regarding health
care for their citizens in other member states. In 1958 the territoriality prin-
ciple was mitigated for the purposes of providing health care for immigrant
workers. From that moment on, they and their families were entitled to
health care in their country of residence. This entitlement was limited,
however, to immigrant workers from member states. Thirteen years later, in
1971, the European Council introduced regulation No. 1408/71 regarding the
application of social security schemes to employed persons, self-employed
people, and their families, in the case of moving within the European
Union.* From this regulation followed a number of so-called E-forms. The
forms most frequently used to obtain health care abroad are—

1. E-111, which secures emergency services for the insured and their rel-
atives in a situation of displacement. Since 1996, this form has also granted
permission to obtain dialysis and oxigenotherapy services, and since 2001,
it has granted health services to pregnant women before the 38" week of
gestation.

2. E-112,which grants health coverage for the insured and their relatives.
This form is used for treatment in another state which is not available in
the country of residence. In addition, it applies to continued assistance for
the insured and his relatives.
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3. E-113 authorizes hospitalization in a different member state.

4. E-114 makes it possible to receive significant treatment in another
member state. In 1982, the list of the treatments was specified (orthopaedic
prosthesis, orthopaedic shoe gear, hearing aids, wheel chairs, et cetera).

5. E-119 guarantees the right of the unemployed, and their relatives, to
health care when they are looking for a job in another member state.

6. E-120 certifies the right to benefits for pension applicants.

7. E-126 grants reimbursement for benefits in kind.

8. E-128 is a health care arrangement for workers and students who are
engaged in official study courses.

For most of these forms, the urgency criterion applies.

As discussed previously, these kinds of arrangements have been
established independently from further European integration. They are
practical arrangements from the insurance side “in case something
happens.” In financial terms, the significance of this type of cross-border
care is very limited, on average amounting to less than €2.00 per capita in
1998, with Luxembourg as an exception.” Natural obstacles like language,
distance, lack of information regarding the foreign health care system,
administrative procedures, and traveling time, play an important impeding
role.

Patients are not the only ones whose movement is very limited. Free
movement of health care staff is also rather insignificant. Research on the
first ten years of implementation of the free movement of persons made it
clear that, for example, the number of physicians moving abroad was limited
to 0.21% of the overall workforce.” Despite the way free movement was
discussed shortly before the latest enlargement of the European Union,
which suggested that European health care professionals would be con-
stantly traveling around within the European Union, this appears not to
have happened to any significant extent thus far. Generally speaking, we
know very little about the effects of free movement on professionals, with
the exception of doctors.* Overall, so far the right of people to move freely
has not led to doctors’ exoduses to and from countries within the European
Union. Not only language, but also cultural and social barriers, as well as
restrictive policies of national governments, play an important role here. As
for the latter, the lack of mutual recognition of formal qualifications and,
even more so, national regulations regarding continuing education, appear
to impede free movement. National restriction policies, however, may lead
to intervention from the Court of Justice in Luxembourg.

Another type of practical arrangement is cross-border activity regarding
health care provision. We see an increasing number of cross-border
cooperation projects on a structural basis among health care providers
throughout Europe. Research by the European Hospital and Health Care
Federation (HOPE) in 2003 identified no less than 169 projects, with 28
along 37 common borders, involving a few hundred health care institu-
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tions.”® The research shows a wide range of cooperation objectives, varying
from emergency care to telemedicine, sharing of expensive equipment,
human resources, research projects, funding issues, et cetera. Cross-border
projects seem to be to the benefit of all parties involved. Patients are no
longer confronted with traveling long distances; hospitals benefit from the
sharing of facilities; insurers can contribute to the reduction of waiting lists
while, for health care systems, the principle of economies of scale applies.”!

Regarding these cross-border projects, two additional remarks should be
made. First of all, they appear to be bottom-up processes. Authorities,
though interested, are not particularly involved. Secondly, apart from the
lack of a legal framework,* funding issues, for example, patient reimburse-
ment, as well as administrative differences, are key problems. Insurers,
however, appear to be cooperative. As an example, the Dutch CZ group
insurer, together with the German AOK Rheinland, developed a simple
International Health Card for their clients, which gives them free access to
all basic medical specialist care anywhere in the EU region Meuse-Rhine.”

It is not very likely that, in the near future, cross-border projects will lead
to the creation of a single health care system for the European Union. Nev-
ertheless, health ministers of the European Union have expressly declared
their intention to increase their involvement and actively participate in
these types of arrangements.** Politicians may, therefore, like the partners
in the projects, see their involvement as an opportunity to learn. That learn-
ing process may contribute to a (further) erosion of the subsidiarity prin-
ciple regarding health care systems.

7.2.3 Rulings of the European Court of Justice

In 1978 and 1979, the European Court of Justice (ECJ) had already ruled
that insurers always have to give authorization for treatment in another
country of the European Union if that treatment was indicated for the
person involved and the necessary care could be provided within a rea-
sonable timeframe in that person’s country of residence. Although these
rulings were important for the formulation of regulations regarding the free
movement of persons, they did not fundamentally touch upon the principle
of subsidiarity regarding health care. As long as governments saw to it that
the necessary care could be provided within a reasonable timeframe within
their countries, authorization to go abroad could be refused. And this is
exactly what happened. Things changed with ECJ rulings some 20 years
later. Below, I present some important illustrative examples.

To begin with, the Decker and Kohll rulings of 1998 regarding ambula-
tory treatment in a neighboring country without prior permission subordi-
nated the subsidiarity principle to the free movement of persons, goods, and
services. The initial reaction of governments was that the Decker and Kohll
rulings explicitly and exclusively had consequences for ambulatory care.
Institutional care, they assumed, would stay out of reach.
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This assumption was proved wrong by the ECJ’s rulings in the
Smits—Peerbooms cases of July 2001. Without prior authorization, a Dutch
citizen, Mrs. Smit, received multidisciplinary Parkinson’s treatment in a
German clinic. She paid for the treatment in Germany and proceeded to
present the bill to her Dutch insurer. That insurer refused reimbursement,
arguing that the German treatment was unusual among professionals, that
adequate treatment by a contracted Dutch provider would have been pos-
sible, and that the German treatment did not add medical value.

A 36-year-old Dutch citizen, Mr. Peerbooms lapsed into a coma as a con-
sequence of a car accident. The attending neurologist advised his relatives
to take him to an Austrian clinic, where he came back to consciousness
through intensive neurostimulation treatment. At that time, the Nether-
lands employed this kind of treatment only on an experimental basis for
patients under the age of 25 years. In Austria, the relevant treatment was
already fully covered by the insurer. The Dutch insurer refused reimburse-
ment, arguing that adequate treatment would also have been available in
the Netherlands.

Both Smits and Peerbooms went to the ECJ. At stake was, primarily, the
question of whether hospital care should be considered an economic activ-
ity which, therefore, was subject to the free movement of goods and ser-
vices, and, secondarily, whether prior authorization for such an activity was
necessary.

The national governments involved set up their defense, arguing that
(a) there is no question of payment if the patient receives treatment
free of charge, or, in the event that the patient has paid, this payment is
fully or partly reimbursed; (b) labeling the health care items in question
as an economic activity would only apply if the provider had a profit
motive; and (c) social insurance systems could not be considered as
free economic activities governed by the terms of the treaty because
patients concerned would neither be capable of deciding for themselves
on the nature, the content, and the scope of the necessary care, nor on the
price of it.

The ECJ did not go along with these arguments and ruled that while
European Community law does not detract from the power of member
states to organize their social security systems, member states must, never-
theless, comply with the principle of freedom to provide services when exer-
cising that power. It held that it was not necessary for patients to pay for
the service rendered as a condition for labeling the treatment a service. Fur-
thermore, the ECJ ruled that prior authorization would obstruct patients
from having their treatment abroad. Such a barrier would only be legiti-
mate for reasons of general interest. This would be the case if treatment
abroad would (a) result in a serious threat for a balanced system of social
security, (b) threaten the objective of a balanced service delivery for all
citizens, and (c) endanger the maintenance of treatment capacities and
medical competences.
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In conclusion, according to ECJ rulings, treatment in hospitals is not
exempted from EU regulations regarding the free movement of goods and
services. This also applies for systems with service delivery in kind. The
problem behind all this is that, while the ECJ acknowledged the right of
member states to define the coverage package, it also appears to have called
for a European-wide consensus on what should be covered and what should
be deemed evidence-based. Indirectly, the consequence is that European
jurisprudence marginalized the territoriality principle as it applies to health
care systems, while, as a side effect, national insurance regulations have
been extended to health care providers all over Europe.

In principle, the foregoing also applies to voluntary health insurance. That
too, is an economic activity which is subject to EU regulations. In this
respect, in most member states voluntary health insurance exists as part of
a legal systems of social security. Here, the EU regulation is that health
insurance that is part of a statutory system of social security is excluded
from the EU competition directives. It depends, however, on how one
defines social security. In dual systems, like the Netherlands, it is not certain
beforehand that the competition directives do not apply. If we add to this
the fact that private insurers are complaining about the tax advantages of
mutual health funds and voluntary not-for-profit insurers, while accusing
them of misusing their dominant position, one can safely predict that the
ECJ still has much work to do in order to clarify this issue. For example,
currently (in 2005) being heard is a case of a private insurer who is accus-
ing a Belgian mutual health fund of misusing its dominant position by offer-
ing voluntary additional insurance at a price that no private competitor can
beat. It is not difficult to imagine other developments which could decrease
member states’ capabilities to uphold their voluntary health insurance
based on solidarity.

Finally, there is the question of whether health care institutions can be
considered an “undertaking.” According to EU competition policy, each
entity engaged in economic activities is an undertaking, regardless of its
legal status or the way it is financed. In this respect, the ECJ has ruled fur-
thermore that, for an undertaking, the profit motive is not necessarily a
decisive criterion. Consequently, non-profit organizations and charitable
institutions may also be labeled undertakings. Moreover, the ECJ holds that
it is irrelevant who the owner of an undertaking is or whether it is governed
by private or public law. Consequently, government agencies are also under-
takings. All in all, the only way for an organization not to be defined as an
undertaking is if its activities can be considered non-economic. Here, the
ECJ is to be very strict, arguing that if such an activity can also be taken
up by a private organization, one cannot label it as being non-economic.
Altogether, this means that health care organizations pursuing social objec-
tives do not by definition remain free from competition regulations at the
level of the European Union. The distinctive argument is “whether a given
health care institution acts so differently from private undertakings so that
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a private company, working in the same way, could not, in principle, hope
to make a profit. Whether the health care institution actually seeks to make
a profit is irrelevant. An economic activity can therefore be defined as one
that can be carried out to realise a profit, even if this does not actually
happen. An activity that is only possible on a non-profit making basis is dif-
ferent from an economic one because it is not guided by economic motives
but, instead, by the principles of solidarity and of social protection.” In this
respect, a recent ruling from the European Tribunal of First Instance is
meaningful, because it labeled the purchasing activities of a buyers’ co-
operative, not having a profit motive, as a non-economic activity because of
the purely social character of those activities, based on the principle of
national solidarity.>

Altogether, the discussion on the definition of an undertaking shows that
health care institutions are potentially subject to the rules of European
competition policy. They are considered to be undertakings. Ownership or
profit motive are not important in this respect. What counts is that they are
engaged in economic activities. Even if the majority of their activities are
non-economic, this does not automatically apply to all their activities.

There are several ways, however, to label activities as being non-
economic. One way is to think of activities as a sovereign state affair. Then,
however, the state has to prove that it is necessary for it to execute those
activities itself. Delegating their execution to other organizations, and still
claiming them to be non-economic, may not hold in court.

All in all, it is highly possible that reforming health care by introducing
market elements may subject these systems to the rules of European
competition. In other words, stipulating the free movement of persons,
goods, and services among health care systems may infringe the principle
of solidarity.

7.3 Enlargement

Adding to the health (care) policy issues of European integration is the
latest enlargement of May 2004.° Of the ten new members, eight have a
communist history. But this does not mean that their health care systems
are alike, i.e., centrally controlled and directed. Consequently, comparing
these health care systems is just as difficult and arbitrary as is the case with
the 15 countries that were already members of the European Union before
May 2004. The problems of integrating these eight new members, however,
are manifold. Particularly problematic is the fact that there is an enormous
economic gap, with their GDP in 2001 being less than half the average GDP
of the 15 members. Even adjusted for purchasing power, the difference is
considerable.” The relative poverty of these new members is reflected in
their citizens’ health. Life expectancy at birth is considerably lower than in
the 15 pre-existing member states; death rates compare unfavorably; and
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the number of people reporting long-standing illness is substantial. Much
of this is caused by the lack of an adequate health care infrastructure, i.e.,
health care facilities which can be quickly and easily accessed. It is esti-
mated that 25% of the mortality gap (between birth and the age of 75 years)
can be explained by failures in medical care. Furthermore, new pharma-
ceuticals and new surgical techniques which came into use in Western
Europe from the 1970s on were only rarely introduced in the East.”® While
a lot remains to be done to improve the health status of the people who
just joined the European Union, much was already done during the tran-
sition process. A well-known example is the Phare program of 1989, an
important source of assistance, contributing no less than 36% of total devel-
opment finances for Central and Eastern Europe in 1999, directed at
systems development (sustainable financing, hospital management, primary
care development, information systems, human resources, et cetera). Fur-
thermore, the European Bank for Reconstruction and Development and
the World Bank contributed their share. The WHO appointed “liaison offi-
cers” to support health policy-making in transition countries. Individual
countries of the West took initiatives for bilateral support, whereas indi-
vidual hospitals started twinning projects.”

It took some time before health and enlargement became a substantial
item on the political agenda of the European Union. From about the turn
of the century, however, EU presidents started to organize specific health
and enlargement conferences.” From those days on, health care and
enlargement became a topic of political interest at the European level.

First of all, this interest focused on public health, and in particular
such items as health and safety, communicable diseases, and alcohol and
tobacco.

As for health and safety, is should be realized that for the 15 preexisting
member states the costs of inadequate safety measures were already
estimated to be between 2.6% and 3.8% of GDP, or 1% to 5% of operat-
ing profits in most sectors. Reducing risks to health and safety may in the
longer term increase productivity and profitability." Health and safety mea-
sures should take account of the need for a level playing field in an (inte-
grated) EU business community.

Regarding communicable diseases, the reality is that in the 15 preexist-
ing member states mechanisms for surveillance and control differ widely
and are undersourced. Here, political action by the European Union should
deliver greater benefits than would be realizable if each member state acted
on its own, if only because communicable diseases know no national
frontiers.”?

Finally, concerning alcohol and tobacco, EU politics will have to deal with
existing differences regarding anti-smoking policies between member
states. Some countries are relaxed in this respect; others have imposed
severe measures. Here, the ambiguity is that the European Union is, first of
all, an economic entity “where trade appears to trump health at all turns.”®
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Comparable ambiguity exists about pharmaceutical policy within an
enlarged European Union, i.e., a desire for free trade on the one hand, and
the wish to regulate pricing in the framework of cost containment on the
other. Intellectual property rights, regulations about the provision of new
drugs, reimbursement policies, parallel imports, reference prices, positive
lists, et cetera, are all items that must be considered in the design of a phar-
maceutical policy for the European Union.* Such a policy deserves to be
high on the EU’s agenda because pharmaceutical spending has reached a
level of 10% to 15% of total health care spending, a growth which has
outpaced that of inpatient and outpatient care in most countries of the
European Union.®

Furthermore, there is the freedom of movement of persons, which may
have consequences for the labor market in health care. Also, patients are
free to travel abroad for their treatment. If patients do so in considerable
numbers, this may affect the health care infrastructure in their country of
residence. As for the labor market, there is the problem of mutual recog-
nition of medical training, in addition to the fact that there are remunera-
tion differences. Medical specialists from the new entrants with accepted
qualifications may, for income reasons, prefer to apply for positions in the
15 preexisting member states. At the same time, these member states may
try to recruit physicians from the new member states due to the shortages
in medical staff they are experiencing. As it is, there is not much known in
quantitative terms regarding these aspects of enlargement. Nevertheless,
there is concern about the impact of free movement. The European Com-
mission, however, expects this impact to be limited.*

Next, there are considerable price differences. Charges for hip replace-
ments, for example, may differ sevenfold between EU countries.”’

Allin all, the enlarged European Union will face a tremendous challenge
in attempting to adjust and streamline the many different aspects of health
care. In analyzing this process, Dubois and McKee distinguish between two
hypotheses.®® The first one emphasizes the convergence of health care
systems based on the transition to a market economy. Under the second
hypothesis, institutional diversity between the member states is the starting
point. The first hypothesis suggests that the health care systems of the
former communist countries are likely to pursue the standards of the West,
expecting them to become more economically viable, responsive, and com-
patible with the market economy. Consequently, these health care systems
will become similarly exposed to the exogenous challenges faced by the
health care systems of the West. The second hypothesis takes into account
the diversity of national circumstances, suggesting that different histories
and different contexts lead to different transformation paths. The authors
do not express a preference regarding the two hypotheses. However, since
the new former communist members allocated on average 6.2% of GDP
on health care, compared to 8.5% in the 15 preexisting member states,” and
given the fact that the people of those former communist countries enjoy
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a relatively poor health status, with their GDP being considerably lower
than that of the West, it seems logical to assume that investing in the health
care infrastructure is inevitable if one wants to approach Western health
care standards in a not-too-distant future. But upgrading that infrastructure
“is pretty much a linear function of economic growth.”” Given what their
GDP growth rates have been up till now, however, it will take the former
communist countries some decades to reach the Western standards. The
question is whether it is wise to follow such a policy. In line with what I said
in section 1.3.3, the West should realize that, for the sake of a continuously
(politically) stable European Union, the differences in health care stan-
dards should not be too large. Investing in the health care infrastructure of
these new member states seems appropriate, therefore. Specific structural
funds of the European Union could be the instrument to do this.

7.4 Summary

In line with the Maastricht Treaty, health care in the countries of the Euro-
pean Union is subject to the subsidiarity principle, which implies that each
member state is free to choose the organizational structure and financial
arrangements. Thanks to the ongoing European economic integration,
however, this subsidiarity principle is slowly being eroded. This does not
mean, though, that the health care systems of the countries of the Euro-
pean Union will converge into a universal one, because the organizational
and financial arrangements differ too greatly. Convergence will concentrate
on two aspects, finance and quality, which can be relatively easily brought
onto a common footing. Given political considerations at the EU level over
the past decades, the European Commission will probably take the lead in
designing this type of convergence policy. It also seems wise for the Euro-
pean Commission to supervise upgrading the health care infrastructures of
the new entrants with a communist history.
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Investing in Health Care

This chapter and the next one deal with developments in health care since
the end of the Second World War. It should be noted that, for the first 10
to 15 years after the Second World War, there is hardly any useful aggre-
gated information available, either quantitative or qualitative. An analysis
in financial terms, therefore, must start in 1960. From that time on, the coun-
tries of the European Union started to collect data systematically. These
data have been collated by the OECD.

In retrospect, the 40 years from 1960 to 2000 can be divided into a period
of growth in health care expenditure, lasting from 1960 to 1980, followed
by a period of reform, which started around the beginning of the 1980s and
is still continuing. This chapter is limited to the first period. During this
period, the combined influence of organizational, medical, political, and
economic change led to the creation of the “health industry.”" I will deal
with these four types of change in separate sections, and I will conclude the
chapter by going into the rising criticism regarding this industry, which
started around the mid-1970s.

8.1 From a Closed System to an Open One

For the first 10 to 15 years after the Second World War, hospitals in general,
as well as other health care institutions, functioned more or less in isolation
from society. These institutions, many of which were established by religious
congregations, formed a world of their own, characterized by devotion and
decent poverty. This was reflected in the composition of the administration
in which mother or father superior, minister, priest, or rector, were amply
represented. This explains why hospitals’ annual reports of those days
reported extensively on spiritual matters. These reports sometimes even
started with a real sermon or the results of examinations of the nursing-
staff-in-training on theological subjects.

Medical staff and medical performance were extensively reviewed. In-
dividual medical staff members were listed as well as the diagnoses per
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specialty. Otherwise, information was limited to the training of nurses, dis-
ciplinary regulations, compensation of the costs of further education and
training, promotions, jubilees, and, once in a while, mention of a represen-
tative council for those employed by the hospital.

The hospitals’ daily practical operation was under the leadership of the
medical superintendent, who could be assisted by a deputy, usually female,
who had specialized in nursing matters. It was very exceptional to have a
business administrator as a member of the board. Doctors were held in high
esteem, were very well looked after, and received all types of fringe bene-
fits. In the case of psychiatric hospitals and institutions for the mentally re-
tarded, doctors could live on the organization’s premises, paying modest
rents, and having their houses and gardens maintained by the organization’s
technical staff.

In contrast to this closed world, the business community of those days
was already paying extensive attention to the international economic
situation, reviewing companies’ positions in the market. Government inter-
ference in the economic process, particularly regarding fiscal policy and
trade relations, was a regular theme in their annual reports. Economic
trends were assessed, and there were complaints about an overstrained
labor market, which was assumed to lead to wage increases that were not
in line with increases in productivity. The importance of research and devel-
opment was underlined regularly, and the term customer service came into
use.

In short, unlike the health care world, the business community paid atten-
tion to the external environment as a matter of course. Insofar as health
care institutions did this at all, their focus was mostly limited to the imme-
diate external environment.

To understand these differences, it is important to realize that, after the
war, much of the industrial capacity of the countries of Europe was
destroyed. Rebuilding that capacity was, therefore, the first priority of
European governments. In line with this, the costs of labor had to be kept
as low as possible. This could be done by a centrally controlled wage policy,
or, for countries with a health care system based on social security, by
keeping the premiums as moderate as possible. In short, governments’
health care policy, while making use of financial instruments, was directed
at decelerating the speed of extension, thus creating room for industrial
investment.

For hospitals, the financial instruments were price control and limitations
on the creation of new capacities. Where social insurance companies per-
formed an intermediary role, they had to use up their financial reserves.
General practitioners saw their fees frozen, and home-nursing services had
to cope with a limitation in subsidies. Of course, this had financial conse-
quences for health care institutions.

Meanwhile, health care providers had to handle a strongly increasing
demand. Therefore, it was no exception in those days for hospital patients
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to be accommodated in the corridors for the simple reason that the wards
were overcrowded.

The financial problems of health care providers became even more
severe because of the increasing exodus of religious congregations. Instead
of drawing a labor force from their own ranks, whose members had never
heard of a collective labor agreement, an eight-hour working day, or democ-
racy in labour relations, and who had a holiday of no more than a few days
per year for a religious retreat, these congregations had to enter the labor
market with its accompanying terms. Working in health care thus became
a job or a profession, instead of a calling. In this respect, it should be real-
ized that replacement of one congregation member of the “old style,” i.e.,
working 12 hours per day, 7 days per week, took more than two employees
from the labor market. Consequently, the costs of labor more than doubled.
The resulting price increase could only partly be compensated for by an
increase in the price of medical services. With governments persisting in
their policies of scarcity, and not directing developments, the only thing that
hospitals, i.e., mostly congregations, could do to bridge the gap between
their revenues and the costs of increasing medical consumption was to draw
on their own financial reserves. These financial reserves, for that matter,
could be considerable because of substantial legacies and benefactions.

From the 1960s on, the world of health care was transformed very rapidly
from a closed system into an open one. More and more, health care came
to be seen as a business characterized by fast growth and increasing
complexity. It was no longer a world in itself, and those in charge became con-
vinced that the hospital organization should not be considered in isolation
but in the context of the environment at large. Mother and father superior,
as well as the minister, the rector, and the priest, disappeared from the admin-
istration and were replaced by professionals.” The business administrator
entered the hospital boardroom, and religious convictions became less dom-
inant. Medical and technological developments accelerated, resulting in a
boom in diagnostic and therapeutic opportunities. As a consequence of these
developments, staff increased, particularly paramedics and medical auxiliary
staff like physiotherapists, laboratory assistants, analysts, technicians, and
social workers. General hospitals in the Netherlands, for example, saw a
growth in staff members of 25% during the period 1968-1972, and overall
employment in health care in OECD countries almost doubled during the
period 1970-1990.° In short, hospitals entered the third phase of medical
science and technology,i.e.,“the modern era of the biological revolution, the
development of machine-based technology, and the appearance of extended
longevity, with a corresponding increase in rates of chronic diseases.™

With regard to mental health care, a change in treatment philosophy
came about. Categorization, small-scale accommodation, smaller groups,
and deconcentration characterized this change. As for the “technology” of
psychiatric treatment, an extreme differentiation was carried through. In
no time at all, this aspect of health care developed several distinctive
“technologies” or models. Based on two main streams, behavioral psychol-
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ogy and psychoanalysis, psychotherapy was differentiated into a large
number of side therapies (family therapy, group therapy, therapy on
analytic lines, the Rogerian approach, et cetera).’

There was an increasing interest in treatment outside institutional walls.
Treatment in outpatient clinics developed rapidly, and day treatment be-
came popular. Cooperation between different types of institutional care got
off the ground, whereas in the hospitals, patients became clients, and public
relations became policy items: the flower and fruit stall, the hairdresser and
the beauty parlour, the television room and the restaurant became endur-
ing elements of hospital accommodation.

In the beginning of the 1970s, with the nuns, deaconesses, and lay
brothers almost all gone, personnel departments got off the ground, and
it soon became clear that their job was not only to provide adequate
staffing, reduce absenteeism, and set salary conditions, but also to
take care of matters like career policies, assessment systems, and social
counseling.

Meanwhile, the increasing complexity of health care organizations, result-
ing from medical-technological developments and a strong increase in staff,
caused these personnel departments to create solutions for an increasingly
complex communications network. At the same time, changing opinions in
society regarding labor relations resulted in a strongly growing culture of
consultation. Although that culture labelled its instruments differently, e.g.,
employee participation, work-progress discussion, or grievance committees,
each of these instruments was an expression of the democratization of labor
relations.

Starting in the beginning of the 1970s, health care organizations began to
engage in continuously developing or adjusting organizational structures
with the help of external management consultants, who were quite often
professionals in areas of social work. The old-fashioned tripartite structure
of the medical staff, the nursing staff, and the support staff of the 1960s was
replaced by the matrix structure of the 1970s, implicitly acknowledging that
health care can also be considered as a range of production processes, each
of which needs specific inputs. Policy preparation and consulting platforms
were set up. Memoranda were written in which new organizational struc-
tures were explained, policy plans unfolded, missions were presented, and
ideas on the future were expressed.

Contrary to the situation in the business world, the democratization of
labor relations in health care organizations was viewed as an objective,
worth to pursue in its own right. Moreover, an important difference with
health care organizations was that creating democratic labor relations in
the business world was not sought so much in complex structures and plat-
forms of consultation, but in creating opportunities for co-decision-making
by employees. Business leaders pursued management flexibility by dele-
gating responsibilities and authority to lower organizational layers, thus
offering employees the opportunities to develop their talents. There was an
extension of duties, job rotation, process design, education, and training.
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Although to the bigger companies, economies of scale were thought to be
very important, pursuing that objective was carried through while main-
taining controllability and flexibility through a policy of decentralization,
taking into account central guidelines. Management teams were small,
directed at improving decisiveness, because this was believed to increase
the flexibility the market demanded.

In short, the democratization of labor relations in business life was
expressly connected to promoting personal responsibility in the workplace.
When the economy stagnated around the beginning of the 1980s, this phi-
losophy was also applied to the carrying out of cost reduction programs.

8.2 The Authority of Medicine

During and after the Second World War, the United States took the lead in
the further development of health care. The countries of Western Europe
followed some time later, due to the fact that their immediate priorities lay
with recovering from the devastation of the war.°®

During the war and the two decades thereafter, great strides in health
care knowledge were made in the United States, with American medical
faculties teaching students many new ways to combat disease. At that time,
medical academicians considered themselves to be doing good work for
society.” Medical faculty members had a certain disdain for commercial
activities, did not patent their discoveries, were satisfied with relatively low
salaries and adhered to high standards of intellectual honesty. Those who
entered medicine were advised to do so out of a desire to serve the public,
accepting that they would not become wealthy from medical practice.® Non-
monetary rewards, like recognition from peers and society, were thought to
be more important than financial gains. In the words of Ludmerer, “the cur-
rency of academic medicine was not dollars but publications, appointments,
titles, memberships, and awards.”

Furthermore, medicine was highly appreciated by the public at large, not
least as a consequence of some striking medical achievements during the
war. During that time, an antidote to chemical weapons was discovered and
research was stimulated which culminated in the synthesis of cortisone.
Surgery on the battlefield influenced the development of heart surgery, and,
of course, there was the discovery of penicillin."” These war-related inno-
vations created a “critical mass,” which, together with developments in the
pharmaceutical industry, contributed to a chain reaction of further
progress.'! Moreover, the euphoria after the war victory “released a surge
of pent-up utopian energies.”'> Medicine could help to make the world a
better place, it was believed. Consequently, medical research funding in the
United States during the first two decades after the war increased to
staggering heights, from $87 million in 1947 to over $2 billion in 1966, of
which the major part was federal government financing."”
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The easy availability of federal funds for research, together with achieve-
ments in bio-medical research and the adulation of the public, created a
“golden age” for medical schools, particularly in the 1950s and 1960s,"
during which medical education became a “national enterprise.”’> Many
students entered American medical schools, causing the number of MD
graduates to increase by almost 230% over the period 1960-1980. But
medical schools, their number having increased by around 45% over the
same period,'® were not only established to train doctors. They were also
places to practice “clinical science,” which caused medicine to evolve from
“a single broad area of practice into a federation of diverse disciplines.”"”
In contrast to a primary objective of medical education being “training for
uncertainty,” and making students “alert to the exception,”'® specialization
and sub-specialization apparently were thought to deliver more certainty
in combating disease. Moreover, specialized training was intended to
develop the specific skills necessary for the use of new technological equip-
ment and the application of new and complicated procedures. Conse-
quently, new categories of medical specialties (gastro-enterology,
endocrinology, medical oncology, clinical pharmacology, et cetera), together
with the necessary auxiliary staff and infrastructural capacities (for
example, intensive care units) became part of the medical world."”

