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ermany has a federal political system and 16 states with

state-level governments. Like its political system, Ger-

many’s health care system is strongly influenced by both

the federal and state governments. Germany has both pri-
vate and public provision of health care. On the supply side, doc-
tors and pharmacists are independent, private providers. Most
hospitals are not publicly owned, but more than half of all hospital
beds are in public hospitals. On the demand side, statutory health
insurance—compulsory for many employees—is organized by
associations (called sickness funds) under public law and covers
almost 90 percent of the population; private health insurance cov-
ers most of the rest.

The statutory sickness funds are primarily financed through in-
come-related premiums. Premium stability requires that the
growth of health care expenditures not exceed the growth of em-
ployees’ incomes. Stability of income contributions has been
made a cornerstone of German health policy, which also applies |
to the hospital sector.

Germany’s pluralism in health care is also marked by the influ-
ence of several interest groups. Sickness fund and provider orga
nizations exist at different regional levels (including federal
associations). These interest groups play a prominent and well-
defined role in regulating the provision and financing of health
care, subject to legal control by public authorities. An example of
a nonpublic regulatory entity is Concerted Action in Health Care
(Konzertierte Aktion im Gesundheitswesem)ich includes all |
the major parties involved in the provision of health care and
health insurance as well as representatives from labor unions, em-
ployers, and public authorities from the community to the federal
level. The group issues proposals for problems concerning health | 75
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care organization, delivery, and financing, includ-the capital’'s possible economic impacts on operat-
ing guidelines for payment negotiations betweering costs), the system has survived until today.
sickness funds and hospitals. Although Concerted States are responsible for implementing the
Action has not managed to keep health care cosi®72 federal framework law and have established
within the constraint of income growth through itsindividual state hospital laws for this purpose.
statements (which are not legally binding for theOne major state activity is the development of the
negotiating parties), the group has functioned agnnual hospital plan, which defines hospital capa-
a forum for the exchange of ideas; it has thugities and new capital that will be publicly funded.
played a highly relevant role in the developmentyjithin this comprehensive framework of regula-
and discussion of reform proposals (9). tion, the hospitals are independent economic enti-
The roles of interest groups are quite differenjes. They act on their own behalf and are responsi-
in ambulatory and hospital care, which are disyje for their own economic performance.
tinctly separate sectors in Germany. In ambulatory Major changes in the German health care sys-
care, physicians who provide care to sickness fungy, and in hospital financing have taken place in
patients must belong to regional and federalecent years. Two events impede a comprehensive
associations of office-based physicians, which negescription of the current national hospital financ-
gotiate payments with sickness funds and regulatgg system: the unification of East and West Ger-
the entry of new physicians. In contrast, the r€9Urany, and recent approval of a far-reaching health

lation of the hospital sector relies much less on iNz5re"reform act.

terest groups. Membership in hospital associa- the nification of Germany in October 1990

tions Is vqun_tary, |nd|V|du_aI hosplta_ls SGp"."r""te'yadmitted five new states in which West German
negotiate their budgets with the reglpnal ?'Ckneséconomic and political systems were established.
funds, and market access of hospitals is dete':I'he structure of the former West German health

ml)r;efgilgn]?sg excl:lfuswely byk The Stati' h system was also adopted for the new states, fol-
ederal framework lagkrankenhaus- lowing a transition period. Restructuring of the

finanzierungsgesetgddresses the basic regu"”“former East German health care system involved

tion of hospital care, including the guidelines forestablishing new state administrative agencies,

hospital'pg;lgnifn% an(il ﬁrlar:ﬁirlg. This I;W is T}C'sickness funds, and doctor and hospital associa-
companied by federal acts that specify the tec Mions. It also required state legislation for hospital

cal aspects for financing hospital operating_ costBIanning discussion of hospital investment
(Bundespflegesatzv_(_erordnunga)nd accounting needs, and establishment of new documentation
(Krankenhausbuchfuihrungsverordnung). The systems. The federal hospital financing law came

ﬁg;zitl:;’\éze;far);;g ;\Ng-rgz;syj;ergnfsoer;manmnqnto full force in the new states at the beginning of
P P P g exp ' 1991. Transitional rules—for example, on special

1. Public authorities at the state level finance hOS‘nvestment funding or reduced documentation re-
pital buildings, beds, and medical equipmentyuirements—were to continue until the end of
and are responsible for hospital planning.  1993; federal accounting rules came into force

2. Operating costs are covered by patients and/@jnly at the beginning of 1993. Consequently,
their third-party insurers. comparable financial data for unified Germany
The two-tier system was established at a timéaave not yet become available, and this chapter’s

when hospitals faced tremendous problems witlobservations are often restricted to the situation in
financing their investment needs. This task waghe former West German states. (An investigation
thus shifted to the public budget. Despite the twoef the restructuring process, though quite interest-
tier system’s difficult design (i.e., those responsiing, has also been left out as it is not likely to con-
ble for authorizing hospital capacity and large-tribute to the clarity of the health care system’s de-
scale medical technologies are not responsible facription).



