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WHO Review of the crisis response plan

1. Introduction
Overview of the task
A team from the WHO Regional Office for Europe (WHO/EURO) was asked to review the plans made by the Ministry of Health to deal with the proposed changes in the health budget in response to the global economic crisis and its specific manifestation in Latvia.  In particular the team was asked to:

· Provide feedback on the Ministry Plans, specifically:

· Proposals for hospitals

· Evaluation of the purchasing system & resource allocation 

· Approach to additional funding sources and protection mechanisms for vulnerable groups

· Take a view on the priorities and proposed solutions

· Consider what other areas could be looked at

Main messages

The Ministry has a well developed plan dealing with the hospital system, financing, purchasing, administrative reform and human resources.  The plan addresses many of the most significant issues facing the Latvian health system, and the team supports the main proposals.  This is taking place in a context of massive economic contraction, with GDP growth now estimated at negative 18% for 2009.  Relatedly, the public sector is instituting severe budget cuts (from which no sector, including health, is immune) in order to meet the requirements for financial assistance from the International Monetary Fund and the European Union. 
The main messages from our review are that the MoH is right to focus its attention on improving efficiency and quality and on reducing fixed cost.  The team also supports the principle of protecting the vulnerable population/patients which underlies the plan.   The scale of the challenge is very significant.  This does mean that there is an opportunity to address some very difficult issues and to create some momentum for change.  Rather than a traditional approach to managing change, the size of the task requires the creating of a widespread movement for designing, communicating and implementing change at all levels of the system: Ministry, health insurance (VOAVA) and other health agencies, providers, NGOs etc.  Effective change will also require the development of a much more active and assertive approach to the purchasing of healthcare to promote very demanding efficiency and quality aims.

Policies not to implement

At the same time, there are a number of policy ideas proposed from various quarters that, from our perspective, should not be implemented either because experience in other countries suggests that they produce undesirable results or because they undermine the objectives of the health system.

Simply allowing waiting lists to grow as a technique for managing demand
This should be avoided for several reasons.  First, this would provide only very small financial relief.  As a means of balancing supply and demand, an increase in waiting times only represents a one-off saving of variable costs equivalent to the number of days by which waiting is extended.  Second, there are significant additional costs of managing long waiting lists particularly as patients are likely to present with more serious complications.   Third, they provide an incentive for doctors to divert patients to the private sector.  This will increase prices in the private sector with knock-on effects for the entire health system.  More fundamentally, history suggests that the existence of long waiting lists is one of the major political problems that can undermine support for a health system and reforms.

Focusing on new funding sources such as additional compulsory or voluntary insurance

The team believes that it is neither realistic nor helpful to consider increasing the cost of employment – which either of these options would entail – in the current context of economic crisis.  Furthermore, a focus on creating new sources of funds has the potential to divert the attention of those managing health financing policy from the real priority of strengthening purchasing to improve efficiency and quality.  These issues are explored in more detail below.  
Excluding public payment for specialist outpatient care
It was suggested that there might be a complete or almost complete exclusion of specialist outpatient care from public reimbursement, effectively pushing these activities entirely into the private sector. The team believes that this would be a mistake.  Not only does it fail to provide appropriate protection to vulnerable people, it is likely to result in serious avoidable morbidity and mortality and higher costs through more patients seeking help as emergencies with later stages of disease. Excluding public payment for outpatient care would run counter to Government’s aim of decreasing length of stay in hospitals, could discourage providers from substituting outpatient for inpatient care, and may also provide a risk to the continuity of care.
Cutting prevention 

There is a danger that preventive services and programmes are seen as an easy target for reducing spending.  The broader objectives of the health system mean that reducing spending on prevention or introducing high co-payments to preventive services) (e.g. screening) are likely to have harmful consequences, as reduced use of disease prevention services will increase costs and adversely affect health status in the medium term.