The countries of Western Europe soon followed the United States. In the
1970s, the number of kidney specialists in the United Kingdom, for example,
increased around fourfold as a consequence of an increasing demand for
dialysis and transplantation. The greater opportunities to treat coronary
heart disease led the number of cardiologists to almost double; that of
haematologists quadrupled once certain types of leukaemia and lym-
phomas could be treated; and the number of psychiatrists doubled once
mental illness came to be seen as a treatable disorder.

In short, medicine developed into a highly sophisticated enterprise, able to
deal with a large range of human illnesses. And the public, becoming increas-
ingly health conscious, loved it. After all, except for suiciders, nobody wants
to die unnecessarily. Consequently, particularly in the United States, health
policy became based on the assumption that a nation’s health depended on
the quality and quantity of doctors.”” Furthermore, a nation’s health was
believed to contribute to its competitiveness.” Investing in medical education
and research, therefore, was perceived as an economic benefit to the country.”

No wonder, then, that doctors and what they did were much appreciated.
Society itself granted supreme authority to the medical profession, making
it preeminent, and the assumption that “doctor knows best” was not
questioned. Particularly during the early and middle decades of the 20"
century, when doctors were primarily dealing with acute diseases, the
medicine’s authority was clear and unchallenged.”® As a consequence,
particularly in the United States, for almost a quarter of a century after
the Second World War, the medical establishment was hardly questioned,
either by the public or by governments. There were no questions about
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the necessity and scope of specialization, and there were no worries
about the optimal mix of specialists and general practitioners, or the
increasing level of medical testing.** Through the conjunction of pro-
fessional associations and with state support, the medical establishment had
gained a monopoly over its work. This monopoly position was political in
character, “involving the aid of the state in establishing and maintaining the
profession’s preeminence.””

Interestingly, it was the academic medical world itself which, in the 1960s,
expressed criticism about these developments, believing that the proper
balance between specialists and general practitioners had been disturbed.
From over 80% in the 1930s, by the mid-1960s the numbers of American
medical students who planned to enter general practice had dropped to only
15%; the rest wished to specialize.”® Furthermore, medical testing evolved
into overinvestigation. Throughout the 1970s, the number of medical testing
in the United States doubled, leading some to speak of the syndrome of
“medical vampirism,” because patients in hospitals could become anemic as
a result of blood loss caused by too much blood testing. Sometimes they
even needed blood transfusions.”” All in all, technology and testing became
ends in themselves, with doctors failing to exert self-control over their new-
found powers.” It can be argued that health care in the 1970s came under
the influence of the “technologic imperative,” which commanded that all
possibilities available be used for the treatment of patients.”’

Though all this may be true for “the glory days of medicine” of the
1970s, it is an oversimplification to blame the medical establishment for
the fact that, during the period 19601980, medicine went “out of control,”
an observation which is in itself debatable. After all, the positive aspects of
the developments in medical care are many. More illnesses became curable,
the average length of stay in acute hospitals decreased, turnover in the use
of hospital beds increased, treatment in outpatient clinics expanded enor-
mously, et cetera.”” In short, despite the negative aspects like overinvesti-
gation, overall medicine became more effective and efficient.

We also should mention the health-conscious public, which started to
regard health care as a basic right, which led to an increased demand for
doctors and medical services.” This health-conscious public also expected
doctors to do everything possible to combat disease. Negligence, increasingly
led to legal proceedings. As an example, the number of legal cases against
obstetricians in the United Kingdom tripled between 1983 and 1990.*
Lawyers in the United States, and increasingly in the countries of the Euro-
pean Union, are making a lot of money litigating medical malpractice cases.

Also, the idea that health care is a basic right has been reinforced through
legislation. In this respect, the introduction of Medicare and Medicaid in the
United States in 1965 is exemplary. Its introduction should be appreciated
in a historical context. It was the time of President Johnson’s “War on
Poverty,” the Civil Rights Act of 1964, and the Voting Rights Act of 1965. In
short, those were the days of the belief in the manageability of a fair and
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just democratic society. The introduction of Medicare and Medicaid was in
conformity with this belief, as it was meant to bring elderly and poor people
into the same health care system that already served the more affluent cit-
izens, of whom 75% were privately insured in 1965. In short, the objective
was to create a classless health care system.” But this creation had its price,
since spending on Medicare and Medicaid programs, increased fourfold
from 1971 to 1976, from $14 billion to $56 billion, and overall health care
costs experienced annual double-digit growth for more than a decade.®

The consequences for health care provision in the United States were
enormous. Almost overnight, it considerably broadened health care’s
potential to generate income. Uninsured patients, who before the passage
of Medicare and Medicaid would be treated free of charge because they
were “interesting clinical material”’ for (teaching) hospitals, now became
financially interesting. Based on a fee-for-service system, under the terms
of the new legislation, each treatment and investigation became reim-
bursable with public and private third-party payers. This caused clinical ser-
vices to grow rapidly, thus generating income for hospitals; it caused a
change in the attitudes of doctors, who now stood to benefit financially; it
caused an erosion of the charitable mission of hospitals,® and it caused
interest in clinical scientific research to decrease, because graduates pre-
ferred making money in private practice.” Focusing on academic medical
centers, Ludmerer therefore rightfully observes that the introduction of
Medicare and Medicaid transformed them from charitable institutions into
“vendors of services.”* Consequently, health care became big business for
hospitals and medical training institutions, conducted by CEOs who, in turn,
consulted external experts for advice on investing, accounting, reporting,
cost-cutting, administrative procedures, and information systems,* paying
them fees of up to 2% or 3% of the institution’s revenues.” By the 1980s,
“academic physicians were being compared with corporate executives,
stockbrokers, and financial scoundrels in their greed and self-serving behav-
iour.”® They turned from service-maximizers into profit-maximizers.*
Finally, in accordance with the changing ethical landscape, medical schools
established formal relations with pharmaceutical companies, exchanging
research grants for patents. They even started their own companies in order
to be able to exploit their scientific discoveries.®

This also caused the medical establishment to overrate its position in
society, abusing the public’s and the government’s appreciation. In other
words, the esprit de corps that prevailed shortly after the Second World War
had changed by the 1970s into arrogance, with doctors claiming that all their
demands should be fulfilled as a matter of course. Medical schools in the
United States had grown fat and affluent, their revenues increasing from
$882 million in 1965 to nearly $21 billion in 1990.* During the 1980s, they
bought every new piece of equipment available without wondering whether
it would add value to the health care process.” Acquiring the newest
technologies became part of the “medical arms race” between competing
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hospitals. Research from the 1970s showed that hospitals with more com-
petitors had higher costs of care, higher staffing levels, and more high-
technology equipment.” But despite the constantly increasing costs of
health care, physicians’ interest in health care policy, according to an
American economist, started and ended with only two directives: (1) “give
us money” and (2) “leave us alone.” Medical faculties started to gaze
inward, focusing on their rights and entitlements, and no longer acted as
guardians of the nation’s health.”® This detached, arrogant behavior was
fostered by the lack of a sensible governmental health care policy, not only
in the United States but in almost all countries of the developed world. In
the era of belief in the manageability of a fair and just society, flushed with
revenues derived from a long period of economic growth in the 1960s,
governments allowed health care to develop without control, vision,
leadership, and the political will to forge a sensible health care policy.”

8.3 Health Care Expenditure in the Countries
of the European Union

The picture that results from the previous section, though mainly based on
the developments in the United States, applies unrestrictedly to the coun-
tries of the European Union. Here too, the medical establishment was
entrusted with authority. Furthermore, it should not be forgotten that, in
the countries of the European Union, the period 1960-1980 was also a time
of belief in the manageability of society through planning, in the idea that
the trees of prosperity would grow up to heaven, and that governments
were capable of looking after their citizens from the cradle to the grave. In
this social climate, solidarity between the rich and the poor, the healthy and
the sick, the young and the old was taken for granted. Health care policy
was no exception in this respect. On the contrary, during this period, the
need for universally accessible and equitable health care became self-
evident. Consequently, in the 1960s, the countries of the European Union
introduced or extended legalization meant to improve universal access to
health care for all citizens. As a result, the percentage of the population
covered by compulsory health insurance increased during the period
1960-1996 to (almost) 100% in the majority of EU countries.”” National
constitutions were also brought into line with the then-existing ideas on sol-
idarity (see section 5.3). In terms of first chapter, also in health care matters,
we also started to move to the left side of the continuum. The floodgates of
health care were opened. In health care systems that were based on social
security, open-ended financing became the norm, which implied that each
and every new health care item, and there were many, was automatically
included in the benefit package. As an example: the costs of health care in
the Netherlands increased by almost 13% annually over the full decade of
the 1970s.” Tllustrative of the Dutch government’s reluctance to interfere,
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in this respect, is the fact that even though in its 1965 annual report, the
Dutch National Health Tariffs Authority was already warning the govern-
ment that things would get out of hand financially, it took another 18 years
before the government reacted substantially with the introduction of bud-
geting in 1983. In addition, EU citizens also became more health conscious
and demanding, making good health an ever higher priority in their lives.*

The differences, however, between the United States and the countries
of the European Union are threefold:

First of all, there is a difference in financial regulations. The United States
seeks to finance health care mainly through the market for private health
insurance. Medicare and Medicaid are instruments created to guarantee
access to health care for the elderly and the poor. The market for private
health insurance, together with Medicare and Medicaid, would then, indeed,
create universal access for the American population, were it not for the fact
that millions of Americans under the age of 65 are too well off to benefit
from Medicare and Medicaid but, at the same time, too poor to buy their
health insurance on the market.” The countries of the European Union
mainly have chosen to finance health care for all citizens through either
(general) taxation, or through a system of (compulsory) collective social
security, with citizens, employers, and employees paying a premium and
with governments’ direct contributions quite limited. Within this model,
variations between EU countries can be observed. Additionally, the market
for private health insurance in the countries of the European Union is, in
comparison with the United States, (still) rather limited. Moreover, the
concept of a private health insurance market in the countries of the Euro-
pean Union is questionable. In the Netherlands, for example, technically
about one-third of the population is privately insured. Their inclusion in
groupings (civil servants, health care personnel, and so on) is so prevalent,
however, that in practice, many privately insured persons participate in a
specific collective.

Secondly, during the period 1960-1980, it was typical for some countries
of the European Union to deal with health care through a corporatist
model of providers and insurers with representatives of the government in
the role of observers. In this model it was not the market, but the outcome
of negotiations between health care providers and insurers (the social
middle field), which was decisive for the developments in health care.

Thirdly, due to the devastations of the Second World War, Europe
has lagged a bit behind the United States when it comes to health care
developments.

None of these differences, however, detracts from the fact that, in the
countries of the European Union, the authority of medicine also became
firmly established. Consequently, in those countries, developments in health
care also accelerated, which resulted in growing health care expenditure.

The acceleration of health care developments in the EU, which started
around the beginning of the 1960s, was reinforced by two factors of politi-
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cal economy. First of all, the countries of Europe, once they had reasonably
recovered from the devastation caused by the Second World War, started
to benefit from a long period of economic growth, which made it possible
for governments to stop their policies of scarcity. Secondly, some of these
countries had government coalitions, mostly liberal-Christian-Democrats,
which adhered to the principle of laissez-faire, thus leaving developments
in health care to the parties concerned in a corporatist model.* Often, gov-
ernments stood on the sidelines, letting things take their own course. Health
care was even thought not to be important enough to merit a separate min-
isterial department but, instead, was often combined with social affairs.
Austria was probably the first EU country to recognize the societal impor-
tance of health care with the establishment of its federal ministry of health
in 1972.” These two factors combined, strong economic growth and gov-
ernments standing on the sidelines, were very favorable for health care
providers to make up for time lost just after the end of the war. In health
care systems based on social security, policy change in this respect was often
initiated by those involved in the daily health care delivery process, i.e.,
providers and insurers. Due to the change in government policy, they could
afford to play a zero-plus game, winning a prize with every draw, and being
able in every case to present a bill to another party: the providers to the
insurers, the insurers to the insured, the insured to the employers, and, in
the end, by raising prices, the employers to the consumers. It is no wonder
that, particularly since the mid-1960s, the costs of health care have increased
tremendously as a consequence of a powerful expansion of hospitals, a rapid
growth of medical and technological opportunities, and a strong increase in
staff numbers and wage levels. At the beginning of the 1980s, general hos-
pital beds in the European Region of the WHO had increased by 25%,
medical staff by 50%, and nursing staff by 66%.% Furthermore, based on
the idea that a civilized society should look after its vulnerable citizens,
several countries started to invest heavily in long-term health care facili-
ties, bringing an end to campus accommodations. Consequently, as illus-
trated in the next table, total health care expenditure as a percentage of
GDP increased dramatically.

Percentage of total expenditure on health of GDP*

1960 1965 1970 1975 1980 1960 1965 1970 1975 1980

Germany 48 51 56 81 81 Ireland 40 44 56 77 87
Austria 44 47 53 64 70 Italy 39 46 55 67 68
Belgium 34 39 41 55 63 Luxembourg n.a. na. 49 59 6.6
Denmark 36 48 61 65 6.8 Netherlands 39 44 60 7.7 83
Spain na. 27 41 51 59 United 39 42 45 55 58
Finland 42 49 56 58 63 Kingdom

France 43 53 61 76 85 Sweden 47 56 72 80 95

Greece 2.9 3.1 3.9 4.0 4.2
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Taking into account only those countries that have figures for the whole
period of 1960-1980, we can see from the table that the average increase in
health expenditure as a percentage of GDP was almost 80%. For Ireland,
the Netherlands, and Sweden, the figure more than doubled. We should
consider, however, that relating health expenditure to GDP has limited
meaning.” After all, if GDP growth stagnates, as was the case in the 1970s,
and if health expenditure is kept constant, its relative share will increase.
Nevertheless, for the purposes of getting an idea of the developments, it
seems appropriate to relate growth in GDP per capita to health expendi-
ture per capita.®’ In order to do so, while acknowledging that, because of
classification problems and difficulties regarding value comparisons,”
comparing health care expenditure data between countries is “a hazardous
business,”® T used macro-economic figures from different OECD data
sources. Comparison across countries of these macro-economic figures
“yields reliable results.”® The following graph relates the weighted
average of growth in health expenditure per capita for the countries of
the European Union to the weighted average of growth in GDP per
capita over the period 1960-1980.% In interpretating these developments,
it should be taken into account that, particularly for the first ten years
of this period, several countries had no figures available. The Netherlands,
for example, did not produce a first overall insight into the costs of health
expenditure until 1977. Consequently, over the first ten years of this
period, the graph covers roughly 62% of the European Union’s population.
For the next ten years the coverage percentage is about two-thirds of
that population.
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The graph shows that health expenditure per capita increased consider-
ably more than GDP per capita, in indices from 100 in 1960 to, respectively,
985 and 512 in 1980.° As stated earlier, the graph presents a weighted
average of the countries of the European Union. A more detailed analysis
of the OECD Health Data makes it clear that: (a) In 1960, one can distin-
guish between “big spenders” (Germany, Sweden, the United Kingdom)
and “low spenders” (Ireland), with Austria, Finland and Italy having an
intermediate position. The ratio between “low spenders” and “big
spenders” per capita was approximately 1:5 in 1960. (b) “Low spenders”
show a considerably steeper increase in health expenditure than “big
spenders” (Ireland from 100 in 1960 to 1,254 in 1980), thus changing the
ratio between “low spenders” and “big spenders” to 1:2.5. (c) Countries
having an intermediate position in 1960 came near to or surpassed the
spending level of the “big spenders” in 1980. (d) Small countries and big
countries demonstrate a comparable development pattern. (e) The United
Kingdom, having the purest nationalized health system, shows a relatively
moderate increase (from 100 in 1960 to 520 in 1980).

The increase in expenditure per capita, however, does not necessarily
mean that EU societies became healthier during this period. Distributional
aspects have to be taken into account. After all, figures on economic growth
may tell us how the economy is doing overall, but not necessarily how
people within that economy are doing.®® I will come back to this subject in
chapter ten. Although the increase in expenditure per capita is partly the
result of making up for the arrears incurred since the end of the Second
World War, other factors also came into play:

First of all, as stated earlier, the strong economic growth which started at
the beginning of the 1960s made spending on health care more affordable.

Secondly, the exodus of religious congregations from the labor pool
caused an upward pressure on wages, bringing them more into conformity
with wider labor market salaries.

Thirdly, increasing health care opportunities made it necessary to attract
additional staff.

Fourthly, health care had and still has to deal with the so-called Baumol
effect.” The starting point for this effect is the linking of wage increases to
productivity increases when negotiating new labor terms in the framework
of collective bargaining agreements. In general, wage increases will be more
easily agreed by employers when they do not surpass increases in produc-
tivity. In the framework of market conformity, however, agreements in
important branches of industry will have a spillover effect on other branches
which, by their nature, are incapable of realizing comparable productivity
increases. Because it is very labor intensive, particularly in the care sectors,
health care is such a relatively less productive branch. Consequently, increas-
ing wages in health care will lead to higher prices with every new round of
wage negotiations. It seems to me that differences in productivity between
industrial sectors and health care are the most important reason for the
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above-average increase in the costs of health care. Furthermore, apart from
measures of control and organization, it is unlikely that the health care
branch can realize considerable increases in productivity because of the
nature of medical service delivery. Diagnostics and therapy can only partly
be standardized. Mechanization and automation can be employed far less
than in other industries. This leads to the conclusion that, with ongoing pro-
ductivity increases in the industrial sector and wage increases linked to those
productivity increases, the discrepancy between the price level in health care
and the general price level will increase. It may be concluded, therefore, that
health care is caught in a “productivity trap.” Market conformity in remu-
neration will lead to increasingly disproportionate price levels, while paying
less than labor-market terms will make health care an unattractive sphere
of employment, particularly in times of economic growth.

Finally, an increasing appreciation for good health may be caused by the
availability of more health care opportunities.” If this is correct, Say’s law of
supply creating demand would apply, with citizens expecting that everything
medically possible should be included in the coverage package. For
governments in democracies, it is very difficult to ignore these expectations.
In this respect, Poland is a good example of citizens wanting their
government to catch up in health care after the country became democratic.
Research in 1993 showed that more than 90% of the population wanted their
government to improve Polish health care.”" A corrolary is also true: Health
care opportunities, once included in the coverage package, are very difficult
for governments to remove. It may create uneasiness among citizens.
Looking ahead to a subsequent chapter, we take note of research among the
Dutch which shows that the percentage of people who are worried about
their own health increased from 20% in 1958 to 46% in 1995.7

The period 1960-1980 was the time when countries of the European
Union started to establish or extend their welfare states. In the terms of the
first chapter, a period of strong economic growth, which lasted around seven
years, apparently created sufficient “organizational slack” to start a trend
which probably would not have developed had the economic climate
been less prosperous. This trend was also inspired by the belief in the
manageability of society, propagated by governments in which Social
Democrats and Christian Democrats took part.

In retrospect, it is easy to argue that the creation of the welfare state was
based on too optimistic a view about the possibility of planning societal
developments. The medical breakthroughs of the 1960s (chapter six) could
just as easily have caused political reservations about the advisability of
including all the new health care opportunities in a universal coverage
package. This did not happen because it was widely believed that a fair and
just society could be created and managed in a way that would last.

The previous graph suggested that health care received more than its fair
share of the increase in GDP during this period. Such a suggestion is con-
siderably mitigated, however, by the next graph.
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In this graph, the growth in health care expenditure at the EU level on
a per capita basis is compared with that of social security. It shows that,
during the period 1960-1980, the growth in health care expenditure is not
particularly unique. Social security received a comparable share of society’s
“organizational slack.” It was only during the second half of the 1970s that
health care expenditure started to expand, and then only relatively.

8.4 A Changing Tide

By the final years of the period 1960-1980, the “age of optimism” ended. Pes-
simism about the claims of future advances in medicine had gained a foothold
within the medical establishment. The number of doctors wishing to under-
take postdoctoral research decreased, because clinical science, it was believed,
had been exhausted. The number of genuinely new drugs fell sharply,” and
lawyers, on behalf of their clients, interfered increasingly with medical prac-
tice. Moreover, medical innovation in the 1980s was mainly characterized by
fine-tuning, while the causes of many diseases remained unknown (multiple
sclerosis, rheumatoid arthritis et cetera).”* Finally, the new paradigms of the
1980s, i.e., the “the social theory” (epidemiology) and “the new genetics,”
proved “to be blind alleys, quite unable to deliver on their promises.””

As for social theory, McKeown’s ideas, launched in the 1970s, proposed
that instead of emphasizing expensive hospital-oriented medical services,
money would be spent far more effectively, and health care would be con-
siderably cheaper, if people were stimulated to change their life-styles and
if pollution and poverty were reduced. The adoption of a “healthy life-style”
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would lower the incidence of many diseases, it was assumed. In fact, pro-
moting a healthy life-style, very much to the pleasure of governments,
became a new religion, which linked the use of “alcohol with breast cancer,
coffee with cancer of the pancreas, yoghurt with cancer of the ovary, vaginal
douching with cancer of the cervix, regular use of alcohol mouthwash with
cancer of the mouth and red meat with cancer of the colon.”” According
to this hype of “healthism,” even electricity pylons and sewing machines,
and more recently mobile phones, were assumed to be a health threat.
As it turns out, many of these claims were unfounded. For example, it was
assumed that a healthy life-style would lower the incidence of heart disease.
Research conducted in 1997 among 125,000 participants, however, showed
that adopting a healthy life-style (stop smoking, start exercising, lower your
cholesterol level) “had no effect on stopping them from dying from heart
disease.””’

Cholesterol-lowering drugs became very profitable for the pharmaceuti-
cal industry. By the mid-1990s, people spent over £3 billion a year because
of their cholesterol obsession.” In short, by the mid-1990s many human
pleasures (sex, tobacco, alcohol, smoking, various foods, et cetera) had come
to be perceived as a threat to health. Le Fanu’s verdict on this development
is that the McKeown’s social theory (see p. 376) “is in error in its entirety,”
not fulfilling its promise of preventing thousands of deaths each year,
because it ignores “the inescapable laws of biology.””

Regarding genetics, Le Fanu observes a hiatus between anticipated ben-
efits and reality. Nevertheless, the value of shares in companies engaged in
genetic engineering initially shot up on the stock exchange market. So far,
however, genetic engineering appears to be an expensive method for pro-
ducing drugs that either existed already or are of only marginal therapeu-
tic benefit. Since 1995, only a few biotechnology drugs represent significant
therapeutic advances, for example, a vaccine against hepatitis B and ery-
thropoietin (EPO), which stimulates the production of red blood cells. The
working of genes is not yet sufficiently understood to expect biogenetics to
create a breakthrough in medicine.*

Because of this, according to Le Fanu, modern medicine, though very suc-
cessful in the 1960s and 1970s, is approaching its high-water mark. First of
all, this is because most things that are medically possible were done during
the period 1960-1980. Secondly, research on several age-determined dis-
eases has not produced impressive further medical progress. Thirdly, the
rate of medical innovations is declining, with chemists finding that “they are
scraping the bottom of the barrel of chemical compounds that can be syn-
thesised and screened for their therapeutic potential.”® Finally, though
medical research is defined as “the art of the soluble,” it is not clear at all
whether diseases like multiple sclerosis or leukaemia are curable.*

Altogether, modern medicine, despite its successes in the recent past, is
trapped in a fourfold paradox,” according to Le Fanu. To underline his
point, Le Fanu, first of all, points to the fact that the number of doctors
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regretting their decision to enter medicine has increased from 15% in 1966
to 50% in 1988. Secondly, despite the progress made in medicine, the per-
centage of people who are worrying about their health has increased con-
siderably. Thirdly, there is the imbalance between, on the one hand, an
enormous cost explosion over the past decades, and, on the other hand, a
relatively small gain in the health of the population. Finally, an increasing
number of people are turning away from modern medicine, seeking alter-
native treatment instead. Worldwide, alternative medicine accounts for over
$60 billion a year in health care expenditures. About half of the American
population are investigating alternative treatment opportunities. In Italy,
the number of people using alternative medicine doubled between 1991 and
1999%; in a Swedish study among primary care patients in 1998, 15% of
respondents regularly sought alternative medicine®; in Great Britain, there
are more alternative medical practitioners than regular general physicians®;
and a German survey of 1997 showed that 84% of respondents would
like to see an extension of natural methods in medicine.¥ Meanwhile,
we see that conventional American medical schools, (such as Harvard and
Columbia) stimulated by a worldwide WHO campaign, are integrating
alternative medicine into their curriculum.®* In 1992 the United States
established a National Center for Complementary Alternative Medicine
with a budget of $2 million. Around the turn of the century, this center’s
budget had increased to $90 million.”

In summary, Le Fanu’s view on the future of medicine is not too opti-
mistic, to say the least. It may be reassuring, however, to remember that
nobody knows the future. There may very well come a time when we do
know the working of genes and are able to use this knowledge to our
benefit.

Another point of criticism is the accusation that modern medicine has
been overdoing things. In 1974, the American scholar Illich had already
accused the medical world of not allowing people to arrange their lives
independently.” He introduced the term iatrogeneses,” referring to the
medicalization of society, and differentiated this concept into (a) clinical
iatrogeneses, (b) social iatrogeneses, and (c) structural iatrogeneses. As for
clinical iatrogeneses, he claims, for example, that health care expenditures
for many diagnoses and treatments do not deliver results, or only do so
insufficiently. Social iatrogeneses refers to a number of phenomena which
result from social over-medicalization and reduce people’s capabilities to
cope with the ailments of life. Structural iatrogeneses, finally, has to do with
the medical establishment’s using a technical model which inevitably results
in manipulated maintenance of life, rather than providing healthy answers
to human suffering. According to the author, the only reasonable answer to
this threefold iatrogeneses is a political program directed at limiting the
influence of the medical establishment and at the same time supporting
people in regaining their ability to looking after their own health as much
as possible.”
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Illich schocked the medical establishment with his ideas and traveled the
world for a while. In retrospect, we have to note that his views hardly
changed anything. That does not mean, however, that Illich was talking non-
sense, since we now know that the damage to people’s health caused by
iatrogeneses has become a major health care problem. In the United States,
almost 100,000 patients die annually as a consequence of this “disease.”
Estimations for the Netherlands, in this respect, vary from 4,700 to 9,700
per year.”

Specifically focusing on psychiatry, in 1971 the Dutch psychiatrist
Foudraine launched his attack on the psychiatric medical establishment,
arguing that psychiatry was trapped in the classification of mental devia-
tions, labeling them wrongly as diagnoses.” Within five years, Foudraine’s
explosive analysis had been reprinted in 28 editions in the Dutch language
and had been translated into several foreign languages. The psychiatric
establishment, however, felt offended, and in no time labeled Foudraine as
a revolutionary, a psychopath, and a charlatan.” Disappointed with these
reactions, Foudraine sought refuge with Bhagwan Shree Rajneesh, and in
psychiatry things went back to “normal” again.

Then there are Malleson and Taylor. Malleson introduced the term sick-
ness industry in 1973, exposing the weaknesses of the medical profession
and the ineffectiveness of many medicines created by the pharmaceutical
industry,” while Taylor criticized the “medical-technological complex.””’
The American sociologist Fox warned against the medicalization of social
problems,” a tendency that was supported by the WHO definition of health
as an optimal combination of physical, mental, social, and environmental
factors.

Finally, the WHO joined the ranks of critics in 1983, arguing that health
policies since the Second World War had set a dangerous course. Instead of
promoting healthy life-styles, preventing disease, and investing in commu-
nity care, the bulk of health budgets has been used for the establishment of
“disease palaces,” a policy which was strongly supported by the public,
encouraged by doctors, and led by politicians. This occurred without an
effective structure for health planning or an adequate system for the assess-
ment of the real value of new developments.”

So there is a body of literature in which authors have tried to critique the
influence of the medical establishment on society. The effects have been
limited, however. This is understandable, because the period 1960-1980 was
a time for celebrating health care and those who could deliver it. The public
became ever more impressed by medical opportunities, thus making itself
“a prisoner of the medical profession.”'” During these developments, gov-
ernments in many countries stood on the sidelines for a long time.

Slowly, however, the idea that medical care is only one of the factors
which contribute to people’s health began to spread more widely during
the 1970s. As a consequence, the “Great Equation: Medical Care = Health”
came under attack, and it became clear that the economic law of dimin-
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ishing returns also applies for health care.'”" People became increasingly
critical of their doctors’ capacities, which resulted in an increasing demand
for a “second opinion,” and governments expressed their criticism by
demanding transparency, accountability, and “value for money.” Slowly, the
profession’s privileged position started to lapse and people started to
realize that it could even be taken away.'”” The era of celebrating the
medical profession faded away, and the image of doctors was adjusted to
reflect reality.