The second recent change is the adoption of the
Health Sector Act (Gesundheitsstrukturgesetz) ef-
fective January 1, 1993 (HSA of 1993). The HSA
is designed to protect and improve the structure of
the statutory health insurance system (5). The new
act introduced important rules regarding hospital
care and financing; many of the changes have not
yet been implemented. Some rules are transition-
al, and others establish a schedule for changes to
be implemented during the next few years.

The ongoing changes in Germany make it diffi-
cult to provide a description of Germany’s current
health care system. The data presented in this
chapter were produced under the old system; how-
ever, the paper does represent Germany’s hospital
financing system as of the beginning of 1995. It
discusses reforms included in the HSA, as well as
hospital reforms set out in Germany’ s new act on
the financing of hospital operating costs, adopted
July 8, 1994. The rules established in this act will
come into force for all hospitals by January 1,
1996. Individual hospitals, however, were a-
lowed to implement the new financing system as
early as January 1, 1995. The paper also explains
relevant parts of Germany’s former hospita fi-
nancing system and its philosophy, which are im-
portant for understanding the new acts.

STRUCTURE OF THE HOSPITAL SECTOR

Since 1990, German hospitals statistics have not
differentiated between acute and nonacute care

Percentage of

TABLE 5-1: General Hospitals (Excluding Psychiatric Hospitals)
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hospitals but rather between general and “other”
hospitals. General hospitals, which are the focus
of this chapter, provide beds in inpatient depart-
ments. The definition excludes hospitals that pro-
vide beds only for psychiatric and necrologic pa-
tients; the latter belong to the “other” hospital
category, which aso includes day clinics and
night clinics. About 90 percent of all hospitals are
general, and about 90 percent of all hospital beds
are in general hospitals. Inpatient institutions for
preventive care and rehabilitation also exist but
are not discussed in this chapter.

Genera hospitals are categorized as public, pri-
vate nonprofit (voluntary), or private for-profit.
One of the hospital law’s goals is pluraism of
owners. Public hospitals are owned by public au-
thorities at the federal, state, regional, or commu-
nity level; they accounted for 62 percent of hospi-
tal beds in 1990 (table 5-1). Some public hospitals
are owned by associations of public authorities or
by corporations under public law. Because univer-
sities are run by states, an important category of
public hospitals are the large university hospitals,
which accounted for a little more than 8 percent of
general hospital beds in 1990 (20). Private non-
profit (voluntary) hospitals, which are owned by
churches, welfare organizations, foundations, or
other nonprofit associations, accounted for about
a third of hospital beds in 1990. Private for-profit
hospitals, which are often owned by a head physi-
cian, accounted for aimost 4 percent of hospital

and Hospital Beds by Ownership, 1990

Percentage of Total number

Percentage of private, nonprofit private, for-profit of hospitals
public hospitals hospitals hospitals and beds

Former West German states

Hospitals 40.0'% 42.5% 17.5% 1,818

Beds 53.9 41,4 4.8 474,083
Former East German states

Hospitals 82.2 17.3 0.5 365

Beds 92.8 7.0 0.2 131,160
All German states

Hospitals 47.0 38.3 14.7 2,183

Beds 62.3 33.9 3.8 605,243

SOURCE: Statistisches Bundesamt, Grunddaten der Krankenhauser und Vorsorge-oder Rehabilitationseinrichtungen 1990, Fachserie 12, Wiesha-

den, 1992.
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FIGURE 5-1: Operating Cost in German Hospitals

by Ownership and Hospital Size, 1990
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NOTE Former West German states only, data for 2 of 1,818 hospitals
are missing; the height of the bar equals total cost, while the figure
above the bar equals average cost per day

SOURCE. Statistisches Bundesamt, Kostennachweise Krankenhauser
1990, Fachserie 12, Wiesbaden, 1992

beds (table 5-1). If they render care to patients who
are insured by statutory sickness funds (which
they must do to be integrated into the hospital plan
and receive funding for capital expenses, as ex-
plained below), private hospitals are subject to the
same financing and payment rules as other types
of hospitals. Prospectively fixed budgets for sick-
ness fund expenditures constrain excess revenues
in private hospitals. An important source of reve-
nues for private hospitals, specificaly if physi-
cians own the hospital, stems from care provided
to privately insured patients.

In summary, nonprofit voluntary hospitals and
for-profit private hospitals together account for
the largest proportion of hospitals, but public hos-
pitals have the largest share of beds; private own-
ers play only a minor role in the provision of beds.
Total operating costs and average inpatient costs
per day, by type and size of hospital, are displayed
in figure 5-1.