2. Feedback on key aspects of the Ministry’s reform agenda

Restructuring Hospitals 

The focus in the plan on improving the efficiency of hospitals and reducing their fixed costs is correct.  There is a comprehensive plan for reshaping the different levels of hospitals, the closure of some hospitals, and the conversion of others to social or long term care.  Given the magnitude of the economic and fiscal contraction in Latvia, the reorganization and closure of hospitals is unavoidable.  Indeed, in view of the planned drastic reduction in public spending on hospital care, the existing plan may not be sufficiently radical.  

It is not clear whether the proposals will close sufficient capacity to release significant fixed costs.  There is also some concern that the proposed conversion to social / long term care beds will only shift costs but leave them still locked up in the operation of the buildings and staff.   

The team believes that it may be necessary to develop a more radical plan to reduce capacity including a further review of the role of small hospitals.  One question, for example, is whether local district hospitals should offer a full range of 24/7 emergency services.  Perhaps some services, e.g. emergency surgery, could operate on a limited hours basis, with emergency cases being dealt with the next day where possible or transferred to a main centre where it is required immediately.  Any case sufficiently life threatening to require immediate surgery should always be transferred to a centre, and not be attempted in a local hospital at night.  
It would be reasonable to expect hospitals to make very substantial efficiency savings by improving their internal operations, for example through:

· Reducing length of stay

· Standardizing admission and discharge processes

· Standard procedures for common interventions

· Internal protocols for expensive investigations and drugs

· Applying a standard improvement method such as Lean (Toyota Production System), 6 sigma etc. to remove bottlenecks and streamline operations

· Standardising the use of equipment, prostheses etc.

· Improved procurement and purchasing

· Focusing on safety issues e.g. medication review

· Reducing infection, e.g. wound sites, bacteraemias 

It is likely that many of these measures are already in place, at least in some hospitals.  The challenge is to get the institutions that are lagging behind to the standard of the best in two-three years (or faster) rather than the 10 years this usually takes. 

There are even greater opportunities when the entire patient journey (from before they are admitted to after they are discharged) can be redesigned.  For example, 
· Undertaking pre-anaesthetic assessment in an outpatient setting could remove the need for admission to hospital before surgery  

· Improving home care and discharge planning could reduce length of stay by several days
· If hospitals can follow up patients at home they can treat a range of emergency conditions on an ambulatory basis – for example deep vein thrombosis 
· If patients with a myocardial infarct can be identified early they can be diverted directly to a centre capable of angioplasty early enough to get the full benefit

The team suggests that attention should be directed to areas in which the patient pathway can be changed in a way that allows hospitals to improve their efficiency.  In particular, we believe that there are significant opportunities to improve specialist outpatient consultation. 

Specialist outpatient care
Based on the documents available and discussions during the visit, outpatient care seems to be fragmented across a wide range of small providers.  Not only does this create significant transaction costs, it is likely that this fragmentation also causes costly duplication on one hand and gaps in care on the other.  The providers have limited contracts for public payment, creating uncertainty on when and whether publicly paid services are available. Thus, the way the system works also seems to create financial barriers to access.  At the same time, many hospitals lack day care units and sufficient capacity to provide outpatient care. The contracting agency VOAVA does not currently engage in selective contracting, having been discouraged from it by negative experience in earlier years.
The team believes that a reform plan for outpatient specialist care is needed which is at least as radical as that for inpatients.  There should be an attempt to reduce the levels of specialist consultation in areas with high utilization.  The most effective way to do this is to limit the supply.  We suggest reducing the number of specialists and institutions that have public contracts.  The basis for making these decisions should be based on:

· An estimate of the level of affordable demand

· A transparent selection process based on a 2-stage selection: (a) fulfillment of quality standards, and (b) price-competition, including for reduced rates of co-payment
In areas with over-supply, some price competition might be possible, although it will be necessary to guard against the danger of collusion by providers.  

Alternatively, the team recommends considering the option of making hospitals responsible for the provision of all specialist care.  This may require them to sub-contract with other providers where they lack sufficient capacity and outpatient facilities.  This option would provide incentives for hospitals to adopt more cost-effective models of care for patients that they currently admit.  The team also believes that in the case of the large hospitals that they may be better at contracting than the current arrangements.  They should also be required to reduce the overall number of providers.  
Because of variation in supply characteristics and population-density across the country, it is possible that one of these reforms options may be more appropriate in one part of the country and another elsewhere.  There does not have to be a single national approach used to limit supply; both models may be used, depending on relevance to the local context.