That image was even further compromised in the 1990s, when it was
revealed that a considerable part of the (American) medical establishment
(doctors, hospitals, laboratories, medical schools) was guilty of fraud (billing
for services not rendered, falsifying diagnoses, generating fictitious billings,
fabricating medical episodes, reclassifying patients into more profitable
DRG categories,'” et cetera). These criminal practices are estimated to
amount to between $100 billion and $500 billion a year.'"™ Fraud, however,
is not exclusive to health care'”; nor is it an exclusively American phe-
nomenon. In Italy, for example, a group of general practitioners were sus-
pended in 1998 for bribery, which involved referring patients to a private
center for radiological examinations." In the United Kingdom, estimates
of £115 million yearly are given for prescription fraud.'” And, of course,
health care experiences “normal” fraud, like pilfering, medical consultants
using payroll time for their private practice, bribery by construction com-
panies, et cetera.'®

It is no wonder, then, that governments and insurers have implemented
policies to counter health-care-related fraud. At the end of the 20" century,
the British established the NHS Counter Fraud Service. In the United
Kingdom patients, pharmacists, dentists, opticians, doctors, and hospital con-
sultants, as well as health care staff, all engage in fraudulent practices,
together stealing £150 million from the health services each year. The
newly established fraud service aims to reduce this fraud to an absolute
minimum in ten years. As in the United States, professional counter-fraud
officers have been appointed to achieve this objective.'” Since 1999, in the
Netherlands, countering fraud has become a cooperative effort between
health insurers, which established a fraud protocol in 1998.'"° Still, research
conducted in 2003 delivered proof of fraud totalling over €5,000,000.'"
Luxembourg has set up a Surveillance Committee to counter “unjustified
deviation” from the fee schedule for medical interventions. Two adminis-
trative bodies can even suspend providers from the health insurance
system for a certain period of time or fine those who break the rules.'”
Meanwhile, initiatives have been taken to reach a European policy on fraud
control. This has already resulted in the drawing up of “The European
Healthcare Fraud and Corruption Declaration” in 2004, which, among
other things, calls for the creation of a European Healthcare Fraud and Cor-
ruption Office, a not-for-profit center for counter-fraud and corruption
work.'?
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8.5 Summary

Shortly after the Second World War, the medical scene started to change
fundamentally. Due to some important medical breakthroughs in pharma-
cology and technology, health care opportunities increased enormously. A
relatively long period of prosperity which started around the beginning of
the 1960s, made it possible to provide the financial means necessary to
include the new treatment methods in legally defined benefit packages. All
the more so because the 1960s and part of the 1970s was a time when society
was believed to be manageable. Health care received its reasonable share
of public finances during these prosperous times, and the medical estab-
lishment was invested with considerable authority. As a consequence of
these favorable times, health care expenditures in the countries of the Euro-
pean Union as a percentage of GDP increased, on average, by almost 80%
during the period 1960-1980. The tide started to change at the end of the
1970s. Critics warned that medicine had been overdoing things, that it was
out of control, and that the economic law of diminishing returns also
applied to health care. Later on, medicine’s image was further damaged
when the fraudulent behavior of doctors, hospitals, and laboratories, in the
United States as well as in countries of the European Union, was exposed.
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Health Care Reforms

The changes that have occurred, and still are occurring, in EU health care
systems since the beginning of the 1980s may lead one to conclude without
exaggeration that health care—whether examined from the delivery, the
financial, or the organizational perspective—finds itself in turbulent times.
If one analyzed developments since 1980 in detail, one could easily come
up with several hundred reforms. And if one were to include the different
ways EU governments are pursuing current reform objectives, the list
would be extended considerably. Analyzing health care reforms this way,
however, would lead to an unreadably dense and very topical inventory of
facts, an inventory which, for that matter, would be outdated immediately
after completion.

However, the objectives of all health care reforms' can be summarized
under two main headings: (1) improving the quality of care and (2) cost
containment. Nevertheless, the daily reality of health care reforms is more
complicated than this simple summary suggests, since interested parties in
the health care process may look at these two categories from different or
even opposing perspectives. Quality of care, for example, can be observed
from the patients’ perspective (what do we want?) or from the providers’
perspective (how can we perform better?). In addition, quality of care and
cost containment may easily be conflicting objectives. A government which,
as a means of containing costs, allows waiting lists to develop, may have to
accept the resulting negative effects on quality of care which, in turn, will
raise opposition from consumers. The medical professional who is tied to
prescription guidelines (which governments believe to contribute to cost
containment) may believe that this hinders his intention to offer the highest
quality of care possible. Furthermore, a government which introduces pre-
scription charges for pharmaceuticals may believe this will contribute to
cost containment; the patient may see it as a financial transfer which nega-
tively influences quality of care as well as equal access (which is also a gov-
ernment objective). Finally, a government which chooses to decentralize its
health care system, making it possible for local governments and citizens to
influence health care policy development, in the belief that this will improve
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quality, may find that such decentralization has a negative impact on the
objective of cost containment.

Furthermore, analysis of health care reform measures indicates that they
often overlap. Prescription guidelines, for example, may be directed at cost
containment and, at the same time, may also be directed at improving pre-
scription practices. Similarly, regulations directed at empowering patients
may at the same time influence quality of care.

Consequently, any classification of reform measures will always have a
degree of arbitrariness introduced by the classifier. My arbitrary classifica-
tion of the health care reforms introduced since the beginning of the 1980s
is constructed around four themes.” The objective of this classification is to
describe the developments in health care against the background of the
basic values of solidarity and equal access.

I start with health care reforms that can be perceived as a continuation
of the developments which started in the previous period (1960-1980). In
chapter eight, I described the changes in the health care world during this
time as a transformation from a closed system to an open one. With this
openness have come external demands for improved performance. Health
care professionals and health care institutions, as well as health care insur-
ers, have had to learn to accept that the external environment is increas-
ingly minding their business. The generic term for this development is
accountability.

The second theme is organizational reform. Such reforms may relate to
the system, the structure, or the process of health care delivery. Some of the
changes in this area are induced by the immanent dynamics of health care
(chapter six); others are a consequence of changing health policy.

The third theme comprises rationing and priority-setting. Both terms
refer to cost-containment concepts. How priorities are set and how health
care is rationed will be clarified by examining some of the ways govern-
ments try to convey to their citizens that the provision of health care goods
and services is (also) subject to the problem of scarcity.

The final theme is cost containment, which can be approached in several
ways. Cost-containment measures can be directed at a reduction of services
and the introduction of cost-sharing. Such measures can also be aimed at
reducing the income of providers and the profits of the pharmaceutical
industry or increasing the efficiency and effectiveness of health care deliv-
ery. Furthermore, the implementation of prevention programs, as well as
cost-shifting from public budgets and taxes to health insurance programs,
can also be seen as cost-containment measures.” Describing all these types
of cost containment would go beyond the scope of this book. Therefore, I
will limit the discussion to a description of some cost-containment activi-
ties which are directed at influencing the costs of health care in directly
financial terms.

Going into the four themes in extensive detail would make this book
unreadable. However, given the objective of this chapter, it is not necessary
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to deal with each and every single health care reform item of each and every
single EU country. It is sufficient to sketch what is going on in the coun-
tries of the European Union by examining a cross section of items which
together may give an impression whether, regarding health care, EU coun-
tries are moving to the right side of the continuum, i.e., the toward market.

9.1 Accountability

Accountability means that one can be called to account by others, from
which it follows that one has to accept responsibility for one’s decisions
and actions towards others.* Accountability may apply to all aspects of per-
formance. Submitting oneself to appropriate external scrutiny has long
been the norm in the business world; this is now also true in the world of
health care providers, at both the individual and institutional level. Where
accountability in business life is mainly an issue in the relation to the share-
holders, in health care, those responsible for the daily operations have to
deal with a range of stakeholders, notably the government, patients, and
insurers. These stakeholders have an obvious interest in what is going on
in health care. They want to be informed, they want to receive value for
their money, they want to be able to influence policy, and they want health
care delivery to be of high quality, evidence based, and cost effective. In
short, the term accountability refers to a transparent process of health care
provision, with everybody knowing where he or she stands, and with a clear
description of rights and duties. In business, the architecture for this inter-
pretation of the term accountability is called corporate governance,” which
refers to the organizational framework which has been set up to ensure that
companies are managed in the interests of their owners.® Comparably, in
health care, we speak of health care governance, which is an umbrella term
for a whole range of activities undertaken in the interests of stakeholders.
It presupposes some form of external scrutiny, for example, through
reporting, auditing, inspection, performance monitoring, or external
inquiry.”

In summary, through health care governance, the health care world has
become the focus of society at large, with different stakeholders involved
in its daily operations. This new trend in the external environment can be
found in many governments’ reports in the countries of the European
Union. A well-known example, in this respect, is Tony Blair’s first White
Paper of December 1997.% It stipulated that NHS Trusts would be required
to embrace health care governance fully, including responsibility for quality
of care, rigorous scrutiny of costs and performance, human resources devel-
opment, staff involvement in management matters, board meetings
in public, et cetera. And to emphasize that the British government of 1997
was serious about this change of policy, the White Paper also stated that,
“when performance is not up to scratch in NHS Trusts there will be rapid
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investigation and, where necessary, intervention,” with the ultimate threat
of the removal of the NHS Trust Board.’

That health care has entered the era of accountability can be illustrated
with several examples. Changing responsibilities of hospital boards, perfor-
mance measurement, benchmarking, community involvement, methods of
cost-effectiveness improvement, et cetera, can all be seen as aspects of
accountability. I have chosen to elaborate two aspects: quality improvement
and empowerment of patients. The first because it has changed the estab-
lished health care world into one of continuous learning; the second,
because it has enabled consumers to play a groundbreaking role in the
health care process.

9.1.1 Improving Quality

The peculiar thing about quality in health care is that it was hardly an issue
until around the beginning of the 1980s. Apparently, quality was taken for
granted during the first three-quarters of the 20™ century. But if we con-
sider what has happened since the 1980s, it seems as if there is an assumed
negative correlation between the focus on quality of care and the financial
constraints imposed on health care providers. Suspicious people may con-
clude, therefore, that governments fear that financial constraints may
endanger the quality of care that people have gotten used to. Perhaps that
is why, since the 1980s, that quality has become an item of regulation and
management in all countries of the European Union.

The problem with quality, however, is that it is a “container” concept.
That is to say, it is like a container which is loaded with a huge range of
instruments which, separately or in combination, are directed at improving
the quality of health care. The use of these instruments may focus on the
structure or the organization of the health care system; it may be directed
at input aspects like the training of professionals or the way they organize
their work; it may be aimed at improving aspects of health care manage-
ment; or it may be concentrated on patients’ satisfaction. The container
concept, therefore, includes items like practice guidelines, evidence-based
medicine, peer reviews, cooperation between professionals, certification
and recertification of physicians, outcome measurement, patients’ safety,
medical malpractice, public disclosure of performance data, purchasing
policy, workers participation, accreditation of hospitals, benchmarks, best
practice, and so on.

Improvements regarding all these separate aspects may certainly con-
tribute to improving the quality of health care delivery, provided that one
takes an integrative view, i.e., the aim should be total quality control, which
“makes quality a responsibility to be shared by all the people in an orga-
nization.” Thus, hospitals which, for example, have set up a quality-control
department, may miss the boat if they forget to communicate quality
improvement objectives to all the different disciplines working in the orga-
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nization."” Governments imposing quality legislation may expect a higher
“return on investment” if that legislation has been drawn up in close con-
sultation with those who have to implement the new rules.

In the framework of this book, it is not necessary to deal separately with
each and every single quality item one can think of for each EU country.
An overview which gives a random but representative cross section of the
developments is sufficient to illustrate that improving the quality of care
has become part of the turbulent times which started in the 1980s.

Around the start of the 1990s, many EU countries introduced legislation,
established specific institutions, or decided on regulations focusing on the
quality aspects of health care.

Sweden introduced such regulations in 1994 through its National Board
of Health and Welfare, followed by legal arrangements in 1997 which
demanded that quality in health care “systematically and continuously be
developed and assured.”" In the framework of this legislation, health care
workers became obliged to integrate quality assurance activities continu-
ously and methodologically into their daily routines. Since then, health care
quality monitoring has been broadened in its scope to include not only the
technicalities of the health care process, but also the totality of health ser-
vices provided to patients, their relatives, and the public at large. Further-
more, national quality registers were developed through cooperation
among the Federation of County Councils, the National Board of Health
and Welfare, and the Swedish Society of Medicine, which were meant to
support local initiatives regarding quality improvement in clinical depart-
ments. In 2001, forty such registers were operational across the country,
each of which is national in scope. Furthermore, several county councils
have set up quality committees to support hospitals and health centers in
the development of quality assurance systems.

Austria established a legal framework for the implementation of a
nationwide quality assurance program for hospitals in 1993. It forced hos-
pital owners and managers to implement quality assurance through the
setting-up of quality commissions charged with initiating, coordinating, and
supporting measures of internal quality assurance.'”” The Austrians, there-
fore, considered quality assurance to be primarily a task of the hospitals
themselves, whereas the federal government, together with the Structural
Commission and the Ldnder, were necessary to create the requisite exter-
nal conditions. After this legislation was enacted, eleven Austrian hospitals
started a pilot project in 1997 directed at intensifying the focus on patients
and staff and improving health status and the use of resources by identify-
ing and comparing both processes and outcomes. The project involved the
commitment of 230 employees and the participation of 62 departments, plus
around 3,000 people through indirect channels.”

Through ANAES (Agence Nationale d’Accreditation et d” Evaluation
en Santé), France set up procedures for quality control in 1996, including
the (compulsory) accreditation of public or private hospitals and the
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(voluntary) audit of self-employed professionals. ANAES also prepares
practice guidelines for the entire medical profession. In 1996, thirty
recommendations were published regarding clinical practice, relating to
diagnoses, treatment, and supervision of certain conditions. Furthermore,
ANAES published 200 recommendations for general practitioners in 1998,
together with 250 for medical specialists. Another mechanism for quality
improvement is continuous education, which has been compulsory since
1996 and is paid for by the health insurance funds. The relationship between
professionals and health insurance funds was renewed under a 2002 law
directed at agreement regarding different types of good practice. Mean-
while, the 1996 Ordinances made it compulsory for health care institutions
to be accredited in order to be able to continue to provide treatment. As
part of this process, hospitals are evaluated on dimensions like quality of
care, information given to the patient, medical records, general manage-
ment, risk prevention, et cetera.

In 1979, the Dutch Association of Medical Specialists and the Dutch
Association of Medical Directors of Hospitals established the Institute for
Health Care Improvement. This independent institute is very active in the
field of quality assurance for medical specialists, nurses, allied health pro-
fessionals, and health care institutions."”” The Netherlands passed a law on
quality for health care institutions in 1996. Apparently, this law was unsat-
isfactory, because in 2002, the Minister of Health wrote a letter to the Dutch
parliament proclaiming that health care institutions should take rigorous
action to implement a structured, programmed quality system in order sys-
tematically to measure, improve, redesign, and control quality of patient
care. In 2003, the Minister of Health published a catalogue of kick-off mea-
sures to be introduced in 2004: (1) benchmarking in primary care for all
general practitioners and ten pilot hospitals; (2) the introduction of indica-
tors for safer and better care; and (3) a program on quality, innovation, and
efficiency with priority on patient safety and patient-centered delivery of
care. All of these measures were to be under the supervision of the Inspec-
torate of Health Care."

Finally, as part of the Health System Modernization Act of 2003, the gov-
ernment of Germany submitted a draft bill calling for the establishment of
an independent institution in order to improve patient information, develop
standard treatment for major diseases, and perform cost-efficiency analy-
ses for prescription drugs. Moreover, the proposed institution would (1)
produce scientific papers and recommendations related to the quality of
reimbursable services; (2) issue recommendations regarding reference
prices for prescription drugs; (3) issue recommendations for certification of
providers; and (4) issue recommendations for the development of disease
management programs for chronic diseases."’

As a result of all these quality initiatives, health care providers have to
meet an increasing number of quality standards which are sometimes rather
narrowly defined. In reaction to that, many health care institutions have set
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up quality departments which are staffed with salaried quality specialists.
Although this has mostly happened without additional funding, these insti-
tutions have to live up to the new quality demands if they want to qualify
for two of the health care requirements of the 1990s: accreditation and cer-
tification. In order to meet the required criteria, they may, as is the case in
the Netherlands (based on the Individual Health Care Professions Act of
1993), even have to record the qualifications of each individual professional
in a register, which has to be kept up to date.

These examples serve to illustrate developments in accountability in
health care since the 1980s, as far as quality of care is concerned. They do
not represent the complete picture, since in each of the countries mentioned
more activities directed at improving quality of care have been undertaken.
The reader can be assured that comparable initiatives have been taken in
the other countries of the European Union.

9.1.2 Empowering Patients

The most important health care buzzword since the 1980s has been
“patients.” Their position in the health care delivery process has been rein-
forced considerably. This is a consequence not only of their increasing
awareness, aided by access to the internet, but even more so the result of
the legalization of their rights. Most EU governments have enacted laws
which have transformed the patients’ position in the health care process
from one of object into subject. Patients have become “clients.” Because of
this, phenomena like second opinions and informed consent have become
more widely recognized. Furthermore, patients have strengthened their
position in society. The power of patients as pressure groups, enjoying polit-
ical support, is an important phenomenon in EU democracies. Regularly
measuring patients’ satisfaction with their health care system is one of the
consequences of this development.” As in the previous subsection, the
changing role of patients in health care will be illustrated with a number of
examples from different EU countries.

In an attempt to be more specific on this topic, the British government
listed a range of patients’ rights and health care standards the NHS was
expected to meet in its Patients’ Charter of 1991. As for rights, among other
things, the Charter provided that patients have the right to (1) receive
health care on the basis of clinical need, regardless of ability to pay; (2) be
given a clear explanation of any treatment proposed, including possible
risks and alternatives, before a decision regarding treatment is taken; (3)
access their health records and be guaranteed that health care staff will deal
with these records confidentially; and (4) choose whether to take part in
the medical research and training programs of medical students. Among the
standards which the NHS is expected to meet, first of all, is respect for the
privacy of patients, their dignity, and their religious and cultural beliefs.
In addition to this, we find a number of instructions related to the
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organization of the health care process (the ambulance has to arrive within
14 minutes in urban areas; a specific appointment time in an outpatient
clinic should be met within 30 minutes; before discharge from the hospital,
arrangements, if necessary, have to be made for follow-up care; et cetera).
A review of the Charter, emphasizing the importance of local instead of
national charters, was published in 1998."

Ten years later, in 2001, Austria also considered the idea of a Patients’
Charter, to be drawn up under Article 15a of the Austrian Constitution. Its
content would be very similar to the British Charter, except for two addi-
tional aspects: (1) representation of patients’ interests and (2) enforcement
of claims for loss or damage. In addition to this, the Austrians introduced
the idea of a patients’ ombudsman to investigate complaints.”’

In 1992, Denmark passed a law obliging doctors to inform patients of
their condition and treatment options. Since that date, doctors must have a
patient’s permission before they can start or continue treatment. In 1998,
further legal rights were introduced, focusing on issues like access to infor-
mation, sharing a patient’s medical information by doctors with third
parties, and the patient’s right to decide on treatment options.”

Finland introduced legislation on patients’ rights in 1993 which provided
for their rights to information, informed consent to treatment, access to any
relevant documents, and protection of their autonomy. Furthermore, as in
Austria, a patients’ ombudsman was introduced by this law. A review
regarding the functioning of the law in 1996 revealed that patients’ active
participation and access to information needed to be improved, and the idea
of an ombudsman was amended so that a patients’ ombudsman had to be
introduced in each health care organization.”

After years of parliamentary discussions, Belgium accepted a law on
patients’ rights in 2002. Here, too, an ombudsman was introduced.

A variant of the patients’ ombudsman can be found in Portugal, where
every public medical institution has a so-called Users’ Office where patients
can complain about any aspect of the national health service. Alternately,
patients can be referred to the Medical Association or they may choose
to go to court directly. The majority of complaints appears to be related to
organizational issues such as waiting times or service amenities. Mean-
while, under the coordination of the Ministry of Health, a National Obser-
vatory of Users’ Offices was established in 2000 to support the Health
Administration.”

Apart from several legal arrangements which are comparable to those in
other EU countries (the Health Care Complaints Act 1994, the Medical
Treatment Agreement Act 1995), the Netherlands has a special position
regarding patients’ rights. First of all, patients’ organizations are repre-
sented in national platforms and institutions which deliver recommenda-
tions to the government regarding the development of health care policy.
Secondly, and in particular, patients or clients have a say in the manage-
ment of individual health care institutions. The latter is based on a 1996 law
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on client participation in health care institutions, which gives clients’ rep-
resentative platforms a say in decision-making at the institutional level.
Based on this law, the institutions’ management must consult clients’ rep-
resentatives in matters like the appointment of management staff, invest-
ment intentions, determining the yearly budget, et cetera.

All in all, the change of health care from a closed system into an open
one has created a situation where health care providers are increasingly
accountable to patients. This has been manifested in a changing involve-
ment of patients in the health care delivery process. Patients have become
subjects to which medical professionals and institutions must respond in
terms of both behavior and quality. They increasingly hold the medical
world responsible for their comings and goings, and they may successfully
sue health care providers in cases of malpractice. American physicians paid
$9 billion for malpractice insurance premiums in 1991; fees for lawyers
alone accounted for 40% of total malpractice costs in that year.” In short,
patients want to be taken seriously and they want to be dealt with on equal
terms. They may also take legal action if timely treatment is denied or if the
quality of delivered care is below reasonable standards, the Dutch sickness
funds being a recent case in point.” Undoubtedly, the fact that, on average,
patients are more educated and informed these days plays an important
role. However, it also seems that the spirit of the current time contributes
to the changing climate. This climate has taken down the medical estab-
lishment from its pedestal. Phenomena like second opinions and the
increasing number of lawsuits regarding medical malpractice also suggest
that people are getting used to seeing medicine as just another field of pro-
fessional activity in which making mistakes is just as normal as in any other
occupational activity.

Furthermore, the end of this growing influence of patients on the health
care process is not yet in sight. The future will increasingly be determined
by patients in two ways: Firstly, European governments increasingly want
their health care system to be demand-driven. The Dutch government, for
example, has formulated this health care policy explicitly. As a consequence,
individualized budgets for long-term care, which make it possible for
patients to select their own providers, is an increasingly popular phenome-
non in the Netherlands. Secondly, with the help of the internet, patients will
be ever better informed. They may even go to see their doctor with a com-
puter printout which, in their view, could be relevant to diagnosing what
could be wrong.*® Furthermore, since 1990, in the United States there has
been a National Practitioner Data Bank where patients can find individu-
alized performance information of medical specialists.”’ The state of Mass-
achusetts even passed a law in 1996 to make it possible for the public at
large to ask for the number of mistakes that individual doctors have made.
In addition to this, through the internet, the outcomes of accreditation pro-
cedures may be placed in the public domain.”® Consequently, the internet
may function as an electronic pillory, so to speak.”” At any rate, health care
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providers will be forced to adapt to the development of the internet; and
governments, like most Swedish county councils, will support them.* The
International Data Corporation predicted a few years ago that the internet
market would grow 60% annually, increasing to $78 billion in 2003. For
health care, this growth was estimated to be 58 % worldwide. Illustrating the
speed of the developments in this respect is a German online survey of
2000, which showed that 38% of respondents used health information on
the internet at least once a month.” One may safely assume that health care
consumers will increasingly surf the internet, searching for information on
the more than 20,000 medical and health-related websites that existed at
the turn of the millennium.*

Finally, patients find growing mutual support through the phenomenon
of self-help groups. Germany has over 70,000 such groups already, a large
number of which are active in health matters. In accordance with the
German social security law, health insurance agencies have to support these
groups financially.” Austria has some 600 self-help groups which offer assis-
tance for specific health problems.** Recently, Spain has also experienced
the emergence of self-help groups.®

9.2 Organizational Reforms

Organizational reforms in health care systems in EU countries are many.
They may be a natural consequence of the health care dynamics (chapter
six), or they may follow from deliberate changes in (political) views on how
health policy and health care delivery should be designed. They may be ini-
tiated by health care professionals or institutions, or they may be demanded
by insurers or patients. They may, furthermore, be motivated by arguments
like cost-containment, effectiveness, efficiency, quality improvement, work-
load, task performance, et cetera.

A government, as in the United Kingdom, may choose to reform a cen-
trally controlled health care system into one that involves regional or local-
level layers directing the system’s operating and health policy development,
or, as in the Netherlands, a government, may reform its health care system
by transforming health care insurers into the directors of the health care
delivery process, believing that this is a suitable method of deregulation.
Scientific and technological developments may make it possible to increase
treatment in outpatient clinics, thus making health care delivery less depen-
dent on the availability of hospital wards. If we believe that continuity of
care contributes to quality, different health care providers and institutions
may seek closer cooperation through merging, thus aiming at some form of
integrated or seamless care. If developments in pharmacology make it pos-
sible to discharge psychiatric patients from large mental hospitals, the
reform alternative can be accommodation in sheltered homes. If waiting
lists for hospital admission become too long, patients who can afford to do
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so may choose to opt out, turning to the private health care circuit and
taking out supplementary insurance. Furthermore, governments may
pursue policies of privatization, in the belief that this contributes to effi-
ciency and effectiveness, as well as to a reduction of bureaucracy. Finally,
governments, as well as health care providers, may believe that the market
principle is an alternative for collective financing, and thus introduce co-
payments, cost-sharing, or reductions in the coverage package.

One way or another, all these reforms may have organizational conse-
quences for a health care system’s design, as well as for its management. In
the present discussion, I limit myself to elaborating three examples of orga-
nizational reforms: decentralization, the phenomenon of internal markets,
and several forms of private initiatives.

9.2.1 Decentralization

Governments of the European Union regard decentralization to be “an
effective means to improve service delivery, to better allocate resources
according to need, to involve the community in health decision-making and
to reduce inequalities in health.”*® As argued in section 6.3, geographical
circumstances may provide an argument for a decentralized health care
system, as is the case in the Scandinavian countries of the European Union.

Denmark, for example, has had such a system since the beginning of the
18™ century, with municipalities and counties playing an important role
in the financing and delivery of health services. However, with the 1970
reforms of the country’s administrative structure, which reduced the
number of counties from 24 to 12 and the number of municipalities from
over 1,300 to 275, both centralization and decentralization were achieved,
with state tasks delegated to counties and responsibility for hospitals
reassigned from municipalities to counties. On the other hand, and more
recently, Danish municipalities have had to pay counties for each day any
patient stays longer than is necessary in a hospital while waiting for a place
in an old people’s home. This has forced municipalities to do something
about the problem.” In order to achieve better coordination between
somatic and psychiatric facilities through the establishment of smaller units
in the community, psychiatric care and care for disabled people was decen-
tralized from local boards to the counties in 1976. According to the Euro-
pean Observatory on Health Care Systems, a serious consequence of
decentralization in Denmark is unequal access to health care in different
counties. Apparently, Danish politicians consider self-governance to be
more important than geographical equity.*®

In Sweden, responsibility for health care has also been decentralized to
local governments for a long time, except for national policy development,
legislation, and supervision. Responsibility for care of the elderly and the
disabled, as well as long-term psychiatric care, however, are affairs for the
municipalities. Here too, municipalities have to pay for “bed-blockers,” i.e.,
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patients whose medical treatment has been completed but for whom no
municipal or institutional care is available.” Since the 1970s, financial
responsibility has been further decentralized within each county. The
degree to which this has been done, as well as how it is organized and
managed within counties, varies considerably. However, since the end of the
1970s, cost containment has become an important issue for all counties.”

In Finland, municipalities are responsible for health care arrangements,
although the relevant regulations are scanty. There appear to be significant
variations between municipalities in both clinical practice and in the deliv-
ery of services. According to a 2000 review, this was also the case for per-
capita expenditure on health.*

As discussed, the Scandinavian EU members have a long history of
decentralization. Other EU countries started this process more recently.

Portugal, for example, coming from a national approach, established a
decentralized system of five regions in 1993. Delegating responsibility to
the regions was limited, however, to autonomy over budget setting and
primary care. Hospitals are still a national affair, as is planning. An attempt
to decentralize further within the regions was initiated in 1997 with the
establishment of regional contracting agencies, making these agencies
responsible for resource allocation through the implementation of con-
tracting with hospitals and health centers. As for hospitals, decentralization
was directed at allowing lower-level managers to exert greater power to
deploy resources through the creation of Responsibility Centers in 1999.*

In Spain, the decentralization process started with the creation of 17
autonomous regions. This process, through which these regions received
considerable public management power, including authority over health
care, was completed in 2003. The autonomous regions bear responsibility
for health care financing, organization, provision, and management.*
Responsibility for planning and regulation, however, is a matter of co-
responsibility between the center and local governments. Furthermore,
since the Spanish health care system is financed out of general taxation—
most taxes are centrally raised and regions have limited fiscal autonomy—
the power of the center over developments in health care remains very
strong.* In contrast, through this decentralization process, the role of
Spanish local governments in the health care process has, as in Denmark,
decreased.”

The reforms made in the United Kingdom in 1991 were, firstly, directed
at increasing efficiency, quality, and patients’ choice through the establish-
ment of market-type mechanisms, which represented a shift away from
hierarchical, or vertically integrated, forms of organization toward models
which are based on a separation between providers and purchasers of
health care through contractual relationships. Secondly, the reforms were
meant to change the highly centralized health care system, which dictated
an identical structure and function for all the organizations that make
up the NHS, into a more organic one which enables the adaptation of
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structure and processes to local and individual needs.* Related to this was
an intended devolution of decision-making as a response to the prevailing
“regulatory and administrative bulimia.”*’ Nevertheless, providers and pur-
chasers remained accountable to the regional offices of the NHS Executive.
In addition, the NHS Executive exerted strong control over the district
health authorities and hospital trusts in matters of planning and service pri-
orities.®® Overall, British deregulation, which involved removing whole
layers of regulation to make it possible for organizations to innovate and
compete, has, so far, been more rhetoric than reality, according to Walshe.*
Nevertheless, the British intend to decentralize further in the coming five
years by converting NHS Trusts into Foundation Trusts, thus giving them
more freedom. Performance monitoring remains a national task conducted
through the Healthcare Commission, however.”

Drawing partly on the British experience, Italy started a process of
devolving formal power and authority to regions in 1992. This gave regional
health departments more autonomy in policy-making, health care adminis-
tration and management, resource allocation, and control. Based on legis-
lation enacted during the period 1997-2000, devolution of power to the
regions was extended, including fiscal federalism which transferred
the funding of the Italian national health service from the central to the
regional level, thus strengthening the fiscal autonomy of the regional health
departments. Furthermore, during the 1990s, a process of delegation was
carried through, transforming local health units and tertiary hospitals into
autonomous bodies with greater financial and decision-making autonomy,
thus creating a UK-like internal market.

A peculiar feature of decentralization in Germany is the delegation of
power to corporatist actors. Here, there is no devolution of power from the
federal government to the so-called Lander, since the latter already existed
before the federal republic was established. An opposite devolution is
taking place, requiring the Linder to pass certain rights and responsibili-
ties to the federal government.”

9.2.2 Internal Markets

As was argued in chapter five, combining solidarity with market principles
is difficult to accomplish. Some EU governments, therefore, have settled for
second-best options, labeling them internal markets or quasi-markets.

A well-known example, in this respect, is the United Kingdom where,
based on the NHS and Community Care Act of 1990, an internal market
was introduced. Realizing that the existing central tax-based system was,
compared to other countries, quite effective in containing growth in health
care expenditure, and taking into account that “the NHS is the closest thing
the English have to a religion,”” the focus for the internal British market
was on the way services were organized, managed, and delivered. Reforms
in these areas were expected “to increase the flexibility and efficiency of
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the system and to enhance the quality of health care,”> while maintaining
tax-based financing and preserving (almost) free access. Behind the ideas
on the internal market was a strong belief in the superior efficiency of the
private competitive sector. Private-sector-like changes would increase effi-
ciency in the NHS, it was assumed. To achieve this objective, a competitive
environment also had to be established for the NHS. The instrument
employed to effect this expected change was competition. Competition
between providers of both hospital and clinical services, it was believed,
would increase efficiency and improve the quality of services, thereby
increasing consumers’ satisfaction. In short: the British government wanted
“to squeeze more out of the system”* without fundamentally changing it.

The basic idea for implementing competition was a distinction between
purchasers and providers of health care. Providers would deliver health care
services on the basis of contracts with purchasers. Purchasers could be dis-
tinguished into two types. Firstly, there would be the district health author-
ities, who in the new system would have to identify and select the services
needed, and contract these services out to various providers. The second
type of purchaser would be those general practitioners who would act as
fund-holders, managing a budget to secure a certain range of hospital and
primary care services for their patients. Purchasing responsibly, it was
assumed, would not only increase the quality of care for the fund-holders’
patients, but could also result in budget surpluses which could be diverted
to expanding the range of services. Furthermore, fund-holders were
expected to cash in the personal incentives the new approach was assumed
to offer. By purchasing responsibly, they would be able to increase their
number of patients, which would raise their per-capita income.

On the provider side, hospitals were transformed into “trusts,” which
were obliged to compete with each other for contracts with district health
authorities, fund-holding practitioners, and private insurers. Although the
trusts remained public sector organizations, they became considerably more
autonomous to enable them to play the internal market game. Neverthe-
less, the NHS management executive retained power through monitoring
the trusts’ financial performance and business plans. In 1994, around one-
third of British general practitioners had obtained the status of fund-holder,
while 90% of hospitals had become trusts.”

It is important to mention that the British ideas on the internal market
were first implemented during Thatcher’s Conservative administration.
Because of that, they were criticized from the beginning by Labour, which
was then in opposition. Tony Blair was said to be against this type of reforms
for three reasons: first of all, because they had caused the NHS to experi-
ence exhausting organizational changes and an escalating bureaucracy; sec-
ondly, because the Conservative ideas were said to be based on a blind
ideological faith that the market is a more efficient instrument to get value
for money; and thirdly, because in Labour’s view, the real Conservative
agenda was to commercialize and privatize the NHS. In contrast, Blair
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presented himself during his election campaign as the guardian angel of the
NHS with statements like: “We created the NHS. We will save it. And we
will save it for the better.””” Once he was in office, however, apart from
changing the vocabulary, it took years for changes to materialize. For that
matter, the changes that did materialize can be labeled as “warmed-up neo-
liberalism,”*® i.e., “clothing right-wing ideas in progressive language.”

An important point is whether the new approach did, indeed, improve
the flexibility and efficiency of the system, since that is what is was all about.
Research carried out after some years of experience was rather inconclu-
sive. It did, on the one hand, show that fund-holders were more able to chal-
lenge hospital practices and to demand improvements. In addition to this,
fund-holders appeared to be more careful in prescribing new and costly
drugs, choosing generics more often. On the other hand, the British
National Audit Office concluded in its first evaluation report in 1994 that,
although fund-holders realized savings as purchasers, these savings were not
used for quality improvement or a reduction of waiting lists.” Furthermore,
referral patterns hardly changed and consumers’ free choice did not expand
significantly. Apparently, changes like these are expected to take effect only
gradually.” Meanwhile, since 2003, the idea of a hospital trust seems to be
out of favor with Scottish politicians because of the assumed unnecessary
bureaucracy it has created.

The United Kingdom was not the only EU country which saw the cre-
ation of an internal market as a way to improve cost containment. Italy did
so with its second phase of health care reform in the early 1990s. Here too,
reforms led to increased managerial autonomy for hospitals and local
health units, whereas a partial purchaser-provider split was introduced to
promote competition. And here too, the new arrangements were expected
to increase responsiveness to patients’ needs and demands. Contrary to the
situation in the United Kingdom, however, (1) patients retained their free
choice of provider; (2) contracts were not identified as the way to negoti-
ate price, volume, and cost; (3) a per-case system was introduced in the hos-
pital sector; and (4) cost containment from the demand side ranked high
on the political agenda. Each of these arrangements was based on a more
general set of structural changes directed at introducing managed compe-
tition among public and private providers. The 1999 reforms deepened the
delegation process while simultaneously reinforcing the regulatory and
monitoring role of state authorities.” Central power was reinforced by
explicitly stating that the regions would be held financially accountable for
their deficits. These deficits would have to be covered by heavier regional
taxation or by increasing co-payments. Room to maneuver in this way was,
in fact, rather limited, given the strongly centralized general and payroll
taxes, with co-payments already at a relatively high level.”

Although not directly labelled as countries creating an internal market,
Portugal, Denmark, Sweden, Spain, and the Netherlands have introduced
internal market-like changes in the financing and provision of health care.
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Portugal decided in 1996 that new hospitals would have to adopt a more
entrepreneurial management style. In 1998, regional health authorities
began to establish regional contracting agencies, whose mission was to
develop expertise in analyzing, negotiating, and decision-making regarding
public financing of health services. The power of these agencies was rather
limited, however, since they had very small budgets. Moreover, their influ-
ence over providers was limited. As for the new management style, in 2003
new legislation was enacted which converted 30% of public hospitals into
“hospital companies.”*

In Denmark, several counties have experimented with negotiated con-
tracts and goal-setting for hospitals. Such contracts include activity levels
and provide activity-based financing and even bonus arrangements for
treatment in specific areas. Although such contracts are not legally binding
and do not include sanctions, they do have an effect, since persistent failure
could lead to salary cuts or changed employment conditions for the respon-
sible managers. Finally, several counties have applied internal market-like
practices by introducing competitive bidding among private and public sup-
pliers, particularly for auxiliary services (laundry, catering, cleaning, et
cetera), and in some cases even for clinical activities.”

As for Sweden, 14 out of 26 county councils established separate pur-
chasing organizations in 1994 which were operating at county, district,
or municipal levels. These purchasing organizations are assumed to have
increased competition among providers,” albeit with serious concerns that
market-based mechanisms would negatively influence social equity. In the
mid-1990s, therefore, the term cooperation started to be used instead of
competition.”’

In the early 1990s, some regional health services in Spain introduced a
contract program, characterized by negotiating between third-party payers
and hospitals regarding the hospitals’ activity levels. During the 1990s, infor-
mation systems measuring hospital performance improved significantly,
quality indicators were established, and aggregate measures of activity were
defined. Developments like these made it easier to compare the perfor-
mance of individual hospitals.®®

A final example of the introduction of internal market-like changes in
health care can be found in the Netherlands, where, as a consequence of
the health insurance system’s First Phase Amendments Act of 1989, sick-
ness funds started to bear real financial risk. This act introduced budget pay-
ments from the central fund to the sickness funds to cover the costs of
benefits. An additional source of financing to cover these costs was pro-
vided by flat-rate contributions which sickness funds received from their
members. The amount of flat-rate contributions could differ between sick-
ness funds, depending on how cost-efficient they were in the use of their
budgets. It was hoped, therefore, that the flat-rate contributions would be
an incentive for sickness funds to increase efficiency and cost-effectiveness
in their operations.”
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To conclude this section, it should be noted that the EU also includes
countries which deliberately did not consider the introduction of an inter-
nal market for health care. France is an example. Here, French culture and
the historically strong role of the state are the explanation. Moreover,
French patients already enjoyed free choice of doctors, the fee-for-service
system raised provider activities, and waiting lists are rare.”

Undoubtedly, implementing internal market ideas has brought about
positive changes in health care management.”! During the first period
(chapter eight), health care management, especially in hospitals, basically
involved “minding the shop,” with an open-ended financing system
abundantly delivering the necessary financial means. In those days, man-
agement in health care was a relatively easy job. From the 1980s on,
with the introduction of the idea of a health care market, health care man-
agers, providers, and insurers alike had to start to think in market terms,
taking notice of their competitive position in that market. To those who
did so, it became clear that on the market, quality and price are the deter-
mining factors. This explains their increasing attention to quality measure-
ment, quality improvement, and management accounting systems. The
last item might deliver useful signals for the measurement of efficiency
and effectiveness of the organization’s daily operations, as well as of the
profitability of their products.”> Management accounting systems could
deliver an insight into the cost structure of their products, help to deter-
mine a satisfactory price for the products produced and distinguish between
profitable products and unprofitable ones, and make it possible to detect
losses and wastes and separate the costs of idleness from the costs of
production, et cetera.” In short, the introduction of market ideas con-
tributed fundamentally to developments in health care management.
The times of “minding the shop” were over; instead, managers had to be
capable of bearing responsibilities very similar to those of their colleagues
in business life. With that, health care management became a challenging
and demanding job.

Two points should be made in this respect. Firstly, compared to many
other businesses, health care management is still a relatively young profes-
sion. In this respect, the OECD rightfully observes that, in most OECD
countries, “hospital management systems are in their infancy.”’* Further
professionalization, therefore, is needed and may be expected.

Secondly, health care management occurs in organizations that have rel-
atively independently functioning professionals. This demands particular
types of leadership and control which, to a certain extent, differ from those
in organizations which are not characterized as professional.

Thirdly, despite the fact that health care management, particularly in hos-
pitals, will increasingly resemble management in other businesses, it will
continue to be considerably more restricted by governments’ regulatory
demands. I will come back to these points later.
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9.2.3 Private Initiatives

To begin with, it should be kept in mind that private initiatives in health
care are not as unique as the title of this section might suggest. Apart from
the fact that, in many countries, general practitioners and medical special-
ists, as well other health care professionals, are self-employed, many hospi-
tals (both for-profit and nonprofit) also exist as a result of private initiative.
In Germany, the share of doctor-owned hospitals is growing, particularly for
specialized hospitals.” For-profit hospitals in France, furthermore, account
for no less than 40% of all French hospitals and 20% of all inpatient beds.
These private for-profit hospitals are small, with an average of around 70
beds. They tend to specialize in certain areas and are hardly involved in
emergency admissions. Their involvement with patients needing long-term
care or psychiatric treatment is even more marginal.”® Austria has around
50 small private hospitals, which are run by private individuals or compa-
nies and account for 5% of all Austrian hospital beds. They are mainly sana-
toriums. Admission depends on a patient’s ability to pay and the extent of
the patient’s insurance.” Furthermore, Greece is exceptional because its
government prohibited the establishment of new private hospitals during
the period 1983-1992, while at the same time trying to absorb part of the
existing private hospitals into the public system. In 1992, the restriction on
the establishment of private hospitals was lifted. People were so dissatisfied
with the public system that they increasingly turned to the private circuit.”
Also, a country like Spain has traditionally contracted-out between 15%
and 20% of its hospital needs to private not-for-profit providers.” Finally,
it is possible for a patient to have a private bed in a public hospital. The
United Kingdom’s NHS, for example, has 3,000 authorized amenity beds,
of which the majority are on ordinary wards.*

However, these already existing private initiatives in EU health care
systems are not the focus of this section. What is interesting in the frame-
work of this book are those private initiatives which can be seen to be a
consequence of the reform process that started around the beginning of the
1980s. Since then, those who are daily involved in health care delivery have
started to explore new ways of providing services. Many private initiatives
directed at improving efficiency and quality of care were initiated in almost
all spheres of collectively financed health care systems. Cooperation between
different health care providers, the merging of different institutions, pursu-
ing integrated care and seamless care, and pioneering new methods have
become the order of the day. Most governments of EU member states, while
keeping an eye on the basic values of solidarity and equal access to their
health care systems, have welcomed these private initiatives. Some of them
have even stimulated these developments through specific legal measures,
and in some cases governments themselves took the lead in trying to involve
private business in health care projects. All in all, the reform phase stirred
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up many innovations in health care delivery. For many of these innovations,
to some extent and to differing degrees, a (quasi-) market for health care
came to the fore.

For practical reasons, private initiatives in this section are classified along
three lines: (1) those initiated by health care providers, often with support of
insurers; (2) legal measures intended to create room for private initiatives;
and (3) governmental initiatives to involve private business in health care.

As for private initiatives initiated by health care providers, I follow the
inventory which was devised by the Dutch Health Management Forum in
1999.%' Many items on this inventory have also been applied in other coun-
tries of the EU. The forum distinguishes between private initiatives by
public providers, which are directly related to patient care, on the one hand,
and additional services, on the other. Private initiatives in the first category
are, for example, special arrangements directed at rapid treatment of par-
ticular categories of patients (based on a contractual relation between an
employer and a provider, with the employer paying for the extra services),
nursing homes, establishing nursing capacity for people fleeing countries
with cold winters, hospitals with wards for different classes or special hotel
facilities outside the hospital, or separate specialized treatment centers that
also perform interventions which are not covered by the health insurance
scheme (cosmetic surgery). As for the second category, additional services,
one can think of hospitals providing fitness facilities or sports clinics, home-
care organizations installing alarm systems in private homes of elderly
people, rehabilitation centers starting private companies for the develop-
ment of orthopedic instruments, physiotherapists providing supplementary
services like fitness and prevention programs, and hospitals creating inde-
pendent laboratories which provide blood tests for the market.

Regarding private initiatives by private providers, one can also distin-
guish between those initiatives which are directly related to patient care,
on the one hand, and extra services, on the other. Examples of the first cat-
egory are private home-care organizations, private nursing homes, and
special institutions for terminal patients. The second category comprises ser-
vices like television or telephony provided by private firms in hospitals,
hotel facilities for relatives of admitted patients, and health resorts.

Regarding legal measures intended to create room for private initiatives,
Sweden provides a good example. During the 1990s, a lot happened in this
country. Some county councils, like Stockholm, took the strategy of priva-
tizing the ancillary services as much as possible. The operations of one hos-
pital were even sold to a private investment firm, with the building remaining
state property. This novelty raised the debate in Sweden as to whether private
profit-seeking organizations would be as capable of providing health care of
equal quality and accessibility as the existing not-for-profit organizations.
Meanwhile, due to waiting list problems, several specialized inpatient clinics
had started to provide treatment on a contract basis for publicly funded
patients. In 1998, it was estimated that, of total health expenditures, 3% was



Organizational Reform 199

attributable to private health care. The majority of private hospitals tend to
concentrate on care which requires minor investments in equipment.
Recently, two private emergency hospitals were established in Sweden. Due
to long waiting times for certain medical interventions during the 1980s (hip
replacements, cataract surgery), patients who could afford it financially
turned to private clinics, which caused a growth in private providers, partic-
ularly in the larger cities.* As for care for the elderly in Sweden, 240 entre-
preneurs were active in 1999, employing 2,500 people. Some of these
entrepreneurs are from a religious congregational background. Also, in
Dutch health care policy, we see increasing governmental support for private
initiatives. This can be illustrated by a policy evaluation regarding the
so-called independent treatment centers for the provision of outpatient
treatment and day surgery. From 1998 on, the bureaucratic/political estab-
lishment’s appreciation of this phenomenon slowly evolved from “a neces-
sary evil” (combating waiting lists) into “a useful provision” (contributing to
market dynamics).” This has been expressed by a liberalization of corre-
sponding legal regulations directed at removing or relaxing the conditions
for the establishment of independent treatment centers. As a result of
changes made in 2003, establishing an independent treatment center no
longer depends on the existence of waiting lists; formal cooperation between
hospitals and these centers is no longer necessary; and the insurer’s view is
no longer important. To date, it is not yet clear if, in the future, independent
treatment centers may work for profit. The 2003 Minister of Health left this
point open to discussion in the framework of a fundamental change of the
health care system.* In 2005 the minister, however, did not explicitly exclude
the profit motive from health care provision.

Finally, let us consider governmental initiatives to involve private busi-
ness in health care:

“Let me say at the outset that partnerships between the public and the
private sector are a cornerstone of the Government’s modernisation pro-
gramme for Britain. They are central to our drive to modernise our key public
services. Such partnerships are here and they are here to stay.”® Thus said
the British Secretary of State for Health, Alan Milburn, in 2000, expressing
a decisive Labour government policy to modernize the NHS. At the macro-
level, this would be achieved by introducing the private finances that the gov-
ernment could not afford. At the micro-level, this would be achieved by
pursuing value for money through the transfer of risks and associated costs
to the private sector, which otherwise would have to be borne by the public
sector. A further advantage would be the expected benefits of greater exper-
tise, efficiency,and innovation that the private sector was assumed to possess.
Therefore, private management of hospitals could be part of the deal.®

In fact, this policy option was nothing new. In the early 1990s, the then
Conservative government had similar ideas, confusingly labeling them as
Private Finance Initiatives.”’ Limiting the interest in PPP/PFI to hospitals,
the British government started enthusiastically with a first contract signed
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in 1997. By the spring of 2003, a total of 117 contracts with hospital trusts
had been signed, with an approved investment of £3,2 billion.* Now, how
profitable are these constructions to the public sector?

To begin with, it is important to note that the British hospital infrastruc-
ture was neglected for a prolonged period. There was little hospital build-
ing until the 1960s, since the government’s focus at that time was on housing
and education. Of the 1962 hospital plan for over 200 (re)construction
schemes, only one-third had been realized by 1976 when public investment
was curtailed, and between 1980 and 1997 only seven public schemes were
completed. Consequently, in the 1990s, the NHS was burdened with “an out-
moded and worn-out estate, a significant part of which predated the First
World War, and a backlog of maintenance.”® It is no wonder, then, that the
decision to finally modernize the hospital infrastructure would cost British
taxpayers enormous amounts of money as a consequence of political short-
sightedness in the past. Thus, the decision was made to modernize with
private funding. And private investors appeared to be very willing, assum-
ing health care to be a profitable market. After all, the only interest of the
private parties in PPP/PFI is making money. And here, private partners
appear to be very successful. In this respect, a 2004 evaluation report by the
British Association of Chartered Certified Accountants (ACCA) is reveal-
ing. It shows that the annual capital costs for 13 hospitals built under
PPP/PFT are at least £45 million higher than if they had been built under the
government’s capital charging regime, even though these newly built hospi-
tals are considerably smaller than the old ones they replaced. As for the
latter point, it has been calculated that, in order to compensate for the addi-
tional charges and interest costs, the number of beds for the first 11 hospi-
tals built under PPP/PFI was reduced by more than 30% than was deemed
necessary according to the existing governmental planning figures.” Extra
capital costs, furthermore, caused an increase of 26% in the trusts’ budget
in 2003 compared to 2000.”" Thanks to these extra costs, 6 out of these 13
hospital trusts face financial problems. These capital costs leak out of the
health care system. Had the hospitals been built under the government’s
capital charging regime, the capital costs could have been recycled within
the health care system. Because of this “leaking out,” £125 million has to be
injected into the NHS on an annual basis to keep it in steady state in rela-
tion to the government’s capital charging regime.” Furthermore, the report
shows that the hospital trusts are paying a risk premium of about 30% of
the total construction costs to ensure that the new hospitals are built on time
and in line with the available budget. All in all, the ACCA researchers con-
cluded that the private partners in these projects, contrary to the govern-
ment’s assumption, do not experience any risk at all, because all payments
are guaranteed by the government. Banking consortia, construction com-
panies, and service providers, the latter two regularly connected, are the ones
who benefit from PPP/PFI constructions, not the taxpayers. Consequently,
in the end, these taxpayers are the ones who have to cough up the money.
In addition, the Netherlands Board for Hospital Facilities correctly observes
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that the very long time-span of PPP/PFI contracting may easily be at odds
with the unpredictable and rapid changes taking place in health care.” These
changes require flexibility; long-term fixed contracts are an impediment in
this regard.

As for private management of public hospitals, the assumed advantages
of greater expertise, efficiency, and innovation are very difficult to prove.
Previous Australian experience, in this respect, produced such negative
results that after the first two PPP/PFI projects, the state of Victoria aban-
doned its attempt to seek a private operator for the third one. Indeed, the
privatization of Australian public hospitals has caused so many problems
that a special committee of the Australian parliament recommended in 2000
that “no further privatisation of public hospitals should occur until a thor-
ough national investigation is conducted and that some advantage for
patients can be demonstrated for this mode of delivery of services.”*

Meanwhile, the PPP/PFI train thunders on. In Portugal, the present gov-
ernment has chosen private investment in state-owned health care facilities
as one of its priorities for its health agenda. It is assumed that this will
improve the Portuguese health care system by providing capacity while at
the same time guaranteeing value for money spent, through cooperating with
private business in the building, maintenance, and operation of health care
facilities. Furthermore, it is thought that cooperation with business will trans-
fer the risks to private investors and, through this, alleviate the government’s
public investment burden. In 1995, the management of a new 600-bed hos-
pital near Lisbon was contracted-out to a private consortium. Meanwhile,
legal provisions have been enacted to create the necessary framework for
the further implementation of actual partnerships. The Portuguese govern-
ment intended to launch ten public—private-partnership hospitals before
2006 with private investment, public financing, private management, clinical
services, and public ownership.” In Spain, some regions experimented in the
early 1990s with contracting-out to private companies the integrated man-
agement of services in several health areas. The Valencia region contracted-
out hospital services in two health areas to private for-profit organizations,
based on a long-term agreement.”® Due to persistent underfunding of capital
investment in the health care infrastructure, some local health authorities
and hospital trusts in Italy have developed pilot programs over the past few
years involving a public—private mix in project financing. To date, legal issues
concerning the role that private business can play in managing public health
organizations limit the scope of these experiments.”’

9.3 Rationing and Priority Setting

Around the beginning of the 1980s, governments started to realize that
developments in health care were getting out of hand. The situation of an
ever-growing share of public funds absorbed by health care objectives,
regularly in double digits during the 1970s, had to be addressed. For the
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implementation of restructuring policies to proceed, however, the public
at large, and in particular consumers and providers, would have to start
to realize that the process of production and consumption of health care
goods and services is not as self-evident as people had come to believe.
To put it another way, people had to get the message that health care goods
and services are also subject to scarcity. This was not an easy task for
governments to accomplish. For example, in 1998, a representative popula-
tion survey in Germany showed that the majority of respondents favored
unlimited funding for health services, arguing that the extra money required
should be gained through savings in other areas.”® Similarly, the British
King’s Fund argued that “there can be no doubt that any strategy
which could be interpreted as limiting the comprehensive nature of
the NHS [...] will cause a public furore of considerable proportions.””
Governments pursuing rationing policies will always face opposition from
(part of) their electorates. Realizing this, and acknowledging the delicacy
of the matter, governments therefore phrase their rationing policies in
rather vague terms. The next subsection attempts to illustrate this point.
After that, some more substantial ways of rationing, e.g., priority setting,
will be dealt with.

9.3.1 On Rationing

Scarcity raises distribution problems, and, with that, forces governments
inevitably to pursue a balanced approach between demand and supply.
Against this background, several EU governments have organized cam-
paigns to communicate the scarcity message to their citizens.'” Scarcity, so
it has been argued, forces rationing and priority setting in health care. After
all, not everything that is possible medically is feasible financially. Although
the message was clear, implementing it was quite another story.

First of all, implementation encountered difficulties because several
EU countries have no defined list of health care items that are provided
through collective financing. The United Kingdom, for example, grants
a large degree of discretion about the range of services actually provided,
with the Secretary of Health in a position to decide “to such an extent
as he considers necessary to meet all reasonable requirements.”'”! Also,
countries like Sweden, Portugal, and Italy do not have explicit lists of
services to be provided, although some of these countries have
attempted to define the content of a homogeneous benefit package.'”
Even countries like Germany and the Netherlands, for example, which
do have a defined coverage package, face similar problems, however.
In other words, having decided on the content of a coverage package
does not make decision-making regarding the exclusion of specific
items from that package any easier. As a consequence, discussions and
proposals on rationing mostly resulted in rather general principles and
guidelines.
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A Finnish report of 1994, for example, written by a special task force, con-
tains no specific recommendations. The report was a plea for transparency
in decision-making, taking into account principles of human rights, self-
determination, equality, and justice, while distinguishing between the polit-
ical and the clinical level as regards the application of these principles.
Ongoing discussions on this topic in Finland by the end of the 1990s cul-
minated in a so-called high-level consensus meeting in 2000. But, again, the
appropriateness of its outcomes remained vague. Health care, it was argued,
should be provided on fair and equal grounds. The effectiveness of services
should have a central position, and the Finnish health care system should
be built on a sound financial foundation.'”

Sweden also formulated rationing principles. First of all, human rights
are central: regarding health care, individuals have equal value and
equal rights irrespective of their personal position in society. Secondly,
rationing measures should take into account the principles of need and
solidarity, with resources focused on the individual or sector in greatest
need. Thirdly, the principle of cost-effectiveness should be followed,
e.g., health care delivery should be in accordance with a reasonable
relation between costs and effects, measured as improved health and a
higher quality of life. The third principle was subordinated to the other
two principles. When they were raised to the Swedish political/administra-
tive level, the discussions resulted in four levels of priorities: (1) care
for life-threatening acute diseases and diseases that, without treatment,
would cause prolonged disability and/or premature death, as well as
care for serious chronic diseases, palliative care in the final phase of life,
and care for people with reduced autonomy; (2) prevention measures
that had documented benefits, rehabilitation, et cetera; (3) care for less
serious acute and chronic diseases; and (4) care for reasons other than
disease or injury.'™

The Netherlands, which received a report on the limits of health care in
1986,'" expected a special committee to solve the problem of determining
the content of the benefit package. In its 1992 report, this committee devel-
oped a ranked ordering of four criteria: necessity, effectiveness, efficiency,
and individual responsibility. Health care items which satisfied these four
criteria would have to be included in the benefit package.'"™ But here too,
theory differed from practical implementation, if only because most of the
four criteria can be debated.

So, altogether, rationing is a rather theoretical exercise in “muddling
through elegantly.”'”” It is also a highly sensitive topic politically, and it does
not deliver many options for dealing with the scarcity problem in practice.
What we see in practice, therefore, is that health professionals, working in
the daily process of health care delivery, “ration” simply by adjusting needs
to means. In the words of the British Medical Association, this involves “the
denial of treatment on grounds other than simple clinical judgement.”'*®
More generally, if the means to fund a health care system on the basis of a
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collective scheme are inadequate, one has to bring the needs for health care
in line with what is financially feasible.