The team found the current situation with waiting lists to be of concern.  Very often the motivation for allowing waiting lists to grow is to develop a negotiating lever and to encourage patients to use private services (especially those provided by the same physicians who work in the public hospitals).  Disincentives and sanctions to discourage this should be investigated.   In addition, we recommend that there should be prioritization of cases based on clinical need, not time of presentation.  Purchasers should attempt to balance capacity and demand.  To do this it might be wise to consider scoring systems to ensure that the threshold for treatment is appropriate.  
The team does not support a proposal for the system to withdraw entirely from paying for outpatient specialist care (i.e. to exclude these services from the benefit package).
Primary care

The team heard some concerns about the role played by primary care doctors in the system and in particular their ability to act as satisfactory gatekeepers with sufficient quality and trust.  While we are not in a position to assess the validity of these concerns, there is neither time nor resources to allow for any significant change in the system.  The MoH Plan identifies the need to address problems in primary care because these are leading to a high use of the emergency service.  Primary care also has a very important role in achieving reduction of hospital and specialist outpatient care use.
The relative protection being given to primary care funding is sensible; however, there should be a clear expectation in terms of improvements in performance.  Particular areas of focus for quality improvement include:
· Significant improvements in chronic disease management: the active use of registries, guidelines etc.
· Supporting demand management and prioritization for referral: for example using guidelines for first line treatment supported with email or telephone advice form specialists
· Changes in prescribing practice to support better chronic disease management and improved use of generics
The Ministry (including VOAVA) can support this with:

· Clinical guidelines 

· Scoring systems for referral 

· Incentive payments

· Medicines reimbursement linked to primary care-sensitive conditions

· Professional training 

· Indicative budget / numbers for referrals

· Benchmarking information

· Supporting peer review 

As with the hospitals the team would like to see an attempt to harness the professionalism and ambition of this important group of doctors and other staff.  If, despite such efforts, little change is observed in quality at the primary level, a plan for the future might be to withhold some of the primary care budget at the start of the year, and then returning savings to GPs that have demonstrated quality improvements.
Purchasing 

A dynamic, innovative and assertive purchasing function is an important part of the Ministry’s strategy.  The team agrees with this approach.  There are some practical steps that can be taken to improve the effectiveness of this.  

We agree with the assessment that the current payment system is too complex and not aligned with overall policy objectives and particularly the needs of the changed environment.  The payment system needs to be simplified and changed to support the policy objectives in the Ministry Plan.  While the work needed to reform the payment system in this direction is being undertaken, we agree that a complete or partial suspension of the existing payment system should take place.  

1) In the short run, move to global budgets in most areas.  While helpful to put a clear, transparent limit on spending, this will not eliminate the need to ensure that there is not “gaming”, the selection of easier cases, quality dilution, etc.  Hence, vigilance needs to be strengthened to address this.  It might also be appropriate to use a DRG system to pay for simple surgical procedures but eliminating the add-ons for additional procedures that are present in the current payment system.

2) In the medium term the payment system needs to be reformed to be better aligned with the policy objectives of the system:

· Incentivize lower length of stay – remove the bed-day element from all payments
· Incentivize effective and high quality care through targeted quality payments and a tariff based on high quality, low cost care rather than average provider costs

· Incentivize day case treatment by paying day case rate plus a small premium for all cases including inpatients for procedures where a high proportion of cases should be day cases.  