Meanwhile, one of the problems with rationing policies is rationality
itself. There are those who have attempted to judge the contents of a benefit
package on the basis of criteria like uncertainty, information asymmetry,
and fundamental importance.'” Others have even developed econometric
models for the establishment and financing of a basic insurance package.'"
These attempts, however, leave unaddressed the fact that there is a consid-
erable difference between formulating rationing ideas at the macro-level
and their implementation in practice. One can, for example, easily decide
at the macro-level to limit the finances of hospitals, but the consequences
of such a decision have to be dealt with at the micro-level of hospital care.
And if, in this respect, measures to improve effectiveness and efficiency of
health care delivery have been exhausted, further rationing has to be left
to the ingenuity of those who are directly involved in the health care deliv-
ery process, particularly the medical specialists and the nursing staff. At the
micro-level, therefore, rationing “continues to be implicit and controlled by
the medical profession.”!! It is “ultimately individual clinicians, and clini-
cians acting together with colleagues in clinical directorates and similar
groupings at institutional level, who actually manage the process.”''* They
are the ones to decide on the treatment program, the use of resources, how
to deal with waiting lists, et cetera. This has always been so, and always will
be.

Although the concept of rationing as such is rather vague, in daily prac-
tice it has become a substantial consideration through the use of strategies
for priority setting regarding the demand side as well as the supply side of
health care.'” Since the 1980s, both sides have been the focus of policy-
makers. As for the demand side, one can think of items like cost-sharing
and co—payments. On the supply side are items like capacity planning, tech-
nology assessment, appropriate care, financial constraints on hospitals, and
waiting lists. Some of these items have a direct financial impact, either for
consumers or for providers. They will be dealt with as part of the fourth
theme of this chapter. For the completion of the present theme, I will deal
with three selected items of priority setting on the supply side. I start with
technology assessment in a separate subsection, the reason for this being
that, over the course of time, it has become an established field of research
on its own throughout the European Union.

9.3.2 Health Technology Assessment

In the sixth chapter I concluded that it is very debatable whether the intro-
duction and diffusion of expensive health care technologies can be viewed
as a rational process. In contrast with other technologies, marketing
research before the production and launching of something new, including
calculations about when a potential market will be fully served, is quite
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unknown in the medical technology field. The starting point for the intro-
duction is far more that a new technology, be it a drug or a medical device,
promises to fulfill needs that could not be fulfilled before, or has the poten-
tial to deal with them in a cheaper and more efficient way. The question of
effectiveness, i.e., does the new technology fulfill its promise, and does it
really add a new dimension or value to the health care process? mostly
comes after the new technology has become a standard procedure.

This last point illustrates a more general problem besetting most health
care systems in the European Union, namely, the repeated adoption of
unevaluated innovations. What is worrisome is the way in which just about
all innovations slip into the health care systems of many countries without
proper evaluation, either before or during an innovation’s career. The legal
assumption that a suspect is presumed innocent until proven to be guilty
appears to apply to medical innovations as well. They are assumed to be
effective until they are shown to be ineffective. This has consequences for
the first part of my definition of planning—the processing of information
regarding decisions on future actions (section 6.2.3). It is obvious that,
before information can be processed, two factors must be evaluated,
namely, the completeness of the information and its reliability. There is
quite a lot of research proving (always after the fact) that new technologies
were introduced without adequate evaluation. In order to cope with this
problem, governments have taken an interest in technology assessment for
some decades now.'"* During the period at issue, almost all EU countries
have one way or another engaged in using this technology assessment to
control the costs of health care. They do this by listing expensive technolo-
gies that need explicit government permission to be purchased, or by
putting specific committees in charge of decision-making. The following
cross section is an illustration of the general picture in this respect.

Luxembourg uses a list of pieces of costly, specialized medical equipment
which cannot be purchased without special authorization by the Ministry
of Health. The list is revised every three years. The authorization process
includes consultation with the Permanent Hospital Committee, an advisory
board composed of representatives from the government, the Union of
Sickness Funds, hospitals, and health professionals. In order to prevent hos-
pitals from purchasing expensive equipment without authorization, a 1998
law provided that the state would pay 80% of the respective costs, with the
rest to be supplied by the insurance funds.'”

Belgium has special accreditation criteria for the use of expensive tech-
nology. If a hospital fails to meet these criteria, not only can reimbursement
be refused, but it is also possible that the hospital budget will be cut by
20% .Technology assessment is done by technical councils composed of rep-
resentatives from the health insurance funds, health care providers, and uni-
versity experts. Input from economists, statisticians, epidemiologists, or
engineers is minimal. Consequently, attention to cost-effectiveness is often
lacking. In 2000, Belgium did not yet have a formal national program or
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institute for health care technology assessment. Due to the increasing costs,
proposals have meanwhile been formulated to try to control the use of
expensive technologies.''®

In 2001, Italy had no national agency responsible for the promotion and
financing of technology assessment activities. The regional Centre for the
Assessment of Biomedical Equipment, established in Trieste in 1989, can
be considered to be Italy’s first experiment in technology assessment. In
1997, the Ministry of Health funded this center to monitor the dissemi-
nation of major health technologies. In Veneto, a regional Centre for
Technology Assessment and Quality Improvement in Health Care was
established in 1993 with the objective of carrying out integrated assessment
of individual technologies, i.e., technology assessment from an epidemio-
logical, clinical, and economic perspective.''’

In Spain, the introduction of health technology assessment took place in
two phases: a first wave of institutional design in the mid-1980s, and a
second wave in the mid-1990s. During this second wave, in 1994, the Spanish
National Office of Technology Assessment was established. Its functions
and organization were enlarged and reformed in 1999, in the sense that
several regional agencies were created. Since then, the regional approach
has become important in Spain, since it contributed to the improvement
of available data on evidence-based medicine and cost-effectiveness.'®
Furthermore, some Spanish regions are involved in “horizon scanning,” i.e.,
proactively identifying new technologies that could be included in the
benefit package.'”’

Although the United Kingdom has had a health technology assessment
program since 1993, which was funded as part of the NHS Research and
Development Programme and which aimed “to ensure that high quality
research information on the costs, effectiveness and broader impact of
health technologies is produced in the most effective way for those who
use, manage and work in the NHS, "'’ assessment activities remained rather
scattered' until, in 1999, the National Institute for Clinical Excellence
(NICE) was established in order “to create greater national harmony in the
use of health technology.”'** NICE is an independent organization which
has to assess new health technologies based on substantive criteria, such as
(1) does the new technology promote clinical excellence? and (2) does it
contribute to an effective use of available health care resources?'* Addi-
tionally, like the Spanish, the British are engaged in “horizon scanning” at
a unit of Birmingham University, i.e., identifying new technologies that are
likely to affect the NHS with a view to encouraging their evaluation and
assessing their clinical potential and cost-effectiveness.'* Horizon scanning
may contribute to prospective policy-making.'”

With its Drug Reimbursement Scheme (GVS) of 1991, the Netherlands
created an explicit assessment process regarding the coverage of outpatient
drugs. Under this scheme, these drugs are appraised for their therapeutic
value compared to other drugs.'”® The GVS, therefore, can be labeled a
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reference price system for pharmaceutical reimbursement, directed at limit-
ing public reimbursement without restricting choice.'” The initial effect of
the introduction of GVS was price convergence to the reimbursement level,
resulting in an overall price reduction of around 5%. The pharmaceutical
industry reacted by introducing high-priced new drugs into the market. This
led the Dutch government to decide to halt reimbursement for innovative
drugs for a number of years. Due to a growing list of new drugs waiting for
approval, this policy could not be maintained. Therefore, since 1999, after
assessment of their therapeutic value and costs,new drugs can be reimbursed
in line with their premium price. In the same year, the ministry also intro-
duced guidelines for pharmaco-economic research which producers have to
follow when submitting new drugs for market approval. As of 2005, the
assessment criteria included the results of pharmaco-economic research.'*

Finally, Denmark established its Institute for Health Technology Assess-
ment (DIHTA) in 1997. Providing information, counseling, education, and
training regarding health technology assessment, as well as contributing to
quality development, are among DIHTA’s objectives. The organization
works in close cooperation with the counties. Health technology assessment
is done in cooperation with clinical departments, general practitioners,
health administrators, clinical scientists, researchers, and representatives
from the medical technology industry. DIHTA’s advisory board is made up
of 22 members, representing the main stakeholders in the Danish health
care system at the political, administrative, and industry level. It also
receives multidisciplinary advice from its scientific board. With its annual
budget of 25 million Danish crowns, DIHTA employs a multidisciplinary
staff of ten full-time members, complemented with an external expert staff
of seven members on a part-time basis.'”

Thus, altogether, there is a lot going on regarding health technology
assessment in the countries of the European Union. At national, regional,
and institutional levels, governments are trying to control the use of tech-
nology through assessment. But does it work? In this respect, a recent study
on eight countries which are involved in health technology assessment
delivers some interesting results.”™ It shows, firstly, that there are consider-
able differences between countries with regard to aspects like the trans-
parency of the assessment process, appeal procedures, and composition of
assessment teams. Secondly, different countries assessing the same new
technology may come to different conclusions regarding its effectiveness.
Thirdly, negative assessment outcomes may be overruled by political inter-
vention or court rulings with a possible consequence that, fourthly, assess-
ment organizations reverse their initial conclusions. Finally, most health
technology assessment focuses on matters of effectiveness. For health tech-
nology assessment ever to have a chance of being an effective rationing
tool, however, more attention should be paid to cost-effectiveness. In this
respect, the Dutch decision to include pharmaco-economic criteria when
determining whether a new drug should be included in the benefit package
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is a step in the right direction. Finland and Portugal have decided to follow
the same road.

Nevertheless, three problems regarding health technology assessment
remain. Firstly, health technology assessment is very costly and time-
consuming, so that, given the speed of technological development, it is
highly likely that, by the time the assessment is completed, the technology
concerned has been replaced by newer technology.

Secondly, it is impracticable to control all new technologies that come
onto the health care market each year. Understandably, therefore, most
assessment is limited to the expensive devices and procedures. For example,
in the Netherlands, health technology assessment deals with around 3% of
total health care costs and around 9% of all hospital costs."

Thirdly, how can governments forbid the introduction of a unevaluated
technology, especially in a health care system with important market ele-
ments, if there are no compelling reasons for governments to condition or to
correct? Furthermore, the very existence of a private market for health care
can create obstacles for governments that want to control the use of expen-
sive technologies in their public hospitals. In Portugal, for example, with 67 %
of the expensive medical equipment in use installed in private clinics, even
public hospitals make contracts with private clinics for the use of their equip-
ment. Would a government dare to forbid that?'** In this respect, it should
be realized that if a new technology is paid for by private insurance, or by
private individuals, this will exert pressure for public insurers to follow.'*?

Finally, there is the aspect of financing the assessment. Correct reasoning
requires one to add the assessment costs in order to establish the real costs
of expensive technology. I agree that doing so would not deliver much
benefit for each individual EU country. But if health technology assessment
would be raised to the level of the European Union, making it a combined
affair, assessment effectiveness could increase considerably. Such an EU-
level approach would have to start with reaching agreements on matters
like the interpretation of the assessment task, the procedures to follow, as
well as the methodology to be used. It is difficult to see why such an idea
would not be feasible. After all, at the EU-level, we already have the Euro-
pean Agency for the Evaluation of Medical Products, the European Medi-
cines Agency, and the Committee for Proprietary Medicinal Products.”**
Moreover, technology assessment has nothing to do with a country’s
medical culture. Technology is neutral. One can either use it or not.

9.3.3 Two Other Examples of Priority Setting

As stated in the introduction to this chapter, each of the four themes can
be illustrated with many examples. With regard to priority setting, two other
examples are presented below: waiting lists and clinical guidelines.

The phenomenon of waiting lists is well known in quite a number of
EU countries. They are the consequence of a too-limited capacity, either
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in facilities, in equipment, or in staff numbers in relation to demand.
Such a situation may lead to what the Dutch in the 1990s started to call
a “care gap,” i.e., the difference in financial terms between what the then
government coalition was prepared to supply and what those involved
in health care delivery thought was necessary. In one of its yearly “Health
Care on Account” reports, the Federation of Dutch Health Care Organi-
zations calculated this difference for all institutional health care provisions
to be 0.8% yearly during the period 1996-2000." The government,
however, which was strongly focussing on reducing public debt (its main
priority in those days), was not prepared to offer any consolation for many
years. Health care institutions, so it was argued, had to economize on their
budgets and had to work more effectively and efficiently, thus increasing
productivity. Subsequent reports of the Federation in the following years in
which claims for more financial means were well substantiated did not
change the government’s position.””® Consequently, waiting lists grew
in acute hospitals, in long-term care, and in ambulatory mental health
care, as well as in home care. When, at the beginning of the 21* century,
things had really got out of hand, with citizens even going to court
to force insurers to live up to their legal obligations, the government
had to give in. Comparable developments can be observed in other EU
countries.

Denmark, for example, where waiting times were also too long, had to
reach an agreement on goals for maximum allowable waiting times for spe-
cific treatments, to be achieved by the end of 1995. This agreement forced
the government to come up with extra financial incentives. However,
because general legislative guarantees appeared not to work, a more dif-
ferentiated approach based on assessments of the impact of waiting times
for different patient groups was followed beginning in 1999. Since 2000,
targets have been set for a number of life-threatening diseases (some
serious heart conditions, and some types of cancer). Due to these measures,
the overall percentage of patients waiting for treatment for more than three
months has fallen from 32% in 1995 to 21% in 1998. In the latter year, 71 %
of patients were treated immediately, 14% within a month, and 8% had to
wait more than three months."”’

The government of Portugal took the phenomenon of waiting lists seri-
ously in 1994 when it launched a special program to cope with this problem
by contracting with private health care institutions. After that, the policy to
reduce waiting lists was extended several times by granting extra funding
for hospitals and surgical staff. After a change of government in 2002, this
policy was revised and exchanged for a policy of involving more private
hospitals (for-profit as well as not-for-profit) to cope with the problem.
Nevertheless, by mid-2002, of more than 120,000 patients waiting for
surgery, almost 70% had endured an unacceptable delay.'™

In Sweden, there was much political discussion in the 1990s regarding
accessibility, e.g., waiting times and treatment. In 1992, a National Guaran-
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tee of Treatment was introduced with the objective of reducing waiting
times. A patient who had to wait more than three months could demand
treatment elsewhere, even outside the county of residence.'”

Finally, in the United Kingdom, the administration which came to power
in 1997 faced a serious waiting list problem. For years already, this had been
a major source of concern within the NHS. Illustrative of the seriousness of
the situation are the commitments the new Labour government made: (1)
a wait of no more than 18 (!) months for a hospital inpatient admission; and
(2) a reduction of the number of people on waiting lists by 100,000 by the
time of the next election (that is, after six years). Despite these commit-
ments, however, in the beginning of 1999, the number of patients who had
been on waiting lists for between 12 and 18 months had increased by around
65% compared to the time when the new government took office.'®

These examples show that sometimes waiting lists may be a consequence
of deliberate restraint policies, with governments setting other priorities.
Consequently, priority setting in health care is of an “inherently political
nature.”'" At other times, governments may not have sufficient financial
means. It is not always clear which argument applies. But no matter what
causes waiting lists, three things can be concluded.

Firstly, those who work in daily practice have to do the resulting priority
setting. They are the ones who have to decide on who comes first. Decision-
making, in this respect, is not necessarily always based on health conditions.

Secondly, those who can afford it will bypass waiting lists by taking
private health insurance or by seeking health care abroad. Particularly in
the United Kingdom, waiting lists increased the proportion of the popula-
tion who had taken private medical insurance in the beginning of the 1990s
to 13%. This number was expected to grow to over 50% by the turn of the
century.'” This development did not materialize, however.

Thirdly, in the longer term, governments in democracies appear not to be
able to ignore the problem of waiting lists forever. Sooner or later, public
protests force them to do something about it.

The second example of priority setting concerns the performance of
medical professionals and institutions. Here, over the past decades, several
methods of standardization have been explored based on best practice,
evidence-based medicine, accreditation, or clinical guidelines and protocols.
They are all meant to increase the cost-effectiveness of medical per-
formance. Health care institutions and medical professionals of all EU
countries are involved somehow in all these types of standardization, some-
times through private initiatives, sometimes through apparent coercion by
insurers or governments.

In this respect, the Dutch Association of Medical Specialists, together
with the Dutch Association of Medical Directors of Hospitals, established
the Dutch Institute for Health Care Improvement (CBO) in 1979. The insti-
tute’s programs include the development of medical guidelines and indica-
tors, as well as dissemination of best practices. However, it is up to the
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individual doctor whether to follow the CBO’s programs. In only a very few
situations is funding of treatment related to acting upon issued guidelines.
For the rest, guidelines are simply an advice which medical professionals
can follow or not.'*

In Denmark, the Copenhagen Hospital Corporation introduced an
accreditation system for all hospitals in the area in order to be able to
compare hospital performance and to encourage self-regulation. In 1998,
an independent Centre for the Evaluation of Hospital Activity was estab-
lished in order to strengthen the quality of care and promote the efficient
use of resources. In 2002, it was decided to develop indicators for clinical
quality that could be used for comparison between (departments of) hos-
pitals. The intention was to make this information publicly available.'*
Practice guidelines are, to a large extent, produced by the different medical
colleges.

In France, quality of care and the evaluation of medical performance
became issues in the mid-1990s. The French addressed these issues in two
ways. Firstly, through the aforementioned organization ANEAS, they
designed and disseminated a system of practice guidelines. Secondly, they
emphasized the need for continuous education. ANEAS’s practice guide-
lines are recommendations which doctors are required to follow. In 1998,
ANEAS issued 200 recommendations for general practitioners and 250 for
medical specialists, mainly concerning drug prescriptions or the provision
of medical examinations. Failure to follow the recommendations could lead
to financial penalties for the doctor concerned. Meanwhile, research on the
effects of the recommendations has shown that doctors have modified their
prescription behavior. The percentage of prescriptions that did not comply
with recommendations decreased from 19% in 1994 to 8% in 1996. The
system of penalties, which was hardly used, was abolished by the end of
1999." A new legal arrangement in March 2002 made it possible for pro-
fessionals and insurers to conclude targeted agreements on good practice.'*

Belgium introduced a Minimal Clinical Summary in 1998 which was
intended, among other things, to follow hospital compliance with accredi-
tation criteria. Belgian social insurers and physicians concluded an agree-
ment on standards of quality of care in 1993. In 1997, evaluation committees
were established in hospitals, not only to assist in the improvement of the
quality of care, but also to install quality indicators into the financing
system.'"’

Finland introduced national guidelines on quality assurance in 1995 and
1999. Here, the guidelines included the promotion of patient-oriented ser-
vices, as well as the incorporation of quality assurance as part of the daily
activities of health care providers.'*

With its National Health Plan for 1998-2000, Italy established a proce-
dure for institutional accreditation of public and private health care
providers based on an assessment of the quality of their infrastructure as
well as human resources, and including methods to address the effective-
ness and appropriateness of health care interventions. Furthermore, the
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plan envisaged a national program for designing and applying clinical
guidelines with the involvement of relevant parties at macro-, meso-, and
micro-levels. The underlying idea was to steer the behavior of medical pro-
fessionals toward effective and appropriate service delivery. In accordance
with the plan, a National Program for the Elaboration, Dissemination, and
Evaluation of Clinical Guidelines was established, directed at designing and
disseminating guidelines on treatment of the most prevalent health condi-
tions, especially back pain, hypertension, cervical cancer, breast cancer, and
angina pectoris.'®

As a final example, in the United Kingdom, the issuing of clinical guide-
lines, as well as medical auditing, is the responsibility of the respective Royal
Colleges." The central government is the authority engaged in the devel-
opment of a national framework for performance assessment in the NHS.
This framework will cover six dimensions, among which is “effective deliv-
ery of appropriate care.” The framework is meant to underpin account-
ability agreements between regional NHS offices and health authorities on
the one hand, and these authorities and primary care groups, on the other,
with the development of standards expected of clinical professionals as one
of the most important areas of regulation.'”” NHS hospitals are not subject
to formal regulation through accreditation systems. Instead, nongovern-
mental organizations like the King’s Fund offer accreditation services which
have been taken up by NHS hospitals as well as by private clinics."”> One
of the first results of the government’s proposals to regulate professional
performance assessment was the publication of clinical indicators and high-
level performance indicators in 1999.'%

So, altogether, there is a lot going on in the countries of the European
Union regarding attempts to regulate medical performance. Best-practice
examples, clinical guidelines, accreditation and evidence-based medicine, as
well as protocols can all be seen as attempts to “rationalize” medical per-
formance and as “proof” of cost-effectiveness. Priority setting by medical
professionals along these lines would require them to follow these attempts,
because they assume to provide “a secure knowledge base that can provide
rational foundations for clinical decisions.””™* They have the “smell” of
science, and through that limit the freedom of professional autonomy. This
is, by and large, the implicit assumption of governments and insurers. The
problem with this assumption, however, is, firstly, that clinical guidelines,
evidence-based medicine, and protocols are based on the treatment of an
“average patient,” not a specific patient.'” Secondly, the first encounter
between a medical professional and the client is not about “what works?”
but about “what’s wrong?”'®* This judgment dilemma, of “meaning-
making,”"’ is an intrinsic and inescapable imperative for clinicians,"® and
with it uncertainty in professional practice is inevitable." Thirdly, studies
on the effectiveness of medical performance take so much time that, by
the time an agreement has been reached on guidelines, there is a fair
chance that new innovations have meanwhile rendered them obsolete.'® In
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summary, guidelines, evidence-based medicine, protocols, et cetera, may be
seen as an attempt to create some scientific-bureaucratic rationality (you
follow the rules, and you perform responsibly and cost-effectively), but the
problem of uncertainty (chapter eight) remains. This may explain why fol-
lowing clinical guidelines is almost never enforced and at best strongly
advised.

9.4 Cost Containment

As argued in the introduction to this chapter, cost containment is one of
the two main objectives of health care reforms. It is an objective which does
not necessarily have to be achieved through financial measures. Clinical
guidelines and medical protocols, for example, can at the same time be
instruments of quality improvement and methods of cost containment. Sim-
ilarly, organizational reforms may simultaneously lead to greater involve-
ment of health care personnel in health policy development and financial
savings. In these examples, cost containment is an indirect and pleasant
byproduct of reform policies. This type of cost containment is not the focus
of this fourth theme, however. On the contrary, its focus is on direct finan-
cial reforms.' First, the theme deals with developments regarding phar-
maceuticals, because pharmaceuticals represent an ever-growing share of
health care expenditures. A number of financial measures have been
applied to examine the issue. In the framework of this book, copayments
and coverage limitations are of particular importance. The same applies for
the second item, cost-sharing. The final subsection will go into the financ-
ing of hospitals, for two reasons: Firstly, hospitals consume more than half
of a country’s health care budget; secondly, reforms in hospital financing
give an indication of the current developments in hospital management.

9.4.1 Pharmaceuticals

As for reforms in the pharmaceutical field, a complicating factor is that
pharmaceutical companies contribute not only to a population’s health.
They are also an important source of employment. The German pharma-
ceutical industry, for example, provides employment for 115,500 workers in
1,100 companies. France is also an important producer, with 300 firms
employing 90,000 people. In addition to this, French wholesalers employ
15,000 people, and Belgium has a dynamic pharmaceutical industry which
saw an increase in employment of 23% during the period 1987-1997, com-
pared to 12% overall for private business.

There are considerable differences between countries regarding drugs
consumption. In the United Kingdom, for example, the level of prescribing
is between 30% and 80% lower than in Italy, Germany, and France.
Denmark is also not a big consumer in this respect, with a spending level
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of only 0.7% of GDP compared to 1.3% on average for the other EU coun-
tries, the United States, and Japan.

Meanwhile, overall expenditure on pharmaceuticals in EU countries has
reached a level of between 10% and 15% of the total health care budget.'®
Understandably, therefore, all EU countries have taken measures to get
control of spending on drug consumption. The following is a summing-up
of these attempts. Here, apart from some incidental comments, copayments
are left out, since they are the topic of a separate section.

As for the pharmaceutical industry, the United Kingdom had already
started to regulate profits in 1957 through a voluntary, non-statutory Phar-
maceutical Price Regulation Scheme. Under the 1999 Health Act, the gov-
ernment acquired the power to impose statutory price and profit controls
on those companies that chose not to sign up for the voluntary scheme. In
France in the 1980s, the profit margins of manufacturers, wholesalers, and
pharmacists were regularly reviewed and adjusted downwardly. Since 1994,
there has been more cooperation between the government and the National
Union for the Pharmaceutical Industry through “framework agreements,”
of which over 140 had been signed by 2004, covering 97% of turnover.
Germany presents a dichotomy in this respect. On the one hand, it has reg-
ulated the distribution of drugs through wholesalers and pharmacies in
detail. On the other hand, its regulations regarding pricing by the industry
and proof of efficacy are very liberal.

Governments try to control the price of pharmaceuticals through a
variety of measures. Italy revised the distribution margins downward in
1994. Moreover, the country’s government imposed a nationwide drug
expenditure budget. Spain reduced the profit margin for wholesalers from
12% in 1997 to 9.6% in 1999. Finland introduced a regressive formula for
determining pharmacy profit margins in 1997. Belgium and Denmark intro-
duced price freezes in 2000, and the latter country also imposed (tempo-
rary) price ceilings and price cuts. Since 1993, when Germany introduced
“spending gap” regulations, physicians’ associations and the pharmaceuti-
cal industry have had to pay for overspending.'”® Similar developments can
be observed in Italy, where private companies, wholesalers, and pharmacists
are responsible for paying 60% of the costs of exceeding the nationwide
drug expenditure budget.'® Also popular is the idea of reference-pricing,
allowing the price of a drug not to exceed that of a certain average of com-
parable drugs in a number of other countries.'® Reference-priced drugs,
which accounted for 15% of the German drug market in 1997, have since
grown to more than 60%.' The pharmaceutical industry countered refer-
ence-pricing partly through above-average increases in the prices of non-
referenced-priced drugs.'” People who prefer these non-reference-priced
drugs have to pay copayments. Finally, there is cost-effectiveness pricing
with pharmaceutical companies seeking eligibility for reimbursement
having to submit economic studies to prove the effectiveness of their prod-
ucts. Canada in 1995, and Finland in 1999, introduced such a requirement.'®
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Additional measures of control include the substitution of generics for
trademarked counterparts, as well as the shift to parallel imports. The pecu-
liar thing with generics is that they are very popular in some countries and
almost non-existent in others. Generics in Denmark, for example,
accounted for 49% of total pharmaceutical expenditures in 1999, which is
far more than in France, 2% (of reimbursable drugs); 1% in Belgium; or
Spain, only 0.2% of total public pharmaceutical expenditure in 1999. It is
likely that the copayment level, as well as the price difference between
generics and trademarked drugs, played a role here. In Austria, for example,
prices for trademarked drugs are generally only 10% above those of gener-
ics. Besides, generics are not always available.'”

A very important control measure is the screening of the need for and
the effectiveness of drugs. In this respect, in 1982 the Irish had already
deleted about 900 over-the-counter medicines from the list of reimbursable
drugs and medicines."”” The Netherlands started need and effectiveness
evaluations in 1996. This resulted in the removal of a large number of reim-
bursable drugs from the coverage package.'”" Here, the distinction between
positive and negative lists is important. Negative lists, as opposed to posi-
tive lists, represent drugs which are no longer reimbursable. Most EU coun-
tries have these types of lists. Once they exist, they are updated regularly.
Spain, for example, introduced a negative list in 1993 which excluded almost
900 drugs from public funding. After updating this list in 1998, a further 830
were excluded. France set up its Commission on Transparency in 1999. It
reevaluated drugs in accordance with defined criteria, declaring 835 inef-
fective between 1999 and 2001, and removing 84 from the French positive
list in 2003.

Finally, there are several measures directed at drug prescription practices.
The Danish Institute for Rational Pharmacotherapy, established in 1999, for
example, develops guidelines and provides information for the rational use
of pharmaceuticals. A similar organization, Pharmacet, was established in
1996 in Belgium. The British introduced a system of indicative prescribing
budgets for general practitioners in the beginning of the 1990s. Denmark
and Sweden have special pharmaceutical committees to promote effective
prescription behavior. Additionally, most counties in Denmark have units
that undertake medical audits, although, in contrast to the situation in
Austria, doctors who persistently fail to adhere to prescription guidelines
are not likely to be financially penalized.

Do all these measures of control significantly influence drug expendi-
tures? The answer is uncertain. In most EU countries, pharmaceuticals
expenditure as a percentage of total health care expenditure increased con-
siderably. Taking as a starting point the year 1980 (=100), increases varied
between EU countries from a relatively low figure of 106 for Belgium in
1997 to a relatively high figure of 197 for Sweden in the same year.'”” Only
Germany experienced a decrease to 95 in 1996, probably as an initial result
of the introduction of the spending gap during that period.
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We will never know what the increase would have been if EU govern-
ments had not taken all these control measures, including the screening of
pharmaceuticals for their effectiveness. To begin with, the effects of increas-
ing copayments are not clear from the available material. Modified copay-
ment rules in Italy, dating to 1994, for example, only marginally influenced
the share of public expenditure on pharmaceuticals (from 59% in 1996 to
57% in 1999). Spain, on the other hand, saw an increase in public expendi-
ture on pharmaceuticals from 100 to 245 over the period 1990-1998, with
copayments as a percentage of total public expenditure decreasing from 100
to 70.

As for governments dealing with pharmaceutical companies regarding
the prices of drugs, it is likely that expenditures would have been consid-
erably higher had governments left price-making completely to the market.
In this respect, developments in the United States, where drug prices are
not regulated,'” are rather disturbing. Here, prices for prescription drugs
increased by around 18% per year during the 1990s. Today the figure is still
15%,'™ with Americans currently spending some $200 billion a year on
drugs.'” Contributing to this development have been the effective lobby-
ing, marketing, and legal activities of American drug companies. In 2002,
the pharmaceutical industry employed 675 lobbyists, more than one for
each member of Congress, at a yearly cost of over $90 million."” In addi-
tion to this, the industry gives copiously to political campaigns'”” and tries
to buy “fiscal influence” at the federal and state level.'® Furthermore,
acknowledging that doctors are a big target, American drug companies paid
for 60% of their continuing medical education in 2001, under the guise of
marketing.'” The objective is, of course, to influence doctors’ prescription
behavior. Apparently, the American pharmaceutical industry has been very
successful in pursuing this objective, since prescription drugs’ share of the
overall pharmaceutical market tripled during the period 1980-2000." And,
of course, pharmaceutical companies try to influence consumers directly.
Ordering medication through the internet, the so-called “pill channels,”'™
is on the increase, while a good deal of health information in doctors’
waiting rooms is supplied by the pharmaceutical industry.'®* Furthermore,
as for legal activities, the industry employs small armies of lawyers who have
been successful in extending the patents of brand-name drugs from about
eight years in 1980 to about fourteen years in 2000.'® Finally, the pharma-
ceutical industry did not hesitate to exploit the fear among Americans sur-
rounding the anthrax attacks after September 2001, 11, claiming to be “part
of the nation’s defence system.”'®

Drug companies are very aggressive in defending their market position.
This is understandable, since the stakes are very high. In 2001, the net return
of ten American drug companies on the Fortune 500 list, whether measured
as a percentage of sales (18.5%), of assets (16.3%), or of shareholders’
equity (33.2%), was astonishingly high compared to the other companies
on that list, which had to settle for a net return on sales of only 3.3%.'®
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Profit margins of the five European pharmaceutical giants'® (Glaxo-
SmithKline, AstraZeneca, Novartis, Roche, and Aventis) are similar to those
of their American counterparts.'®’

Although one could argue about the morality of such high net returns,
the problem is more the way the pharmaceutical industry defends its rela-
tively high pricing policies."™ Here, the first and foremost argument is that
the industry needs an enormous amount of money to cover the costs of its
research and development activities." In 2001, the industry claimed that
these costs were about $800 million for each new drug.'” The reality is,
however, not only that this amount has been estimated to be eight times
too high, but also that the bulk of the research work is done in government
and university laboratories, i.e., with public finances. This research is the real
basis for the development of innovative drugs. For example, the American
Institutes of Health found in 1995 that 16 out of 17 scientific papers which
led to the discovery and development of five top-selling drugs (Zantac,
Zovirax, Capoten, Vasotec, and Prozac) came from outside the pharma-
ceutical industry."”! This may explain why American drug companies have
close connections these days with universities, which may even lead to “the
merging of commercial and academic interests,”'”> with drug companies
hiring faculty members as consultants, paying them nicely, but claiming
monopoly rights on their discoveries in return, or at least establishing busi-
ness relations of mutual interest.

Apart from this, drug innovations are not as numerically impressive as
the pharmaceutical industry wants us to believe. Regarding this, Angell
comes up with a figure of only 12 innovative drugs introduced per year
during the period 1998-2002, out of a total of 415 new approved drugs."”
The majority of the rest are so-called “me too” drugs. They are the indus-
try’s main business. They are imitations of preexisting drugs, with very small
alterations that are just enough for them to be classified as new by the
American Food and Drug Administration. This practice is called the “ever-
greening” of drugs." These drugs are not more effective in treating diseases
than the preexisting ones. Therefore, they have to be marketed to gain a
place among the other drugs. And this is where most of the industry’s
money, around 35%, goes: marketing. Marketing has diverted the pharma-
ceutical industry from its original purpose of discovering and producing
useful new drugs. Instead, the industry has become a “marketing machine”
to sell drugs of sometimes dubious benefit. And for this it “uses its wealth
and power to co-opt every institution that might stand in its way, including
the U.S. Congress, the Food and Drug Administration, academic medical
centres, and the medical profession itself,” according to Angell.'” There are
even cases of bribery and fraud in the generic drug approval process.” As
for the medical profession, drug companies appear to offer medical doctors
large bounties, up to $12,000, for each patient they enroll in clinical trials
testing the effectiveness of new drugs.'”” If the history of the pharmaceuti-
cal industry was one of promoting drugs to treat diseases, it often seems to
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be the opposite these days, with drug companies promoting diseases to fit
their drugs.'”

All in all, there is a huge gap between the pharmaceutical industry’s
rhetoric of working for the benefit of humanity and its practices. The reality
is that the pharmaceutical industry, like any other corporate entity, is just
big business with all the usual trappings, including the phenomenon of
CEOs overpaid with huge salaries and generous stock options."” The con-
sequences of this “corporatization” are often negative. One example would
be the underproduction of necessary childhood vaccines, because the profits
they deliver are assumed to be too small.*®

Meanwhile, for several reasons, the tide seems to be turning against the
pharmaceutical industry. Firstly, people no longer believe that the high
prices of drugs are a necessary condition for research and development,
because they realize that this is not the industry’s core business. Secondly,
insurers have started to negotiate considerable discounts, while at the same
time using lists of preferred drugs (formularies). Thirdly, American phar-
maceutical companies may soon find themselves caught in the crosshairs of
federal investigators (the Justice Department, the Food and Drug Admin-
istration, the Federal Trade Commission, and the Department of Health and
Human Resources) regarding their pricing, sales, and marketing policies.
Already, one pharmaceutical company has had to pay a fine of $875
million.”" Finally, the flow of really new and innovative drugs is decreasing.
These are all signs that the prosperous times for the pharmaceutical indus-
try may be over. Some drug companies that have started to realize this have
meanwhile introduced discount cards for low-income American senior cit-
izens in an attempt to improve their present image as “the most resented
industry.”*"

As a further consequence, the industry has started a process of downsiz-
ing. Pfizer announced in 2003 that it planned to save $2.5 billion by closing
five research centers worldwide, and Merck announced a layoff of 4,400
employees in the same year.””

Compared to the United States, the countries of the European Union are
way ahead when it comes to regulating prices and availability of pharma-
ceutical products. This has greatly benefited members of the European
Union. For example, a recent estimate shows that Italians pay 53% of what
Americans pay in cash for the same brand-name drugs. For the French, the
Swedes, the Germans, and the British, these figures are 55%, 64%, 65%,
and 69%, respectively.”” Nevertheless, there still are considerable differ-
ences between member states regarding drugs prices and policy. These
member states should realize, however, that due to the aging of the popu-
lation, more drugs at affordable prices may be necessary. Therefore, it would
be wise to create a unified European market for drugs by regulating market
entrance and price-making at EU level. It is hard to imagine what the objec-
tions would be to the recent idea of the Belgian Minister of Health regard-
ing raising the regulation of certain drugs to the EU level.*” It would not
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subvert the subsidiarity principle, as all member states could jointly benefit
from this kind of common approach. To be sure, I am absolutely not against
private business making a reasonable profit, but a net return on sales of
18.5%, or on shareholders’ equity of 33.2%,** as was the case in the United
States in 2001, seems more like taking advantage of sick people.

Despite all the criticisms made regarding the pharmaceutical industry,
however, its positive contribution to the developments in health care should
not be forgotten. The pharmaceutical industry has played an important role
in increasing effectiveness and efficiency in health care provision. Prevent-
ing hospital admission, decreasing the average length of stay in hospitals,
as well as substituting treatment in outpatient clinics and day care facilities
for in-patient treatment, for example, would certainly not have been so suc-
cessful had it not been for the availability of effective drugs.*”” Moreover,
research indicates that the availability of new drugs has a potentially posi-
tive influence on employees’ productivity.*®®

Still one more point has to be made. It may be true that the rate of
medical innovations is declining, with chemists finding that “they are scrap-
ping the bottom of the barrel of chemical compounds that can be synthe-
sized and screened for their therapeutic potential” (see 8.4); and it may be
true that over the period 1998-2002 only 12 innovative drugs were intro-
duced out of a total of 415. Nevertheless one of those 12 might have meant
a breakthrough in combating a thus far untreatable disease. Because of this
possibility, few would really like to see the pharmaceutical industry slowing
down its research activities.

9.4.2 Cost-Sharing

In their attempts to contain the costs of health care, all governments of the
European Union resort to measures which reduce the collectively financed
part of their health care systems. In the terms of this book, this means that
governments are moving to the right side of the continuum, leaving things
increasingly to the market and stressing people’s personal responsibility for
their health. The instruments governments use, in this respect, are out-of-
pocket payments, user charges, copayments, co-insurance, deductibles, lim-
iting the coverage package, and conversion methods. Although these
notions refer to different ways of shifting the balance from collective to
private financing, they are all instruments of cost-sharing, meant to influ-
ence the demand side of health care. The latter term combines all the
attempts to move heath care to the market by (partly) shifting payment for
services to the consumers.

If one reviews what is going on in the countries of the European Union
in this respect, the first thing that catches the eye are the huge differences
between countries in the share copayments make up of total health care
expenditure, varying in 2003 from 2.7% in the United Kingdom to 44.6%
in Portugal.*” Furthermore, cost-sharing measures are enormously diverse
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despite their common increasing importance as a source of financing health
care.”!’

Belgians, to begin with, saw copayments (e.g., patients paying a certain
fixed amount of the cost of a service with a third party paying the rest*'!)
increase from 12% to 17% during the period 1987-1994. From 1998 to 2002,
this increase was 27%. Another Belgian method of cost-sharing was the
conversion of acute and chronic hospital beds into beds for rest and nursing
homes, as well as into beds for psychiatric care homes. This conversion
resulted in savings for the insurance companies because patients in the
latter types of institutions have to pay a much higher share of the costs.*"
In Italy, user charges for outpatient care were increased from 15% in 1982
to 50% in 1991.”"* Germany, with a long tradition of cost-sharing, introduced
copayments in the 1980s for in-patient hospital days, rehabilitative care, and
ambulance transportation. The country markedly increased cost-sharing
measures in 1997.°'* Austria saw a rise in out-of-pocket expenses from
16.3% in 1980 to 25.1% in 1996.*" Finally, although the United Kingdom’s
NHS funding is limited to only 2% from user charges, prescription charges
for drugs, which had already been introduced in 1952 and increased 18 times
since then,”'® rose by 300% over the period 1971-1993, adjusted for infla-
tion.”’” Other EU countries show similar developments, with pharmaceuti-
cals as the main item for policy action.

Related to increased cost-sharing is the phenomenon of different types of
voluntary supplementary insurance in addition to statutory systems, for cov-
erage of services not included in the compulsory scheme. In Belgium, for
example, additional insurance for hospitalization, is growing steadily (by
almost 30% during the period 1993-1996) and covered around 30% of the
population in 1999. Although its turnover is still small, this country also has
a growing for-profit insurance market.”’® In the United Kingdom, voluntary
private health insurance expanded dramatically during the 1980s, particu-
larly as a result of employment-based schemes. Coverage through the private
insurance market peaked in 1990, applying to 11.5% of the population.”’

The reason people take out voluntary supplementary insurance appears
to relate to decreasing benefits under statutory schemes or dissatisfaction
with the functioning of the health care system. In France, for example, vol-
untary health insurance is developing rapidly due to the demand for better
coverage and the slow but significant erosion of the statutory coverage
package. In 1960, voluntary supplementary insurance covered 33% of the
population; in 2000 this figure was 86%. However, the quality of supple-
mentary insurance coverage in France varies with social status and level of
income, with over 50% of the low-income population having no supple-
mentary coverage.”’

Since the beginning of the 1980s, Sweden has also seen a growing inter-
est in private health insurance, with many citizens wishing to avoid waiting
lists for certain medical treatments.”' The voluntary health insurance
market in Denmark, though small, is becoming increasingly popular.
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Although voluntary health insurance traditionally mainly covered dentists,
drugs, and eyeglasses, nowadays people also seek insurance for treatment
in private hospitals, largely as a consequence of long waiting times and
assumed “poor service” in public hospitals.””> Among the reasons Portugal
is experiencing a growth in the private insurance market are difficulties in
accessing the country’s national health service and dissatisfaction with its
services.”” In Austria, supplementary insurance is offered by private for-
profit insurance companies. Reducing waiting times for tests and therapeu-
tic services are among the reasons why around one-third of all Austrians
have taken out this supplementary insurance.”**

There are considerable differences between EU governments regarding
the tax aspects of cost-sharing and voluntary supplementary insurance.
Some governments appear to encourage voluntary supplementary insur-
ance. In Portugal, for example, tax incentives dating to 1998 have stimulated
high-income earners and companies to take out private insurance.” Tax-
expenditure subsidies in this country are estimated at 4.8% of direct tax
revenue, or between 0.2% and 0.3% of GDP.** In Belgium, tax exemptions
apply to all households, which means that Belgians can deduct their copay-
ments and supplementary insurance, beyond a certain amount, on their
income tax forms.””” In Britain, where private insurance appears to be
heavily skewed toward higher socioeconomic groups, the government intro-
duced tax relief in 1991, while Italy established tax benefits for supple-
mentary health insurance in the late 1990s.** On the other hand, the 28%
of the Danish population who took out private voluntary insurance in 1998
could not deduct the related premiums from their taxable income.” Finally,
a 1998 Swedish law prohibited the deducting of private insurance premi-
ums from one’s personal income tax.”'

All in all, as regards cost-sharing as an instrument for cost containment,
policies of EU governments reveal a patchwork of different attempts to
introduce the market into health care provision, albeit with detailed regu-
lations to protect those who cannot participate in that market. I will come
back to this matter in the next chapter.

9.4.3 Financing Hospitals

During the period 1960-1980, reimbursement for hospital activities was, in
the majority of EU countries, hardly more than letting third parties or the
government pay the bills that hospitals sent out. The parameters were
simple (bed-days, medical interventions, laboratory test, fee-for-services, et
cetera), and financing was open-ended. The more you did, the more you
could bill, and the more money you got paid. This mechanism was an incen-
tive to push up treatment prices and to increase the number of beds and
keep them occupied by patients for as long as possible. This increased a hos-
pital’s income as well as the income of the self-employed medical special-
ists working in it. Things like controlling efficiency of hospital operations
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or evaluating the quality of services were hardly heard of. When, finally,
around the beginning of the 1980s, governments started to realize that
health care costs would get of hand completely, they also discovered their
lack of means to control costs. The introduction of budgeting, therefore, was
almost the only logical start, since other instruments were hardly available.

Budgeting as an instrument of cost containment has several advantages.
First of all, it is a simple instrument. By declaring period t-1 to be the basis,
one can easily decide that the corresponding finances will be the (prospec-
tive) budget for period t. Secondly, a budgeting system can be introduced
very quickly. And exactly this road has been taken by many EU govern-
ments since the beginning of the 1980s, some a little bit earlier, others con-
siderably later. Italy had already introduced budgeting by the second half
of the 1970s;** Finland in 1993;* but Luxembourg not before 1995.%* And,
of course, there were differences between countries as regards the cost
items to be included in the budget. But the simple principle was the same
everywhere. A third advantage of budgeting is that this instrument can be
used repeatedly if one wants to economize quickly, simply by imposing
budget cuts. This path has also been followed by several EU governments.
The Netherlands, for example, introduced a budgeting system in 1983 and
1984 for hospitals and long-term care institutions, respectively, followed by
generic budget cuts of 2% in the following three years. The Danes acted
likewise, but with a higher overall percentage cut.

Initially, budgeting proved to be very successful. It forced hospital man-
agers to economize and to improve effectiveness and efficiency. Despite an
increasing demand for health care, most hospitals and other health care
institutions initially appeared to be able to cope with the imposed financial
constraints, which is, for that matter, also an indication that their “organi-
zational slack” was considerable. In the Netherlands, for example, the
annual growth rate in hospital expenditure was 8.7% in the pre-budget
period of 1978-1982. Budgeting reduced this growth rate to 1.3% during
the period 1983-1988. However, budgeting, as it was introduced for hospi-
tals, and subsequent budget cuts have only had a temporary effect. Gov-
ernments cannot continuously use this approach without endangering
quality of care, which is an equally important concern of government policy,
or causing serious financial difficulties for hospitals. For example, 34% of
Dutch hospitals had operating cost overruns in 1992.%5 A further criticism
of imposing budgeting on hospitals is that is does not accurately reflect the
relationship between hospital activities and funding.”® However, two
American views appear to be of help here.

The first is the idea of “managed care,” which refers to a variety of hos-
pital payment plans through which third-party payers try to contain the
costs of hospital care by strictly controlling medical interventions and the
use of resources with an eye toward increased efficiency and effective-
ness.”’ Particularly in the United States, managed care has expanded enor-
mously through health maintenance organizations (HMOs). In 1995, over
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50 million Americans were enrolled in managed care plans, compared to
less than 9 million in 1980.*® In recent years, the number has further
increased.” While the initial HMOs were non-profit organizations, in the
course of the 1980s they became dominated by investor-owned for-profit
corporations,*’ with, as in normal business life, CEOs being paid an average
salary of $255,000 per year plus stock options ranging from $2.8 million to
$15.5 million.** The benefits of HMOs are not uncontested, however.
HMOs are criticized for denying patients’ needs, limiting access, and placing
profits before patients. These criticisms were one reason why state govern-
ments enacted around 120 regulations addressing these issues in the late
1990s.** A 1999 American survey revealed that only 37% of respondents
felt that managed care organizations “do the right thing.”** Furthermore,
in the same year, 42 American states established rules governing “drive-
through deliveries,” meant to counter irresponsibly rapid dismissals from
hospitals.**

It is important to note that HMOs have contributed considerably to
changing the power relations between health care providers (doctors and
hospitals) and payers. Providers were in control of the financial develop-
ments until around the beginning of the 1980s. The introduction of prospec-
tive budgeting systems can be pointed to as the dawning of a new era, to
be sure, but with the introduction of managed care in the American health
care system, power shifted essentially from providers to payers.”

American ideas on managed care are slowly gaining a foothold in EU
countries. The Irish branch of BUPA (a British voluntary health insurer),
for example, generated opposition from physicians when it insisted on
detailed information before admitting psychiatric patients, including the
diagnosis, prognosis, and expected date of discharge. Apart from the fact
that this policy stigmatized patients, it also caused serious delays in admis-
sion. Similarly, an Austrian report from the beginning of the 1990s men-
tioned that Austrian hospital managers increasingly inform physicians that
no beds are available for resource-intensive patients.”*® In general, however,
to date, EU countries while seeing the advantages of managed care, seem
unprepared to take the risk of endangering the quality of care which may
be a consequence of uncritically imitating the American approach. Never-
theless, the technicalities of managed care, particularly the information
systems needed to control medical performance, are considered positively.

However, the other American idea of setting a fee per case, determined by
the patient’s diagnosis, has meanwhile been embraced by many EU coun-
tries. Most countries started to explore this new approach carefully by limit-
ing DRG payment to some specified medical interventions on an
experimental basis, and slowly extending the new practice to other health
conditions. Portugal, for example, introduced a DRG system in 1997, cover-
ing around 10% of medical interventions. By 2002, this coverage had
increased to 50%.>* Others initially restricted the use of DRGs to only part
of the country, to a few medical specialities, or to a particular item of health
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care costs. In Spain, the testing of DRG pilots started in the second half of the
1990s in a few autonomous regions.** Finland started to use DRGs in only
three hospitals districts in 2000, followed by three more in 2001,>* whereas
Belgium introduced a restricted DRG-based reimbursement system for
pharmaceutical expenditure in hospitals in 1997.*° Ireland has had an oper-
ational DRG system, covering 492 acute-care cases, since the late 1990s."

It took the Netherlands some six years of deliberations before a DRG
experiment, limited to a number of hospitals, could start. The country
devised its own version, labeling its system “DBCs” (Diagnosis Treatment
Combinations). The differences from DRGs are fourfold: (1) coding under
DBCs is done after treatment and not before, as is the case with DRGs; (2)
patients can be coded in more than one DBC; (3) coding is the responsi-
bility of medical specialists instead of special personnel; and (4) DBCs
include payment of physicians. The use of DBCs started in 2005 and is
expected to be fully implemented within three years.”? This Dutch variant
of DRGs, and the way the system works, can lead health care providers to
classify patients after treatment in the most remunerative DRG, thus result-
ing in “up-coding” or “DRG creep.”*” As regards the latter, the American
Health Care Finance Administration has already charged several hospitals
of up-coding by using inconsistent coding methods.”*

Finally, the United Kingdom, which implemented a contracting system in
the 1990s, is working on a refinement of hospital contracting practices in
order to ensure that the costs of particular treatments are more accurately
reflected in contract prices. In this respect, the NHS Case Mix Office has
been developing “health-related groups,” a British version of DRGs.*

The use of DRGs, with countries mostly excluding sophisticated medi-
cal interventions, has important consequences for hospital management
because it forces negotiations over the price of DRGs with insurers.”® In
order to do this successfully, hospitals must have a complete understanding
of their cost structure (see section 9.2.2). Consequently, management infor-
mation systems are of the utmost importance. All EU countries working with
DRGs are active in this area. French hospitals, for example, are involved in
the Programme to Medicalise Information Systems (PMSI), which was intro-
duced in 1983 in direct response to Medicare in the United States. PMSI
developed significantly during the 1990s. Furthermore, since 1991, French
hospitals have been required to evaluate their operations by producing a
Standard Discharge Summary (RSS), which contains information on the
nature of treatment, the examinations carried out, the diagnosis that led to
hospital admission and associated diagnoses, as well as possible complica-
tions. The next step is to integrate the RSS into one of the 512 patient group-
ings for the classification of hospital stays, which are adapted from the
American DRG system.”” In the same vein, the Spaniards developed a new
information system (Minimum Basic Dataset) which covered almost all hos-
pitals in 1999. This information system is supposed to contribute to linking
hospital contracting with levels of activity and quality issues.”®
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9.5 Summary

The objective of this chapter was to describe the trends in the development
of health care systems against the background of the basic EU values of
solidarity and equal access. Doing so in detail would have required pre-
senting an enormous amount of facts, which would have made the book
unreadable. Because of that, I selected of a number of items which together
give a general indication of whether, with regard to health care, the coun-
tries of the European Union are moving to the right side of the continuum,
as introduced in the first part of the book, i.e., choosing for the market. The
selected items are classified according to four reform themes. The first
theme is accountability, illustrating that the health care world is increasingly
being called to account by several other stakeholders in the health care
process. This theme was elaborated by means of two examples: improving
quality of care and empowering patients. The second theme is organiza-
tional reform, which may be a natural consequence of health care’s im-
manent dynamics, or the intended consequence of decisions taken by
stakeholders. The theme was elaborated in three directions. Firstly, pro-
cesses of decentralization as initiated by EU governments were dealt with.
Secondly, attention was paid to private initiatives initiated by providers
and/or facilitated by adjusting governmental regulations. Also, govern-
ments’ role was sketched. The third theme, rationing and priority setting,
was explained in the context of the rationing concept, followed by more
explicit examples like health technology assessment and the phenomenon
of waiting lists in health care, as well as clinical guidelines and protocols
regarding medical performance. The fourth theme, finally, was cost con-
tainment, one of the two main objectives of health care reforms. As an illus-
tration of the developments in this respect, government policies regarding
drugs, cost-sharing, and financing hospitals were elaborated in three
subsections.
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The Effects

The reforms in health care which have been carried out during the past
decades were meant to contribute to quality improvement and cost con-
tainment, while maintaining the equity principle. And, indeed, medical prac-
tice based on guidelines, protocols, or evidence-based medicine can increase
the streamlining and predictability of professionals’ performance. Decen-
tralization of a health care system can lead to more involvement of local
stakeholders in the development of health policy. Prospective budgeting has
forced hospital managers to analyze the health care delivery process from
the perspectives of efficiency and effectiveness. So has the rise of the inter-
nal market. Empowering patients has contributed to the maturation of the
relation between health care providers and consumers, whereas health tech-
nology assessment has mitigated the “easy market” image of health care.
Finally, cost containment measures regarding pharmaceuticals and the
introduction of cost-sharing methods may have made consumers more
aware that health care has its price.

Nevertheless, in relation to the basic values of the EU health care systems,
i.e., solidarity and equity, one wonders if health care reforms have been
carried through without harming these values. In this respect, many EU
countries report developments which support the impression that health
care reforms have had a negative impact. Belgium has experienced large
increases in copayments that have made health care increasingly unafford-
able for low-income groups.! Estimated cost-sharing in Denmark increased,
in relative terms, by 26% between 1986 and 1995,> and Irish citizens saw user
charges for private accommodation in public hospitals increase by no less
than 1,100% in 20 years.’ Finally, in the Netherlands, the number of unpaid
bills (both specialists’ and general practitioner’s), as well as unpaid insur-
ance premiums, doubled in 2005.* Now, there is nothing wrong with reforms
like cost-sharing measures or reducing the coverage package, i.e., introduc-
ing the market into the health care system, provided that everyone can
afford to participate in that market. Acknowledging that such participation
is not possible for all their citizens, EU governments, therefore, have taken
actions to prevent people from being excluded by making exemptions to the
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(new) rules in order to uphold the basic values of their health care systems.
This is what the first section of this chapter is about: equity.

In the second section, attention will be paid to the managerial conse-
quences of all the regulations that have flooded the health care world since
it entered the era of accountability. Increasingly, individual health care
providers are complaining about the administrative burden they have to
endure. Compliance with these new administrative requirements, they
claim, has come at the expense of the time they can spend on what they are
there for: helping patients effectively and efficiently. This may be one of the
reasons why “burn-out” and disinterest among medical professionals are on
the increase. A study by the London-based Policy Studies Institute found
that the proportion of doctors working “with regrets” about their chosen
career increased from 14% in 1966 to 58% in 1986. One may safely assume
that a repetition of this study today would result in a considerably higher
“with regrets” percentage. Since then, after all, most of the administrative
burden has been put on the medical professionals’ shoulders. Health care
managers have also had to cope with an increasing administrative burden.
Part of this is reasonable, some of the administrative tasks seem to exist
only to satisfy bureaucratic needs, and some can be labeled the consequence
of institutionalized mistrust. The latter phenomenon has led to a manage-
ment paradox; i.e., on the one hand, health care managers are expected to
behave as business-like entrepreneurs and, on the other hand, that behav-
ior is constrained by very strict control mechanisms which are, in turn, a
particular interpretation of the accountability principle in health care.

In the third and final section of this chapter I will assess the balance of
all the reform measures EU governments have carried out since the begin-
ning of the 1980s. Here, I will deal with the question of whether cost con-
tainment has been successful, and I will speculate about the future in this
respect. More specific, I will deal with the question of what may be expected
regarding further developments of EU health care systems, including the
consequences for their defining principles of solidarity and equity.

10.1 On Equity

One of the factors which causes an upward pressure on public health expen-
diture is “moral hazard” caused by consumers who believe that they
are entitled to all that is medically possible because they have paid for
it through premiums or taxes, or by providers who think similarly. Moral
hazard, therefore, refers to excessive and unnecessary utilization of health
care resources. In order to counter this behavior, one can let consumers pay
for (part of) health care consumption by introducing cost-sharing measures,
assuming this will make them more aware that health care also has its price.’
Here is where the market for health care starts. The advantages are
threefold. Firstly, it may decrease the demand for unnecessary health care,
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with consumers no longer visiting their physician for trivial reasons.
Secondly, it will reduce upward pressure on public expenditure. Thirdly, it
can raise revenues to supplement the public health care expenditure
budget.’

The problem with introducing a market to health care this way, however,
is that it may be at odds with the fundamental values of EU health care
systems: solidarity and equity. After all, introducing a market is one thing;
the ability to participate in that market is another. And since cost-sharing
measures for acute care, as well as the exclusion of services from reim-
bursement, put a greater strain on the budgets of lower-income households
compared to higher-income ones, these measures may negatively influence
the equity principle. In this respect, it should be noted that there is evidence
that health care consumption by lower-income groups is more responsive
to cost-sharing measures than that of more wealthy groups.® Consequently,
lower-income groups’ demand for health care may decrease for financial
reasons. However, these negative influences may be mitigated if health care
consumers can take supplementary insurance to offset cost-sharing mea-
sures. But apart from the fact that it is not always possible to take supple-
mentary insurance, consumers may not be able to pay the extra premium.
All in all, due to the delicate relationship between the market and the sol-
idarity principle, the introduction of cost-sharing measures in health care is
not as simple as it may seem. Because of this, these measures are often a
topic of intense political debate in EU countries. In practice, therefore, cost-
sharing measures tend to be rather incremental deviations from the status
quo, coupled with specific regulations to exempt vulnerable groups of
citizens designed to uphold the equity principle.