· Reduce complexity and transaction costs

· Greater budgetary stability for providers and purchasers

We believe that it is important to ensure that when a new price (tariff) setting system is introduced, the Ministry and its agencies recognize that price setting is a policy instrument.  Therefore, while the current plan is to separate the function of price setting from the purchasing agency, it is important to ensure that price setting and the purchasing function will be closely aligned, even if not organizationally integrated.  The pricing function must support financially viable providers, but this is not its primary purpose.  More generally, this reflects the change of vision needed, whereby the purchaser sees itself as the guardian of the system’s outputs (and ultimately outcomes) rather than of the system’s inputs.
The use of a range of purchasing mechanisms in a very active and imaginative way is required if the system has any chance of meeting expectations within the budget that is available.  Areas for attention include:

Immediate priorities 

· Implement selective contracting including the complete cancellation of some contracts
· Consider new methods for contracting of specialist outpatient services (see previous section)
· Focus on variation in clinical practice patterns and seek to reduce in line with evidence on what is appropriate.
Longer term 

· Revise pricing methodology

· Link contracts to evidence-based quality indicators

· Disincentives to hospitalisation of ambulatory care sensitive conditions 

· Best practice tariffs, e.g. pay the day case rate for all hernia repair

Alternative financing and exemptions

Given the reductions in funding that have already taken place, as well as the outlook for the near future, it is not surprising that the Ministry is looking at new ways to fund the health system.  It is also of great value that the Ministry is considering adjustments to existing mechanisms of protecting vulnerable groups of the population from potentially high costs of using care.  

There is a rationale for offering “relative protection” to the health sector in this crisis

Even before the crisis, the level of private out-of-pocket spending was quite high in Latvia (as a percent of total health spending) when compared to other EU countries.  Related to this, the level of public spending on health (as a percent of GDP) was among the lowest (see Figure 1).  Underlying this comparatively low level of public spending was both relatively limited fiscal capacity (e.g. total public spending was 35.6% of GDP in 2007, 3rd lowest in the EU) and a low priority given to health in public sector resource allocation (health received 10% of total public spending in 2007, 2nd lowest in the EU in that year).  So while, under normal circumstances, we would want the government to consider increasing spending on health to bring Latvia closer to the levels of other EU countries, we recognize that the crisis has brought a fiscal as well as economic contraction, and hence there is probably no scope for expanding public spending of any kind.  We would hope, however, that given the historical pattern of relatively low priority given to health in public budget allocation, the sector might be relatively protected as the government moves forward with its adjustment program.  More concretely, this would mean that there would be no decrease, and possibly an increase, in the percent of total public spending that is allocated to the health sector (even if there is a reduction in absolute terms given what is happening in the wider economy).

Figure 1.  Relation between public and out-of-pocket health spending in EU countries, 2007
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The overall “architecture” of the financing system is sound