The delicacy of cost-sharing measures can be illustrated by several side
effects which accompany their introduction. First of all, cost-sharing
measures may easily provoke popular protest. In France, for example, an
overall increase in copayment rates in 1967 had to be withdrawn one year
later because of demonstrations of public discontent. After that, it took 25
years before the French government dared to introduce a cost-sharing
measure again.” Likewise, attempts by the Italian government to introduce
copayments for hospitals stays in 1989 and for hospital emergency services
in 1994 had to be withdrawn because the Italian people refused to accept
them.'” Similarly, the Spanish government was confronted with a sudden
outburst of public opposition when it tried to introduce some moderate cost-
containment measures in 1991, because the Spaniards believed this to be an
attempt to privatize the health care service."" In general, cost-sharing does
not seem to be acceptable at all in Spain, and therefore politicians currently
“refuse to legislate for it.”'? Finally, the Danish government did not intro-
duce user charges for visits to general practitioners and hospitals because it
feared a reduction in the use of the services concerned by the poor."”

Secondly, health care providers may disregard or bypass cost-sharing
measures. Hospital patient charges in Greece, for example, have had a
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minimal effect, because hospitals simply did not levy the charges for admin-
istrative reasons, whereas Portuguese providers disregarded levying charges
because of the bureaucracy involved." In Ireland, the exclusion of certain
drugs from the list of reimbursable products in 1982 resulted in the pre-
scription of newer and more expensive alternatives because they were free.
Consequently, the 1989 Irish Department of Health restored two of the
delisted categories, pain-killers and anti-acids, to the list of reimbursable
products.”

Thirdly, there is a lack of consistency regarding cost-sharing measures,
making them a matter of trial and error. Cost-sharing measures may ebb
and flow with changes in a country’s political constellation.'® Portugal, for
example, introduced substantial cost-sharing measures in 1982 which were
abolished after the 1986 elections. In 1987, such measures were even
thought to contravene the Portuguese constitution, but after the constitu-
tion was amended in 1989, cost-sharing measures were re-introduced in
1992." The Dutch government introduced co-insurance in 1997 for those
insured under the Sickness Fund Act of 20% of medical costs up to a yearly
maximum of €90 (excluding GP visits, basic dental care, and hospital costs
of pregnancy), as well as a daily copayment for hospitalization services of
€3.62, but it abolished these measures in 1999."8 The Germans reduced cost-
sharing in some areas during the 1970s but increased them again some time
later;" while France introduced rationalization plans for health care as
frequently as every 18 months on average during the final two decades of
the 20™ century.”

The latter point may also be regarded as an indication that governments
do realize that the use of cost-sharing measures may easily be, or may be
assumed to be, at odds with the basic values of solidarity and equity in
health care. While attempting to introduce cost-sharing methods, therefore,
governments enact corresponding regulations to preserve solidarity and
equal access by exempting specific (groups of) citizens from cost-sharing
measures. Without such regulations, cost-sharing would cause inequity in
the financing and receipt of health services.”! Exemption regulations can be
very detailed. France, for example, has three types of exemptions. Firstly,
some exemptions are linked to a person’s health status, and exemptions are
granted in particular for people who are suffering from one of 30 (!) spec-
ified long-term illnesses (diabetes, AIDS, cancer, psychiatric illnesses, inca-
pacitating diseases, et cetera). The second type of exemption is linked to
the nature of the treatment provided (treatment in hospitals, infertility
treatment), and the third group of exemptions applies to special cases
(people involved in accidents, pregnant women, disabled children, et
cetera).”? Germany, as a second example, also has detailed exemption reg-
ulations. First of all, Germans on very low incomes and those on unem-
ployment benefits or social welfare are exempted from cost-sharing
regulations, except for hospital treatment. Secondly, children up to the age
of 18 years are exempted, except for co-insurance payment for crowns,
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dentures, and copayments for transportation. Thirdly, all cost-sharing for
other sickness funds’ members regarding pharmaceuticals, non-physician
care and transport (except for hospitals and rehabilitation centers) is
limited to 2% of a single person’s yearly gross income. This threshold is
lower if two or more people are dependent on one income. For the latter
group, co-insurance payments for crowns/dentures are also lower. The
fourth category of exemptions concerns chronically ill people who have
spent at least 1% of their gross income on pharmaceuticals, non-physician
care, and transportation. Above this level, they are exempted for the further
duration of that chronic illness. In contrast to the third category, however,
this exemption applies only to the individual person concerned.” Finally,
Greece has a copayment rate for pharmaceuticals of 25%. However, the
country has special regulations for the treatment of certain diseases, includ-
ing Parkinson’s disease, diabetes, heart diseases, rheumatoid arthritis, tuber-
culosis, chronic obstructive pulmonary disease, ulcerative colitis, Crohn’s
disease, and liver diseases. Again, we see a very detailed regulation of
exemptions.”* Similar exemption regulations can be found in the other
countries of the EU.

Introducing cost-sharing measures, as well as exempting people from
these measures, requires the setting up of administrative systems to ensure,
among other things, that the revenue side has to be higher than the cost of
collection. In this respect, the Portuguese discovered in 1995 that the finan-
cial impact of copayments accounted for only a little over 1% of the running
costs of hospitals and health centers.” Similarly, in 2001 the Austrians were
considering the abolishment of a simple cost-sharing measure introduced
in 1997 regarding visits to a general practitioner because of the corre-
sponding costs of administration involved.?

Where exemption regulations apply, the costs of administration to protect
equal access must not be underestimated.”” The more people are exempted,
the more extensive the administrative system has to be. The Italian gov-
ernment, for example, having introduced copayments for prescription drugs
in 1991 but exempting the 25% of the population who were responsible for
75% of the total public pharmaceutical expenditure, raised the question,
whether the costs of administration did not exceed the intended savings.*®
Furthermore, the British government in 1989 restricted free vision testing
and the supply of eyeglasses, to 40% of the UK population (children, full-
time students, low-income individuals, registered blind citizens, and people
suffering from specific eye diseases), which raises similar questions.”” The
same question applies to pharmaceuticals since, during the mid-1990s, 84 %
of pharmaceutical prescriptions in the United Kingdom were dispensed to
people who claimed exemptions.”” Obviously, exemption regulations are
time-consuming and costly to administer.

One can wonder, therefore, whether cost-sharing measures contribute
significantly to cost-containment. This is very doubtful. Firstly, the share of
cost-sharing versus overall health care expenditure needs to be taken into
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account. In countries with a relatively low level of cost-sharing in total
health care expenditure as, for example, the Netherlands and the United
Kingdom, the measure has a negligible effect on overall expenditure. In
countries with a relatively high level—for example, Portugal—the effects of
cost-sharing may be neutralized through voluntary supplementary insur-
ance or through exemption regulations for specific (groups of) citizens. Fur-
thermore, if cost-sharing amounts are set too low, they will not sufficiently
discourage consumption. If, however, they are set too high, people may
take supplementary insurance, with governments applying exemption
regulations for those who cannot afford such insurance.” In both cases,
again, consumption will hardly be affected.”

Besides this, there is the problem of exempting elderly people, which
many EU countries do. Leaving aside the fact that many elderly people
have sufficient financial means to be excluded from exemptions, it is ques-
tionable whether this measure is sustainable with the number of elderly
people growing as a percentage of the population.

On the other hand, one can wonder what would become of people who
cannot participate in the health care insurance market if governments had
not made exemption regulations. Here, the experience of Finland is inter-
esting. According to the European Observatory Report of 2002, Finland has
no exemptions from user charges for low-income groups. These people have
increasingly sought subvention through the social welfare system. A survey
from 1996 showed, however, that the share of households in the lowest
income group that had to resort to assistance from relatives and friends or
to municipal support to cover their medical expenses increased from 2.1%
in 1987 to 8.4% in 1996 (relatives and friends) and from 3.2% to 7.3%
(municipalities).”

Finally, I wish to raise the matter of vouchers. The United Kingdom uses
vouchers to help certain priority groups in the area of ophthalmic services
for children and those in low-income groups. In 1996/1997, almost 4 million
vouchers were issued. Comparable measures were taken in Sweden in
relation to pharmaceuticals. In 1999, approximately 975,000 people, repre-
senting more than 10% of the population, had special cards which entitled
them to free pharmaceuticals.” Finally, Italy introduced a voucher system
for lower-income groups in 1993 so that the destitute were effectively
exempted from personal contributions for medicines.*

Surveying the different cost-sharing measures as practiced in the
countries of the European Union, it is difficult to escape the conclusion that
their cost-containment effects are very limited. Although these measures
are the main instrument for influencing the demand for health care,”
in general they do not restrict health care spending because of the impact
of exemption regulations and the option to take supplementary insurance.
Furthermore, one can question whether it is correct to require consumers
to share costs. After all, a patient who enters the health care world has
only limited influence on what he is advised to consume. Consequently, one
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can argue that cost-sharing is a punishment for the patient who listens to
his doctor.”®

When applied to first-contact services, cost-sharing may limit demand.”
But this type of cost-sharing would be at odds with the equity principle. The
same would be true if cost containment were pursued through a reduction
in the coverage package. In this respect, Saltman and Figueras correctly
observe that the effect of cost-containment measures depends on the ser-
vices to which they are applied, as well as on the broader context of the
provider—payment system, i.e., the supply side of health care. This suggests
that the individual medical practitioner’s performance and the organization
of institutional health care delivery, as well as the market for pharmaceuti-
cals and medical technologies, are promising areas for implementing cost-
containment measures successfully. In this scenario, excessive utilization
would be countered more effectively through supply-side incentives, includ-
ing the management of clinical activities.*

Anyway, the room for further increasing cost-sharing measures in order
to contain the costs of health care, leaving aside their assumed effective-
ness, seems very limited for EU countries,” particularly because we do
know that introducing cost-sharing in health care systems with universal
coverage negatively affects equal access for low-income people.*

Among the fundamental values of EU health care systems is the idea that
people should have equal access to health care according to need. The finan-
cial circumstances of the patient concerned, therefore, are assumed to have
no significance in the decision as to who is treated first or who will be
treated and who will not. Combining cost-sharing with exemption regula-
tions as previously described can considered to be an attempt to live up to
this promise. But does it really work that way? This remains to be seen.

How acceptable is it that Finnish people have to turn to their friends, rel-
atives, or municipality to meet their health care costs, as has been alleged?
A 1997 Belgian survey concluded that one-third of the population had dif-
ficulties in paying for medical care, with 8% of the families questioned occa-
sionally postponing medical care (particularly dental care) for financial
reasons.” Similarly, surveys conducted in Stockholm County in 1993, 1995,
and 1996 indicated that between 20% and 25% of the population did not
seek medical care at least one time per year for financial reasons, with
people on low incomes being more strongly affected than other groups.*
Furthermore, a study in 2001 found that 3% of the Swedish population
refrained partly or wholly from medical consultations for financial reasons,
with 4% saying they did so to try to avoid buying prescription drugs.*
Research in the United Kingdom, to give another example, gave strong evi-
dence of systematic inequalities in access to diagnosis and treatment for
cardiac services, as well as for after-cancer treatment for low-income groups,
whereas Finnish research revealed “inappropriate socioeconomic differ-
ences,” i.e., under-utilization of services by low-income groups, regarding
coronary bypass operations, hip replacement, and cataract surgery.*® Finally,
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the idea of a “no-claim bonus” for those insured under a collective insur-
ance scheme also has to be mentioned. The Germans have considered this
idea but have not gone ahead with it so far"’; the Dutch, however, have
introduced it. This will probably influence equity in a negative way, because
people may postpone a necessary visit to their doctor for financial reasons.
After all, receiving a bonus of €200 at the end of the year is a welcome extra
for many Dutch families.

Equity problems also occur at the micro-level of health care delivery.
Providers must, in addition to their professional responsibilities, increas-
ingly take account of financial considerations regarding the use of scarce
resources. This is rationing at the level of the individual professionals. They
ration, however, without having any publicly endorsed criteria to guide
them in doing so. This leads to “an impossible ‘double bind’ for the health
care professional, and to inequality in decisions made—an inequality which
remains invisible since all these decisions remain implicit.”* Despite all the
attempts to assist the professional by making rationing criteria more explicit
(for example, the Oregon experiment and the priority list of the Swedish
county of Dalarna), in the end it is the individual professional who makes
the final decisions. These decisions are not always based on medical crite-
ria alone. On the contrary, there are indications that maintaining equal
access is not always the determining factor in medical decision-making.
Socioeconomic status or age, for example, may well influence decision-
making regarding the elimination of waiting lists.* In this respect, research
in Seattle revealed that medical criteria and social-medical aspects, as well
as a patient’s personal characteristics, sense of responsibility, compliance,
age, and social factors led to “people-like-us”-decisions at the level of the
medical professional.”” Decisions like these are difficult to subject to
accountability procedures.

Problems of equal access are also manifest as regards voluntary (supple-
mentary) insurance. In France, for example, 20% of the population, in par-
ticular those belonging to lower-income groups, could not afford to take out
supplementary insurance for the coverage of cost-sharing measures in the
beginning of the 1990s.” However, through the Universal Health Coverage
Act of 1999 (CMU), the French government provided supplementary insur-
ance coverage for these people. In fact, the CMU is an exemption regula-
tion on economic grounds.”” In Ireland, half of the population has voluntary
private health insurance. Of the other half, according to research in 2003,
42% said they did not take voluntary insurance because they could not
afford to pay the premium.” With regard to premiums for supplementary
health insurance, which have to be paid privately in Spain, a price elastic-
ity of 0.44 has been calculated for the period 1972-1989,i.e.,a 10% increase
in the premium results in a reduction in demand by around 5%.** In the
Netherlands, in 1995, when dental care for people of 18 years and older was
removed from the coverage package for those insured under the terms of
the Sickness Fund Act, around three-quarters of the population took
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(limited) supplementary insurance. Among those not included were more
than half of all elderly Dutch citizens and people with low incomes.” As for
the latter, the number of contacts with a dentist decreased. In contrast, visits
to the dentist were more frequent in Spain for people with supplementary
insurance.”® Furthermore, there are indications in the Netherlands that,
after introducing, in the late 1990s, a cost-sharing measure for people
insured under the terms of the Sickness Fund Act, low-income people
reduced their drugs consumption.” In the United Kingdom, private insur-
ance appears to be heavily skewed toward higher socioeconomic groups,
and private coverage drops sharply after the age of 65 when employment-
based coverage ceases.” Because of long waiting lists, high co-payments,
and the often unsatisfactory quality of services (particularly in the central
and southern regions), Italians who can afford to pay the extra insurance
premium seek care outside Italy’s national health system.” In Spain, it is
suggested that the existence of voluntary health insurance may increase
inequity with negative consequences for the health of poorer people,”
whereas in Ireland providers face incentives to offer private patients pref-
erential treatment in public hospitals.®!

Finally, there is the problem of the increasing cost of voluntary health
insurance. Research in the United Kingdom in 2000 found that 58% of sub-
scribers considered voluntary health insurance to be too expensive. Yearly
price increases of premiums above inflation were 5% between 1991 and
1996. In particular, individual premiums, compared to group premiums,
increased substantially. This was enough reason for the UK Office of Fair
Trading to recommend that subscribers should be warned about the prob-
able increase in voluntary health insurance premiums. The same increase in
premiums for voluntary health insurers has occurred in other EU countries,
showing that the yearly growth rate in premiums for individual subscribers
is considerably higher than the yearly growth rate of per-capita total expen-
diture on health.”

Apparently, EU governments understand that equity is somewhat
difficult to achieve. Some of these governments, therefore, have taken
specific policy measures directed at reducing health inequalities by improv-
ing the health of the worst off in society. The United Kingdom, for example,
after having concluded that health inequalities were widening,” developed
a national framework for assessing the performance of the NHS based
on six dimensions, among which fair access to services for black people
and ethnic minority groups is included.** The establishment of 26 Health
Action Zones, particularly located in areas of social and economic depri-
vation, was one of the actions taken.” In Denmark, inequalities in health
care have also received increasing attention in recent years. Significant, in
this respect, were the results of a comprehensive national study on mortal-
ity and life expectancy conducted between 1987 and 1998, which showed
that the mortality rate for Danes with no vocational training was almost
80% higher than that of more educated people. Unfavorable living
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conditions, more unhealthy work environments, and a much higher
mortality rate for chronically unemployed/underemployed people were
said to be the cause of this difference.® Reducing existing large inequali-
ties in health status and health care between geographical areas in
Italy is the mandate of national and regional planners in the framework
of the National Health Plan 1998-2000.” With its 1982 Health Care
Act, Sweden stipulated the importance of equal access to health services
for the entire population, with special attention to vulnerable groups
(elderly, immigrants, and early retirees).® Furthermore, three out of
four Swedish citizens believe that they will have to pay extra insurance
or save money in order to be able to receive health care when they are
old, whereas participants in a focus group expressed their fear that people
who are already socially excluded would be particularly disadvantaged in
the future because of the “Americanization” of the Swedish health care
system.” In a 1995 survey in Spain regarding the question of whether the
Spanish health care system delivered the same services to everyone, 31%
of respondents thought that treatment was influenced by social status.””
Finally, France demonstrated that the objective of equity was believed to
be more important than cost containment when it passed its CMU legisla-
tion in 1999.”

When assessing these effects on equity, the cumulative effect should be
taken into account.”” This involves not only supplementary premiums
and reductions in the coverage package (pharmaceutical products, physio-
therapy), but also increases in rents, the prices of energy, increasing munic-
ipal levies, and so forth.” In the Netherlands, the number of tenants
spending over 25% of their income on rent increased from 5% in 1981
to 25% in 1993, whereas increases in the levying of local taxes meant
that people on lower incomes lost an additional 1.9% of their disposable
income in the beginning of the 1980s, and this increased to 3.7% twelve
years later.”* The groups eligible for the previously mentioned exemption
regulations are particularly affected by this, which is an EU-wide phenom-
enon. The Belgian General Report on Poverty of 1995 is a revealing illus-
tration of poverty’s impact where access to health care is involved.”
Looking back to chapter four, there is the potential danger, if it does not
already exist, that EU countries are creating a split in their societies where
access to health care is concerned. As long ago as 1995, a French author
spoke of “des soins d deux vitesses,” meaning that “either we find the means
to assist patients to exercise their rights by easing their access to public
health care, or parallel health care structures of ‘special precariousness’ will
increasingly develop, which will confirm a two-speed health care system”
(author’s translation).” Similarly, the Germans speak of a “Zwei-Klassen
Medizin,” i.e., one type of health care for those who can pay for it and
another for those who cannot.”” As long ago as 1996, the latter group was
the focus of congresses with eye-catching themes such as “Health Care for
the Poorest in Europe,”” “Competition and Solidarity,”” “Solidarity and
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Inequality,”® and “Social Exclusion and Regeneration.”® Themes such as
these would have caused us to frown when governments started to reform
their health care systems in the beginning of the 1980s. They are also themes
which reveal much about the well-intentioned attempts to tackle the prob-
lems. On a positive note, we should point out that during the 1990s, a
“medical card” or “carte santé” was introduced in several places within the
European Union which guaranteed a certain minimum of health care for
those who could not pay (Charleroi, Barcelona, Ireland, and the Lower
Rhine area near Strasbourg).

In addition, there is another split in society: the distinction between “the
deserving” and “the undeserving,”® which leads, among other things to
preferential treatment for people with a job. In the beginning, political
circles in the Netherlands were opposed to this possible type of split regard-
ing access to health care. Nevertheless, the Dutch government slowly gave
in. By the mid-1980s, a Dutch minister of social affairs still argued that “we
in the Netherlands implicitly assume that, whatever inequalities we will
accept, we will not accept inequalities in health and length of life” (author’s
translation).* In 1995, while the then Minister of Health, Welfare and Sport
still said that she was not afraid of a split in health care,* less than one year
later she allowed those who were employed to have priority for operations,
albeit on a temporary basis.** And whereas she did not reject priority
treatment outside normal surgery hours,*® she reversed her opinion during
subsequent debates in the lower house of the Dutch parliament.”’

All in all, although equity of access according to need is still a defining
principle of EU health care systems that commands popular support, there
is every reason to worry about whether this principle will hold. At best,
the overall picture which emerges is that “there are no grounds for
complacency. The risk continues in many health care systems that the most
disadvantaged do not receive the services they require in relation to their
needs.”® Pessimism about its sustainability is widespread. People fear
further limitations in the coverage package; they expect that they will
have to pay extra charges to cover their health care needs when they are
old; they observe that some groups are treated as more deserving regard-
ing their health care needs; and they foresee an American-like two-tier
health care system with good-quality health care for those who can afford
to pay for it and basic, second-rate services for those who cannot. In this
respect, it is important to note that there is no difference between coun-
tries with national health care systems and those which are based on a social
security system. Class-based access problems, for example, also appear to
exist in social health insurance countries like Austria, Belgium, and
Germany.* Nevertheless, the belief in equal access for all citizens, i.e., the
moral basis of collective health care provision, is still the defining principle
for EU citizens.” In the context of the present international political
economy, it will be very difficult for EU governments not to let some of
those citizens down further.
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10.2 Regulation

Emphasizing accountability has caused an increasing administrative work-
load for health care providers, be they individual professionals or health care
institutions. In order to acquire some control over health care providers and
the quality they deliver against costs, other stakeholders, particularly gov-
ernments and insurers, have burdened health care providers with an increas-
ing mass of paperwork during the past decades. When this new approach to
health care provision started at the beginning of the reform process in the
1980s, this was understandable. After all, during the period 1960-1980, the
medical establishment had developed an arrogant, self-willed attitude,
believing that it was not answerable to other stakeholders, simply demand-
ing more money (and getting it) and otherwise wanting to be left alone (and
getting that, too). Imposing accountability regulations, therefore, apart from
the financial necessity, can be considered to have started a kind of punish-
ment drill in reaction to decades of non-compliance by the medical estab-
lishment. But if one defines regulation as “sustained and focused control
exercised by a public agency over activities which are valued by a commu-
nity,””" and looks at how far regulating health care has proceeded to date in
EU countries, one can wonder if the present accountability “regime” has not
evolved into “overkill.” This section examines this issue.

In its 2001 report, the American Hospitals Association stated that
American hospitals have to deal with over 30 regulatory agencies at the
federal government level alone. In addition to this, these hospitals have to
comply with regulations issued by agencies at the state level or by non-
governmental organizations. Medicare and Medicaid have regulation rules
and instructions totaling 130,000 pages, which is three times the length of
the federal tax code. Furthermore, in order for centers for Medicare and
Medicaid services to qualify for participation in a survey process regarding
certification, they have to go through a state operations manual several
thousand pages long. Many of these regulations are pointless, overdone,
causing much unnecessary paperwork. As an example: an American case
study concerning an elderly patient who was admitted to a hospital with a
fractured hip, found that filling out forms, submitting records, seeking
authorization, and collecting data for several regulators, required the staff
of the emergency department to spend 50% of its time on administrative
tasks. For inpatient surgery, staying in a nursing home, and home health
care, the figures were 37%, 33%, and 44 %, respectively.”

Regulating health care in the United States, meanwhile, has grown to
such proportions that it is no exaggeration to speak of a regulatory indus-
try, catalyzed in particular by accreditation processes for hospitals. The total
costs to the American health care system of accreditation activities by
the Joint Commission on the Accreditation of Healthcare Organizations
(JCAHO) alone lie between $425 and $850 million annually.” To receive
JCAHO accreditation, American hospitals have to satisfy the prescriptions
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of a manual of 725 pages, containing 500 standards.” Walshe calculates that
the costs of regulation by a selected number of seven regulatory agencies
are almost $950 million annually. And this is only the tip of the iceberg,
because most of the costs of accreditation fall on the organization that has
to be regulated.” Meanwhile, the accreditation process for American hos-
pitals starts to resemble a form of policing, since many regulatory agencies
appear to employ more lawyers than doctors, giving the accreditation
process a more or less judicial structure.”

In addition to this there are many regulations regarding cost contain-
ment. American hospitals have had to establish committees to review uti-
lization of resources and to assure quality. They have to admit external
committees to review the records of hospitalized patients from the per-
spective of the necessity of certain treatments. They have to comply with
“certificate of need” regulations in order to be able to prove that the pur-
chase of equipment was necessary. In short, the host of regulations that has
flooded American hospitals over the past decades have made them among
“the most regulation-burdened industries in the country,”” with doctors
and nurses spending up to 50% of their time on paperwork for the collec-
tion of data demanded by external agencies.”

The consequence of all these regulatory measures has been that the
number of administrative employees in hospitals and other provider orga-
nizations in the United States increased sixfold from 1972 to the beginning
of the 1990s.” Similar developments in regulating health care systems
(though maybe a little less rigid) have occurred in EU countries.

In the United Kingdom, the growth of health care regulation has grown
sharply since 1997, when the new Labour government announced the estab-
lishment of NICE (see section 9.3.2) and the Commission for Health
Improvement. After that, three new agencies (the National Clinical Assess-
ment Authority, the National Patient Safety Agency, and the Modernization
Agency) were added to the “increasingly crowded regulatory landscape.”'®
All these agencies have established administrative and procedural pre-
scriptions that health care providers have to live up to. They have issued
more or less extensive manuals that providers have to follow. For care
homes, regulation prescriptions are laid down in an 81-page manual; for
independent health care providers (acute hospitals, maternity services, psy-
chiatric clinics, day surgery units, et cetera), 221 pages were needed.'”" Mean-
while, NHS organizations complain about the “regulatory or inspectorial
overload and fragmentation—too many regulatory agencies or oversight
mechanisms, each making considerable demands for information, and some-
times conflicting with each other over the data they seek or the requirements
they impose.” Taking into account the fact that NHS organizations have to
interact with at least 16 different agencies which regulate and oversee them,
in addition to being performance-managed by the department of health and
other supervisory authorities, these complaints are understandable.'””
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In Portugal, responsibility for regulation lies with the General Direc-
torate of Health. Here, regulatory mechanisms are highly normative with
extensive legal provisions. The country has numerous and sometimes very
restrictive controls over pharmaceuticals, the purchase of high technology,
the training of staff, et cetera; and it has established a Court of Accounts
which regularly conducts external audits of Portuguese national health
service performance.'”

In Denmark, regulation at state, at county, and at municipal levels is
managed through a number of formal and informal mechanisms (laws,
circulars, economic restrictions, incentives, education, authorization,
negotiation, information).'™

The introduction of DBCs in the Netherlands has forced hospital man-
agers to spend between €200,000 and €300,000 per hospital on software to
be able to comply with the demands for information from the inspectorate
for health care, from several insurers, and from research institutes. These
stakeholders appear to think up their own diverging information needs.
Fulfilling these needs costs hospitals a lot of money. According to a Dutch
hospital manager, “the new system is made up of an endless number
of new incentives, new rules and new control mechanisms” (author’s
translation).'®

The Belgium health care system, finally, is extensively regulated
by federal, regional, and municipal authorities. Federal authorities
exert control over financial and economic aspects of health care. They
fix accreditation standards for both hospitals and doctors. They
determine the levels of insurance premiums and the amount of public
subsidies, and they play an important role in capital investments. As
of 1990, specific legislation reinforced the possibility of state inter-
vention in the processes of forming contracts and agreements, including
the introduction of correction mechanisms if budgetary limits are
exceeded.'

Increasing regulation results in an increasing number of administrative
support positions. The consequential expenses are estimated to amount
to 15% of total national health spending. Medical professionals believe
this to be excessive and argue for a reduction in overhead spending
as a source of cost savings. Compared to other service industries, however,
there is nothing special about health care overhead spending. American
law firms, investment banks, and accounting firms, for example, saw employ-
ment in professional support staff increase by 77% during the period
1980-1992. Furthermore, in most American industries, overhead expenses
fall between 20% and 35% of gross expenses, whereas technologically
complex sectors (pharmaceuticals, electronics) show a figure of almost
75% of gross expenses. The same applies, for example, in European
consumer-related businesses, which have to operate under “legislative,
legal, product safety, sales, marketing, employer, occupational safety,
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environmental, financial, tax, construction and other regulatory responsi-
bilities.”'”” Compared to this, an increase of 52% in the costs of health care
administration during the period 1980-1992 is relatively modest. Health
care, therefore, is just going along with the general developments in
society.'” There is one important difference, however. In general, commer-
cial services industries and industrial production firms will pass on increas-
ing overhead expenses to their prices, taking account of their competitive
position on the market. They may also compensate for these increasing
expenses through measures which increase their productivity. In this
respect, however, health care finds itself in a difficult position for two
reasons. First of all, increasing overhead expenses have occurred during a
period of price constraints, with governments and insurers pre-fixing
(lower) health care budgets. Many regulatory demands have to be carried
through without financial compensation. Increasing overhead expenses,
therefore, have to be recovered through productivity gains. Here, and
secondly, the Baumol effect mentioned in section 8.3 applies, particularly
for the long-term care sectors.'”

Although the rise in overhead expenses in health care compared to other
sectors in society has been relatively modest, governments have neverthe-
less proclaimed their intentions to reduce bureaucracy. The Blair govern-
ment of 1997, for example, promised to free the NHS from bureaucracy (to
the tone of £1 billion in savings) during his first term by stripping away the
bureaucracy of the internal market.'”

Similarly, the Dutch government installed a committee to advise it on
how the administrative burden of Dutch health care could be decreased.
The committee, reporting in 2002, pointed to three causes of the rise and
existence of this burden. The first cause was the fact that health care
has to operate in a hybrid external environment characterized by multi-
conduction with conflicting signals and movements which contribute to
mutual distrust, thus creating the image of an unreliable government, hes-
itating health insurers, demanding consumers, and stubborn health care
providers. Secondly, all actors in health care demonstrate opportunistic
behavior, concentrating on the margins in regulations or trying to find loop-
holes. Thirdly, the fact that health care provision is, by definition, directed
at individuals, means that extensive systems of control, procedures, and
accountability have been created in such a way that, in principle, every
single health care delivery item can be related to an individual case.
Together, these causes have created a fertile environment for the growth of
administrative obligations. The committee, distinguishing between the costs
of compliance with and enforcement of the regulations, concludes that these
costs, totalling €1 billion, could be reduced by around 30%.'"

Some years later, however, neither the British nor the Dutch can say that
they have reduced bureaucracy in health care.

Three other effects of regulating health care since the reform processes
started in the beginning of the 1980s have to be mentioned. First of all, the
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health care world has turned into a patchwork of organs, institutions, com-
mittees, laws, regulations, agencies, services, advisory committees, and coun-
seling bodies. Consequently, those involved in health care spend much of
their time on coordinating, negotiating, consulting, and adjusting in order
to maintain some oversight of the developments.

Secondly, health care has become the domain of technocrats. The regu-
lations and calculation methods that have flooded health care over the past
decades are produced by policy staff of governmental or insurers’ offices,
most of them without any experience regarding daily health care delivery.

Finally, the power relations between the actors in health care have
changed. Insurers have turned into policy initiators instead of followers,
and governments have increasingly taken the lead as regards the direction
of health policy.

Finally, and most importantly, it has to be mentioned that, despite the
enormous investments made, “it is remarkably difficult to tell what impact
hospital regulation has had on the performance of hospitals or on the
quality of care.”''? The same applies for other health care sectors.

10.3 The Emerging Picture

As stated in the introduction to the ninth chapter, since the start of reforms
in the beginning of the 1980s, the health care community in the countries
of the European Union has experienced turbulent times. In this respect,
probably the most fundamental change is that the external environment
is increasingly minding health care’s business. Openness has been
transformed into a multi-layered structure of accountability. Health care
providers have to respond to the (combined) demands of different stake-
holders, and these demands are many. Since they have already been exten-
sively described in chapter nine, they will simply be summarized as follows.

The quest to improve quality caused the development of a range of
instruments focusing on the structure, the process, and the outcomes of
health care delivery. Several quality assurance systems have been imple-
mented; hospitals have hired special quality-assurance staff; external
agencies with expertise in quality matters have been hired for support;
and annual quality reporting has been added to the task of health care
managers.

Patients saw their position in health care reinforced. Governments devel-
oped patients’ charters, took legal actions to give patients a say in the health
care delivery process, appointed patients’ ombudsmen, and established
national platforms to involve patients in the development of health policy.

Health care providers have carried through organizational reforms,
motivated by factors like cost containment, effectiveness, efficiency, quality
improvement, workload, task performance, et cetera. Organizational
reforms also have followed from changing political views on how health
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policy as well as health care delivery and control systems should be
designed. Decentralizing the health care system was one of the options
here, on the assumption that this would contribute to improvement of
service delivery and greater involvement of the community in health care
decision-making.

A much applauded idea has been the creation of an internal or quasi-
market for health care. This second-best option, since a real health care
market was not feasible, was expected to increase the flexibility, effective-
ness, and efficiency of health care systems, as well as to improve medical
performance. To achieve this, competition between providers and insurers
has been introduced. Special agencies have been set up to assist providers
in the processes of contracting, negotiating, and decision-making on the
quasi-market. So far, however, there is a difference between theory and
practice, since there is remarkably little evidence that competition between
health care organizations does improve performance.'” Nevertheless, com-
petitive bidding between private and public suppliers, particularly regard-
ing auxiliary services and sometimes even for clinical activities, has become
a normal affair.

Health care providers took the opportunity to develop private initiatives,
extending their range of products that could be put on the market and
exploring new ways of providing services. Governments facilitated this
development by relaxing legal conditions in order to create room for
private initiatives. Governments even have chosen to be involved directly
through partnerships with private business.

Meanwhile, governments have started to convey the message to their cit-
izens that health care also has its price, and that, due to increasing demand,
public financing of new developments in medicine can no longer be taken
for granted. As a consequence, rationing in health care has become a topic
of interest in almost all EU countries. Discussions and proposals on
rationing, however, have mostly resulted in rather general principles and
guidelines phrased in terms of human rights, self-determination, equality,
and justice. Nevertheless, in daily practice, rationing has been implemented
on a large scale through the use of strategies for priority setting on both
the demand side of health care as well as the supply side. Since the 1980s,
both sides have been the focus of health policy-makers. On the demand
side, cost-sharing measures have been introduced throughout the EU, while
on the supply side items like capacity planning, technology assessment,
evaluating appropriateness of health care, financial constraints, and waiting
lists have received increasing attention.

Through technology assessment, governments at national or regional
levels have started to try to control the use of new (and expensive) health
technologies, particularly focusing on their cost-effectiveness. However, the
existence of a private health care market appears to have produced obsta-
cles to control. Furthermore, a lot still has to be done regarding the differ-
ences between EU countries in areas like the assessment process, appeal
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procedures, and the composition of assessment teams. Finally, technology
assessment is a costly and time-consuming affair, while the speed of
technological developments makes it impossible to assess every new
technology.

As for waiting lists in hospitals, most EU governments have argued for
a long time that, by economizing on budgets, while at the same time working
more effectively and efficiently, productivity in health care provision could
be increased to such an extent that the problem of waiting lists would dis-
appear automatically. Public dissatisfaction with the length of waiting times,
however, has forced most EU governments to increase available capacity.

Also, the development of guidelines and protocols, as well as evidence-
based and best-practice medicine, can be considered instrumental in times
when balancing supply and demand is necessary, because they may increase
the cost-effectiveness of medical performance. In line with this, medical
performance has to be standardized. Health care institutions and medical
professionals of all EU countries have become involved in this type of stan-
dardization, sometimes through private initiatives and sometimes as a result
of apparent coercion by insurers or governments.

Next, cost containment through direct financial measures became a
crucial item of health care reform, if not the most important one. Control-
ling the price of pharmaceuticals, changing the distribution margins, cost-
sharing by consumers, establishing a national budget for pharmaceuticals,
influencing prescription behavior, substituting generics for branded drugs,
assessing drugs’ effectiveness, reference-pricing, et cetera, have all been
governmental initiatives to get control of ever-increasing expenditures on
pharmaceuticals.

Furthermore, cost-sharing measures have been introduced and have
become the most frequently used instrument of cost containment over the
past decades. Since measures like these may directly influence the equity
principle, governments all over the EU have enacted exemption provisions
to protect vulnerable groups of citizens from cost-sharing.

Finally, reimbursement for hospital activities has changed fundamentally.
Open-ended financing has been terminated and prospective budgeting has
been introduced, followed by subsequent budget cuts in many countries.
The next step was the introduction of new methods of calculation and
pricing, and the development of ideas on managed care and diagnostic-
related groups, through which governments and insurers have tried to get
a grip on hospital performance by strictly controlling medical interventions
and the use of resources. Consequently, management information systems
have become essential for the collection of a range of data regarding the
measurement of costs and the quality of care. These relatively new demands
have made health care an interesting and profitable field for producers of
health information technologies. In 1997, they had already sold $15 billion-
worth of products to health care organizations, an amount estimated to have
increased to $25 billion in 2000."*
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All in all, these reforms have fundamentally changed the world of health
care provision. Its casualness has disappeared, providers are held account-
able for their performance, and patients have started to realize that health
care also has its price. However, the most important question of all is
whether EU governments have succeeded in achieving the main objectives
of health care reforms—improving quality and containing costs—while at
the same time maintaining the equity principle.

Regarding the attempts to improve the quality of care, it is useful to
follow the distinctions made by Donabedian in the 1980s. He distinguished
between three aspects of health care quality: (1) structural quality, (2)
process quality, and (3) outcome quality. The first aspect refers to the input
of resources necessary for health care provision, including credentials of
personnel, staffing ratios, availability of medical equipment, et cetera.
Process quality regards the follow-up of instructions and guidelines by those
involved in the health care delivery process, whereas (3) outcome quality
refers to the changes in a patient’s health condition after treatment. Of
course, outcome quality is what matters most.'”®

Taking these distinctions as a starting point, it has to be observed that,
despite all the time and money spent on structural and process quality,
hardly anything is (yet) known about improvements in outcome quality.
Legal regulations regarding quality, the setting-up of special quality com-
mittees, accreditation systems, the hiring of staff specialized in quality
matters, the implementation of quality assurance methods, surveys on
patients’ satisfaction, auditing, monitoring, clinical guidelines, ideas on
disease management, et cetera, have all led to an increasing workload,
higher costs, more insight, and more transparency as regards structural and
process quality, but we simply do not know if all this has also contributed
to outcome quality. What is more, we hardly know how structural quality is
linked to outcome quality, and there is only limited research available on
the relation between process quality and outcome quality.''® Perhaps this
explains why, through excessive and oversimplified use, the quality theme
has gradually become somewhat worn out.'"”

Meanwhile, consulting firms are making a lot of money by selling their
quality assurance systems, their accreditation methods, their utilization
review systems, and their disease management practices to health care
providers. But, again, we do not know the effect of these activities on
outcome quality. American research on the effectiveness of utilization
review systems in hospitals, for example, has not provided to date a sys-
tematic answer regarding their effects on costs and quality of care."® Fur-
thermore, there is only limited systematic evidence that clinical guidelines
and disease management have reduced costs or improved quality.'” Indeed,
though regulations that have flooded health care providers during past
decades, it is very difficult to ascertain their impact on quality of care.'™
Comparable conclusions can be drawn for nursing homes in the United
Kingdom and the United States, for which it is has been said that “a decade



The Emerging Picture 245

of quite aggressive and forceful [...] regulation appears to have yielded
only modest improvements in performance and quality.”'®" And, most
importantly, despite all the quality initiatives regarding structures and
processes of health care provision “the variation in quality of care by physi-
cian or by hospital is immense.”'* Quality, therefore, is still “a matter of
trust.”'> And since quality starts with the physician, working on outcome
quality demands more than structural and procedural regulations, no matter
how useful they may be. It demands partnership between managers and
professionals who come to mutual agreement on the expectations and
objectives of health care delivery in an organizational climate that moti-
vates people.'” This is different from the image of policing, which seems to
have become increasingly characteristic these days of the application of
clinical guidelines, accreditation procedures, utilization reviews, et cetera.

As for cost containment, we have already seen that cost-sharing as it is
currently practiced hardly contributes to this objective. Furthermore, the
many regulations enacted regarding pharmaceuticals has not prevented
spending on drugs from becoming an ever-growing part of total health care
expenditure, and changes in the financing of hospitals have not resulted in
decreasing expenditures on in-patient care. In addition, a few more items
assumed to contribute to cost containment have to be reviewed. First of all,
ideas on managed care, coming from the United States and increasingly
favored by EU governments and insurers, have to be dealt with.

Despite their poor image (section 9.4.3), there is no definite proof that
managed care organizations (MCOs) in the United States have a negative
influence on quality of care. In contrast, research has shown that the quality
delivered by managed care organizations is comparable to that delivered
under traditional indemnity insurance.'” Whether they contribute to cost
containment is another story. In this respect, it is argued that MCOs real-
ized cost savings in the 1980s by enforcing substitution of treatment in out-
patient clinics for hospitalization, as well as by reducing the average length
of stay in hospitals. However, comparable developments can be observed
in the countries of the European Union, which in those days did not follow
managed care ideas. It is true for both the United States and the countries
of the EU that scientific and technological developments have mainly
caused these changes, with MCOs pushing health care providers to such an
extent that the average length of stay in American hospitals fell substan-
tially more than it did in hospitals in EU countries. But substitution and
reduction of the average length of stay in the United States failed to hold
down the increase in total costs, as overall Medicare spending rose at an
annual rate of no less than 9.5% between 1985 and 1997. It is no wonder,
then, that American corporate executives deemed the costs of health care
to be a “major” (60%) or “top” (35%) concern at the beginning of the
1990s.'* Although Medicare spending slowed down somewhat from 1997
on, this was caused by a combination of other factors, like an increase in
the number of enrolees and a reduction in provider payments (hospitals
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and physicians).'”” Reducing provider payments was not a particularly
American phenomenon. EU countries enacted similar measures.'?®

Another strategy of cost containment is competition between MCOs,
since employers have several MCOs to choose from and employees may
easily change their MCO. Consequently, MCOs that performed relatively
poorly financially went bankrupt, and the whole sector experienced finan-
cial troubles. A pre-tax profit margin of 2% in 1997 is an indication of the
worrisome experience of MCOs.'”

An response to these developments for both providers and MCOs has
been mergers. While, in 1975, most American physicians worked in solo
practice, today less than 25% do. Then, three-quarters of all community
hospitals were independent; today most American hospitals belong to a
network. The economies of scale that were assumed to materialize from
merging appear to be very modest, however, except for mergers that have
led to hospital closures."” The real reason for the merging of providers
seems to have been to increase their market power so that it would be easier
for them to resist MCOs’ pressures to cut prices. For MCOs, the reason for
merging has been mostly to increase the number of enrolees, which made
it possible to negotiate bigger discounts.””! And did all this contribute to
cost containment? Given the fact that MCOs’ premiums increased by 6%
to 8% on an annual basis in the late 1990s, this is highly questionable.'**

Until around the turn of the millennium, EU countries had, in general,
tried to contain the costs of health care directly through the use of rela-
tively simple instruments, such as those dealt with in the previous chapter.
They also tried indirect ways of controlling their health care systems, like
setting yearly maximum spending levels, decentralizing (management)
responsibilities, screening the effectiveness of drugs, restrainting capacities,
et cetera. And, like their American counterparts, EU providers and insur-
ers have also tried to strengthen their position in the health care market by
merging, trying to realize vertical as well as horizontal integration. MCO-
like behavior, however, with health care providers becoming the “vassals of
the marketplace,”'* is relatively new for EU countries. In this respect, it
would be wise for EU countries to take account of the American develop-
ments when introducing American-like methods of cost containment. The
same applies for (variants of) DRG-like calculation methods, which are
embraced at present by most EU governments. An important advantage of
these methods is that they are a step in the direction of real health care
pricing. An important disadvantage is that they demand an increase in reg-
ulation and control measures.”* Both can make health care even more
expensive than it is already.

There is another reason to be very critical of American “success stories”
regarding managed care and competition. The fact that the United States
already spent 7% of GDP on health care in 1975, a figure which doubled
in the following 25 years, should make us suspicious. The American method
of controlling health care costs has been to hire commercial enterprises for
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accreditation, utilization review, informatics, the development of guidelines,
and what have you. The object lesson of this policy is that privately based
controls regarding the costs of medical care do not work. In contrast, the
simple methods used so far by EU governments appear to work better.'
Nevertheless, for both methods, the question remains whether it is possible
to contain the cost of health care while at the same time maintaining equity.
I will come back to this.

What have been the effects of all these simple measures on containing
health care costs in EU countries since 19807 For an answer to this
question, the next graph, which is comparable to the one in chapter
eight, relates the weighted EU average expenditure per capita on health
care to the weighted growth of GDP per capita. Again, the figures are
from OECD sources in US$ (PPP). However, in contrast to the graphs in
chapter eight, covering around two-thirds of the population of the 15 EU
countries from before May 2004, coverage in the following graph is around
95%.
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The divergence in the lines shown in the first graph in chapter eight, with
an increase in health care spending per capita over 20 years almost twice
as high as the increase in GDP per capita, has disappeared. The develop-
ment during the period 1980-2000 is reasonably in line with growth of GDP,
although, apparently, spending on health care tends to exceed growth of
GDP. In interpretating the graph, it should be kept in mind that around the
beginning of the 1980s the whole idea of the welfare state became subject
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to reassessment. Spending on social security, for example, was restrained by
the introduction of stricter regulations regarding eligibility, reach, and
extension of social security provisions. As in chapter eight, in the next graph
the growth in health care spending per capita is related to that of social
security spending per capita.
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If we compare this graph to the second graph in chapter eight, it is inter-
esting to see that, while during the period 1960-1980 health care spending
per capita grew considerably more than social security spending per capita,
the roles were reversed during the period 1980-2000. The final graph
suggests that EU governments have succeeded in getting control over the
growth in health care spending, even better than social security spending.
Both suggestions are too optimistic, however.

As for the developments in spending on social security, research has shown
that, despite the general atmosphere of the welfare state’s being in crisis in
recent decades, reality is too complicated to enable one to draw such far-
reaching conclusions. I will come back to this in the next chapter of the book."*

The developments in health care spending during the period 1980-2000,
however, are not so much the result of governments’ starting to control
their health care systems and, after years of neglect, attempting to put their
affairs in order financially by putting a ceiling on yearly health expenditure
growth or by introducing cost-containment measures (as reviewed in
chapter nine). After all, it is not too difficult to impose a system of budget-
ing, followed by subsequent budget cuts, after one realizes that finances
have for long been provided too thoughtlessly. Furthermore, it is not too
difficult to cut salaries of health care personnel and lower reimbursements
for medical specialists. Both are relatively easy steps to take, but they result
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in “onetime savings.”"?” After a certain point, budgeting will loose its effec-
tiveness. Moreover, one cannot cut salaries and tariffs endlessly, and there
is a limit to capacity reduction.

Altogether, the period from 1980 to 2000 can, for many EU governments,
be considered as a time of catching-up after a long absence in terms of
financial authority. Cost containment during this period, however, has
hardly been more than skimming off the “organizational slack” (chapter
one) which health care providers had acquired during earlier years. The big
advantage has been that the period 1980-2000 has forced health care
providers to think about efficiency and effectiveness. But once all the orga-
nizational slack has been skimmed off, and nothing more can be squeezed
out of health care providers, it will be interesting to see how governments
will show that they are capable of real cost containment without harming
the equity principle. Real cost containment assumes the capability to
control (future) developments in costs. In a society where the production
and consumption of goods and services is largely a matter of private enter-
prise, governments have only limited power to do so.

Speaking bluntly, the period 1980-2000 can be labeled as the period of
“cleaning up the mess.” No party in particular can be blamed for this mess.
Instead, it is the consequence of a kind of “collective misconduct”—
misconduct by providers and consumers who thought health care was “price-
less”; misconduct by insurers who for too long have operated as a serving
hatch for money, only functioning as an intermediary between patients and
providers,'* and misconduct by governments who failed, or did not have the
courage, to interfere. We are now nearing the end of cleaning up the mess
from the past. The question, however, is, if not the methods we have used for
cleaning up this mess have laid the foundations for the creation of another
mess in the near future. I will deal with this in the final part of the book.

As regards the effects of cost containment on equity, we saw already
(section 10.1) that governments have taken a range of (very detailed) mea-
sures aimed at the demand side of health care in order to protect certain
(groups of) citizens and preserve the principles of solidarity and equal access.
The effectiveness of this policy can be questioned. More important, however,
is the question of whether cost containment has affected equity negatively.
On the demand side, despite exemption regulations, it is still true that vul-
nerable people experience difficulties accessing health care services. We saw
that in Finland an increasing share of lower-income households had to turn
torelatives and friends to have their medical bills paid;a 1997 Belgian survey
concluded that one-third of the population had problems paying for medical
care, sometimes leading these people to postpone that care; 3% of Swedish
people refrained wholly or partly from medical consumption for financial
reasons in 2001; in the Netherlands, low-income people reduced their drug
consumption as a consequence of the introduction of cost-sharing measures;
and in Spain, equity may be harmed because poorer people cannot afford to
pay the premiums for voluntary health insurance.
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As for cost-containment measures on the supply side, limited capacities
in the United Kingdom led to systematic inequalities in access to diagnosis
and treatment for cardiac services, as well as for after-cancer treatment.
Finland experienced underutilization of services by low-income groups
when it came to coronary bypass operations, hip replacements, and cataract
surgery. In the Netherlands, preferential treatment for people with a job
came to be accepted, whereas privately insured patients in Germany appear
to be treated faster and better than those with social health insurance."”
In general, limited capacities have led to rationing in favor of higher
socioeconomic groups in society.

The problem is, however, that assertions regarding decreasing equity
cannot be substantiated with longitudinal quantitative information. We may
know something about equity problems at a certain point in time, but we
do not know if they have become worse over the course of time. In itself,
this is remarkable. After all, governments mostly have a fair estimate in
advance of the financial effects of the implementation of cost-containment
measures on total health care spending. Furthermore, they have set up spe-
cific administrations to oversee exemption regulations. But there is hardly
any information about what I call the drop-out effects. The Dutch govern-
ment, for example, excluded the first IVF treatment (€2,000) from the cov-
erage package as of January 2005. One may safely assume that not every
candidate for such a treatment could privately afford to pay this amount of
money. However, there is no insight into this effect in quantitative terms.
Regarding the effects of cost-containment measures on equity, governments
apparently opt for an ostrich policy, a “ready-fire-aim” approach, waiting
for their citizens’ reactions, and, if necessary, adjusting. That the Dutch re-
included the first IVF treatment in the basic package again, albeit with a
certain method of co-payment for this type of treatment, is an example of
the “ready-fire-aim” approach.

The fact that there is hardly any quantitative longitudinal information
available regarding the equity consequences of cost-containment measures
is no reason not to be worried. After all, health care reform measures are
characterized by incrementalism, with each step by itself not having a
clearly noticeable effect on the equity principle, if only because, so far,
“reform proposals that would threaten solidarity never achieved a political
majority.”'* But the accumulation of a number of incremental reform mea-
sures may, over the course of time, reduce the equity principle; i.e., the
aggregation of cost-containment measures may lead to a strategic change
with the economic priority of achieving sustainable funding considered to
be more important than maintaining the equity principle.'"

Apparently, governments and citizens are not optimistic about the future
in this respect. We saw already that 75% of Swedish citizens believe
that they will have to pay extra premiums or save money in order to be
able to afford health care when they are old. A survey of German
health care institutions and organizations found that over 60% of respon-
dents believe that further rationing in health care is unavoidable.'*
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Research in the Netherlands in 1995 showed that 82% of the population
believed that, by 2020, those who can afford to pay more will receive better
care.'” Subsequent Dutch research in 2005 made it clear that a large major-
ity of respondents are worried about future costs and capacities of Dutch
health care.'* Furthermore, the Dutch fear that, due to the new health
insurance system introduced in 2006, a considerable number of citizens will
be without insurance. As a last example, pointing to the pressures from
demographic change, developments in medicine, consumerism, information
technology, and a general rethinking of the welfare state concept, the British
wonder if it will be possible “to maintain equity and comprehensive care.”
Furthermore, they ask themselves if the pressures of demand will “force
a reassessment of what health services are provided free at the point
of use.”™®

It is not unlikely that these fears, which arise as a result of moving to the
right side of the continuum, will materialize in the near future. Even now,
governments are showing reluctance regarding reimbursement of new,
expensive drugs for certain treatments, and they are hesitating to recognize
specific phenomena of physical distress as diseases. As a consequence of
ongoing scientific and technological developments regarding health care,
questions like these will increasingly be part of governments’ agendas. They
will augment the tension between setting the overall level of health care
spending that is financed collectively and paying for innovations that find
their way onto the health care market. In this respect, it is important to
point to research which found a positive correlation between growing
wealth and health care spending. It shows that, “after a certain level of
income, an increase in earnings is accompanied by a disproportionately
sharp rise in health care expenditure.”'*® American figures show that per-
sonal consumption of privately bought medical services as a percentage of
total personal consumption increased from 5.3% in 1960 to 10.3% in 1980,
and then to 15.3% in 2000."” In a society where the government sets the
overall level of spending and is not prepared to include medical innova-
tions in the coverage scheme, people who can afford to do so will choose
to opt out, turning to the private health care market within their country
or outside, thus creating in a natural way a two-tier health care system.

Moreover, governments that are not willing to include new health care
opportunities in the coverage package may expect popular protests.
The United Kingdom, for example, has for a long time chosen to restrict
the funding of the NHS. For years, its spending on health, measured
as a percentage of GDP, has been among the lowest of the countries of
the EU. This has led to an obsolete physical health care infrastructure,
long waiting lists and waiting times, and an increasing number of British
citizens choosing treatment abroad. This was the British way of controlling
the costs of health care. Realizing that the effects of this policy were
no longer acceptable, the British government has decided to let health
care expenditure grow in five years to the EU average level. The conse-
quence of this change in policy will be that the United Kingdom will
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experience the same problems of cost-containment that other EU countries
are facing already.

The problems with a sector like health care are at least threefold.

First of all, innovations will increase pressure on public financing since,
in general, the public expects new health care opportunities to be auto-
matically included in the coverage package.

Secondly, the speed of innovation will set limits to collective financing.
In this respect, it is no exaggeration to say that each week new devices and
drugs are poured into the health care systems. Neither is it an exaggeration
to say that, in health care, once a need is met, another is discovered.
Progressive pressure is characteristic of health care.'*

These two aspects together cause a meaningful upward pressure on
health care spending and thus on demands for collective financing. This is
nothing new. It became obvious once we started to invest in health care.
Since governments have implemented reform measures, however, the finan-
cial effects resulting from progressive pressure caused by the sector’s inno-
vativeness could, so far, be reasonably absorbed by policies of “cleaning up
the mess.” Consequently, health care spending as a percentage of GDP did
not rise dramatically after governments started to reform. But, as stated
before, we are nearing the end of the period of “cleaning up the mess”.
However, innovation is probably here to stay. Moreover, health care will
remain a labor-intensive affair. Then, continued collective financing of inno-
vation will cause the share of health care spending as a percentage of GDP
to rise. All the more so because an extra upward pressure on spending as a
consequence of an aging population cannot be excluded. Such an upward
pressure will further be reinforced by rising and more complex demands
for health care. In this respect, demographic projections for the Netherlands
for the period 2000-2020 show an increase in the prevalence of, for example,
diabetes mellitus, cardiovascular diseases, heart failures, and dementia of
36%,44%,42%, and 41%, respectively.'” In a recent German study, upward
pressures like these have led researchers to anticipate an annual growth in
expenditure on health care of around 6% to 2020."

A third problem with health care is that its innovation is unpredictable.
We do not know, for example, if and when the pharmaceutical industry will
come up with an effective drug to treat Alzheimer’s disease. If it does, it
could save society enormous amounts of money, although the drug will
surely be very expensive in the beginning. We also do not know if it will
ever be possible to treat multiple sclerosis effectively. But if it becomes pos-
sible, that too could save society much money. However, while innovation
does not necessarily mean that it will make health care more expensive, the
problem is that governments cannot count on the contrary.

The ultimate consequence of this development is that, in the context of
the present-day international political economy, the upward pressure result-
ing from innovations in health care will force governments to limit the
extent of collective financing, i.e., limiting the basic package, and leave the
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rest to the market. This, surely, will not make governments popular with
many of their citizens (which, by the way, explains government policies of
incrementalism and of postponing decision-making). In this political
climate, health care providers and insurers may take it for granted that gov-
ernments will do their utmost to postpone choosing a “rational and clear-
cut package of services”"! as long as possible. And while postponing they
will “tighten the screws” on providers and insurers, sparing consumers as
long as possible because of constitutional promises. Despite the subsidiar-
ity principle, it may be expected that “Brussels” will offer a helping hand.
After all, subsidiarity becomes an option if member states cannot cope on
their own. The cynical point in all this is that, as soon as the economy
becomes strong (again), governments may resume embellishing their health
care “cathedrals,”** without being sensitive to the argument that doing so
will make the task of (further) economizing more difficult when the next
recession forces them to do so.

Behind all this is the fundamental question of whether health care must
be considered a public good at all costs. During the time when the welfare
state was established, when it was widely believed that society was man-
ageable, the answer to this question was generally in the affirmative. This
remained so during the first years of the reform process, but gradually,
reform measures have resulted in developments which have given us reason
to modify the meaning of “public.” Phenomena like opting out, preferen-
tial treatment, exemption regulations, excluding specific items from the cov-
erage package, et cetera, have implicitly made it clear that health care is not
an inherently public good." It is a public good in so far as we are willing
to define it as such. Reviewing the developments in health care during the
past decades, it seems that we are becoming, apparently, less willing.
However, defining the “public-good aspects” of health care, which is what
you do when you define a package of services, offers only a very temporary
solution because of health care’s immanent dynamics. In fact, these dynam-
ics make the task of defining the public-good aspects of health care a
continuous affair, which is impracticable. It is conceivable, however, to
make the question as to how far health care should be considered a public
good a regular topic (say every five years) of a solidarity debate in (the
European) parliament. Such a debate could result in decisions to either
increase taxation in order to fund increased public spending on health care,
to find a trade-off with other items of public spending, or to leave increas-
ing provision to the market."** Of course, cost-saving innovations should be
included in such a debate.

The present state of the international political economy is not favorable
to these ideas. The focus remains dogmatically on the market as the only
alternative, with reducing the costs of labor as the paramount objective for
reasons of global competitiveness. Therefore it is necessary to subject
the present international political economy (chapter three) to a critical
analysis. This will be the topic of the next chapter.
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10.4 Summary

In this chapter, the effects of the reform measures described in chapter nine
have been addressed. The first section dealt with the effects of the reform
measures on the equity principle. It concluded that cost-sharing measures
on the demand side of health care have hardly resulted in cost containment,
particularly because of the many detailed exemption regulations that came
along with the introduction of these measures. As for the supply side of
health care, cost containment has caused rationing of different kinds which,
together with cost-sharing measures, has started to influence the equity
pr