The existing arrangements – general revenue funding, universal residency-based entitlement, and a single purchaser for entire population – provide an appropriate basis for a financing system that will be best placed to withstand the externally driven economic shock confronting the sector.  Even in the face of the crisis, moving away from this (e.g. towards a competing multi-insurer model, or a switch to wage-based compulsory insurance with entitlement based on contribution) would entail a costly transition with little possibility of resolving the financial problem and high probability of negative impact (e.g. move away from universality or substantial increase in administrative costs).  
The importance of progressively de-linking the entitlement to health benefits from employment status was noted as an important factor in the long-term sustainability of health systems in the recent Czech Presidency Conference on the Financial Sustainability of Health Systems in the EU (10-12 May 2009).  And in the context of the crisis, it is notable that Germany, a country that has historically depended largely on employer-employee contributions for health insurance, has decided to inject more general public revenues into the system in order to maintain near-universal coverage while reducing contribution rates and therefore pressure on employment.  General revenue funding offers greater flexibility in the context of fiscal and macroeconomic pressures, and hence a move by Latvia to introduce compulsory contributory health insurance at this point in time would not seem appropriate and certainly would run counter to the trend we are observing in Europe.  
Similarly, the team believes that moving away from a single national fund to multiple competing insurers would be ill-advised.  In Europe there are examples of countries with well-functioning systems of single funds as well as well-functioning systems of multiple competing funds.  In most cases, however, these arrangements reflect historical developments in particular countries, and refinements to these systems have taken place gradually.  The transition from a single insurer system to a multiple insurer system, however, would entail costly investments in regulatory infrastructure that are currently not needed.  Further, moving to multiple funds would weaken the purchasing power of the insurer to stimulate changes on the provider side.  In addition, the overall size of Latvia’s population does not warrant more than a single fund.  Hence, such an option should not be considered.
The team believes that there is little to be gained from efforts to expand voluntary health insurance (VHI).  VHI plays a very limited role in most European countries, principally because it is both an inefficient and inequitable way to raise and pool funds for health care.  It is inequitable because contributions tend to depend on ability to pay as well as an individual’s risk of ill-health, which results in the poor and sick paying relatively more as a share of their income, or leaving them without coverage.  It is inefficient as a means to pool risk because of the many “failures” of the insurance market that tend to induce high administrative costs and limit coverage – both of which are exemplified by the experience of the United States. Beyond these conceptual concerns, in the current Latvian context the potential for expanding VHI is limited.  This is because VHI is largely purchased through employer-employee contributions, and as noted above, now is not the time to consider adding to the  wage bill.  Indeed, because the VHI that currently exists adds very little to overall health financing (including a large difference between collected premiums and the benefits paid out) and in all likelihood benefits persons in higher income groups, government should consider analyzing the option of dropping the tax deductibility of VHI contributions.  The analysis should consider both the fiscal (impact on public revenues of dropping this tax break) and distributional (extent to which the subsidy is currently pro-rich, so that dropping it would be pro-poor) implications of such a move. Hence, the team does not believe that VHI should play a major role in the Latvian health system.
Eventually, however, there may be some scope for either voluntary or compulsory insurance to play a complementary role to general revenue financing of the health system – to cover part of the formal patient payments required in the statutory system, as in France and Slovenia.  However, a pre-requisite for that will be greater clarity/transparency on the role and level of patient co-payments for services in the benefit package as well as for the “chargeable services” that are not covered at all.  Such clarity is needed to create a market for complementary insurance – i.e. a common understanding by both insurers and the population regarding the out-of-pocket obligation that could potentially be covered.  This clarity is desirable in any event in order to make the health system (and particularly the entitlements and obligations under the benefit package) more transparent to the population.
Re-consider exemption measures to better target the poor and those at risk of severe economic damage as a consequence of out-of-pocket health spending
Government should re-consider the categories of the population that are fully or partially exempt from co-payments, and the annual ceilings on out-of-pocket spending designed to offer financial protection.  The aim is to better align these policies (and their funding) with the objectives of ensuring financial access to care for the poorer part of the population and of protecting the entire population against potentially impoverishing levels of out-of-pocket spending for needed services.  Some problems in current policies include the following:

· The largest exempt categories – children under 18 and pregnant women – are not based on any income analysis and undoubtedly include many non-poor persons/families.

· The annual ceiling of LVL 400 on co-payments other than for medicines tends to only benefit middle and upper income groups.
In the light of current and expected future fiscal constraints, the team recommends the government to consider changes in the exemption categories to better target available resources.  In particular, it may be worth eliminating broad categories of exemption that are not justified on grounds of either poverty or “public health” (e.g. communicable disease treatment) concerns, such as those for all children under 18 and all pregnant women.  Instead, exemption categories could be more tightly focused on ensuring access for the poor, protecting those with chronic illness against high medicines costs, and promoting use of services with broad social benefits.  Particularly with regard to income assessment, however, there is a tradeoff between the precision of targeting and the administrative costs of implementation.  An analysis is thus needed to weigh the costs of changing the current system (including any incremental costs for municipal authorities that undertake income assessment) against the potential benefits (greater equity in access and improved financial risk protection) from a more targeted system of exemptions.
Additional financing

The most accessible and viable source of additional financing is quick and full use of EU Structural Funds to support infrastructure investments needed for organizational changes in the health system. Structural Funds may also be programmed to finance some public health services.
3. Implementing and managing change

Creating a movement for change

The scale of the challenge requires a collective effort from staff and leaders at all levels of the system.  The team believes that it will be necessary to develop a process for involving and mobilizing the intellect and enthusiasm of clinical and other staff and to create a movement for change.  Patients should also be involved in this as their insights about where there are opportunities to improve the system and remove waste are likely to be very valuable.  

Leaders to support the change are required at all levels of the system; not just at the MoH.  Experience suggests that those responsible for making change and particularly those who are being asked to extract big savings from clinical services will need support with tools, methodology, expert advice, modelling tools etc.  Creating a group of clinicians with expertise in designing highly productive clinical systems is a key priority.  These leaders will need technical and other support, and will need to have their time freed to allow them to focus on this vital work.

Accelerating progress

The Team suggests the development of projects that would allow the very rapid design and implementation of new, more cost-effective approaches to delivering services. This could be supported with consulting and technical support to develop methods for improvement to be used in other hospitals.  The team suggested two areas where this would be of value:

· Identify a hospital where the leadership is capable of driving major change within the hospital and the wider system including outpatients, chronic disease management and homecare.  Challenge the hospital to make double digit percentage reductions in length of stay and costs through the better management of internal systems and in supporting primary care and the wider system in reducing admissions and the use of specialist outpatients.   

· Select a high volume chronic disease (e.g. cardio-vascular disease) where improvements in management would reduce admissions, outpatient visits, prescribing and other costs, and develop incentives, professional education, guidelines and a set of other complementary policies to support this. 

Monitoring implementation

Critical to the success of this change process will be the ability to rapidly assess and adjust implementation as needed.  Hence, a system for monitoring and analysis of the reforms needs to be built into the process from the start.  This includes specifying the various objectives of the reforms and developing/monitoring indicators of these.  For example, there is a danger that simply monitoring the progress with plans such as hospital mergers will fail to track the main objective – reducing fixed costs.  Hence, a relevant indicator of this could be the percent of health facility (or overall health system) expenditures absorbed by fixed costs (e.g. heat, electricity, etc.).
This monitoring has several purposes.  It is useful for keeping the reforms focused on the right track.  Using the example above, the aim is not simply to restructure hospitals, but to bring down their operating costs, and it is important for management attention to be focused on that (and hence for them to know that this is being monitored).  Another purpose is to provide a kind of early warning that key objectives are not being met or that some unintended consequences have resulted from implementation.  Indeed, some unintended effects are inevitable, and the monitoring system needs to support frequent review of the implementation process so that adjustments can be made as needed.  

Because reforms are very high on the political agenda, monitoring and analysis also play an essential role in promoting public accountability.  The health ministry will need to provide frequent feedback to the government, and government to the population, regarding progress on the situation in the health system and the effects of reforms.  Good evidence on the effects of the reforms can also be helpful in countering opposition, such as anecdotal reports of problems encountered that can create political problems for the reform process.
Progress against several objectives of the health system may only be observed over a period of years.  It is important to initiate analysis of these very early in order to establish baselines against which future progress can be assessed.  Thus, for example, important objectives of the reforms are to reduce informal payments by patients, reduce the frequency and intensity of catastrophic levels of out-of-pocket spending, to improve equity of access to care, improve on various dimensions of the quality and efficiency of care.  For some of these (catastrophic spending and equity in service use), recent baselines exist, and future analysis can assess progress against these.  For others, however, and particularly with the type of implementation described above in the section on “accelerating progress” focused on new ways of delivering care with the aim of improving both quality and efficiency, it will be essential to design in an evaluation methodology from the beginning.
�  This refers to an improvement method which engages staff in the redesign of processes to remove waste.  See for example:  � HYPERLINK "http://www.ihi.org/IHI/Results/WhitePapers/GoingLeaninHealthCare.htm" ��http://www.ihi.org/IHI/Results/WhitePapers/GoingLeaninHealthCare.htm�


http://www.leanuk.org/downloads/health/lean_thinking_for_the_nhs_leaflet.pdf


For more general improvement methods see � HYPERLINK "http://www.ihi.org/IHI/Results/WhitePapers/" ��http://www.ihi.org/IHI/Results/WhitePapers/�
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