Access to hospitals, except for emergencies, is
determinedly referral from an office-based physi-
cian. Privately insured people and sickness fund

members have equal access to all hospitals in-
cluded in the hospital plan. Access to departments
for private patientsin al types of hospitalsis re-
stricted to those patients who choose a specific
physician and pay extra for that physician’s ser-
vices. In afew cases, private clinics do not partici-
pate in the provision of care for sickness fund pa-
tients and are accessible only to privately paying
patients. However, they do not receive any public
funding for capital expenses.

PHYSICIANS

Office-based physicians (both general practitio-
ners and specialists) play a centra role in Germa-
ny's health care system. The association of office-
based physicians holds the right and obligation to
ensure medical care for sickness fund members.
Physicians fulfill this task and, when necessary,
refer their patients to hospitals. Fees for ambulato-
ry services for sickness fund patients are nego-
tiated between sickness fund and physician
associations. Physicians can charge privately in-
sured patients up to 2.3 times the fee for statutorily
insured patients. In those cases in which hospital-
based physicians render ambulatory services, they
are reimbursed according to the fee schedule for
office-based physicians.

Hospital-based doctors are generally paid a
salary. They hill private-paying patients for hospi-
tal services according to a federal fee schedule. All
revenues from private patients are collected by the
head physician of a unit. A portion of the revenues
is then distributed to a pool for physicians work-
ing in the hospital, either on a compulsory or avol-
untary basis, depending on the hospital law in the
respective state. Physicians are aso required tore-
imburse the hospital for the use of hospital facili-
ties to treat their private patients. Prior to the HSA,
there was only minor federal regulation of hospi-
tal cost reimbursement. Reimbursement rules
were typicaly established in the working contract
between the head physician and the hospital. The
new hospital financing act, however, mandates
that 40 percent of private fees (for some types of
services, only 20 percent) must be included in the
hospital’s budget as costs already reimbursed.
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This reduces the budget available for other sersured patients who chose the service of a specific

vices. An estimate of the total revenue receivegbhysician paid a 5 percent reduced daily rate and

from privately billed services delivered by hospi- were extra-billed separately by the physician. Un-

tal doctors is not available. der the new hospital financing act, private patients
Although the ambulatory care and hospital cargoay the full daily rate to the hospital and a reduced

sectors are usually separated in Germany, therelil to their private physician.

a number of office-based physicians who hold the

right to treat patients in hospitals. These physigjexiple Budgets

cians bill thgir patignts for hospital se_rvices ON &3ermany’s current prospective budgeting system
fee-for-service basis, and have to reimburse thgas grown out of a system in which the full costs
hospitals for costs incurred. The hospital in turn,s hospital operations were reimbursed retrospec-

bills patients at reduced rates and fees. tively (11). Beginning in 1985, a “flexible” pro-
spective budgeting system was introduced, which
HOSPITAL OPERATING COSTS was designed to fully reimburse costs only for
) ) those hospitals that operated efficiedtjo as-
[ Financing Model sess efficient operation, hospitals were classified

Operating costs in German hospitals that servmto similar groups by types and intensity of care
sickness fund patients (almost all hospitals, inand then compared with respect to cost and activi-
cluding public, voluntary, and private for-profit ty data. A hospital’s budget for the coming year
hospitals) are financed primarily through annualwas influenced by cost comparisons with efficient
prospective budgets. A hospital’s budget is negohospitals in its group.
tiated each year between the hospital and those Under flexible budgets, when the actual num-
statutory sickness funds that paid more than 5 peber of inpatient days delivered was less than the
cent of the hospital’s previous year’s revenues. lplanned number, the hospital still received 75 per-
practice, the sickness funds form working groupsent of the daily rate for the missing days in the
to represent them in negotiations. The regionahext round of budget negotiations; when it deliv-
association of the statutory sickness funds, the oered more than the planned amount, the hospital
ganizations of private health insurers, and hospihad to pay back 75 percent of the excess daily rates
tals participate in budget negotiations. that it had already collected. Hospitals were there-
Negotiations focus on the services that a hospiore partially at risk for overprovision of services.
tal expects to render to sickness fund members and Negotiations on flexible hospital budgets were
to the costs that can legally be charged for thesguite unfettered. The only external reference for
services. A prospective daily rate is simultaneousthe negotiations—apart from the aim of financing
ly determined with the budget. This daily rate—only “efficiently working hospitals”™—was Con-
the result of dividing the budgeted amount by thecerted Action’s guidelines, which served as pro-
expected number of inpatient days—functions aposals for the negotiations. Their nonbinding
the primary payment unit for patients and sicknessharacter is underlined by the fact that Concerted
funds. The daily rate is supplemented by speciahction itself did not always reach agreement on
fees for costly services, and beginning in 1995, byhe guidelines (sometimes providing none at all)
case-based rates also. and sometimes sickness funds and hospital
Regardless of their insurance, all patients genassociations had divergent guidelines. Concerted
erally pay the same rates. In the past, privately inAction did not effectively limit the growth of hos-

1 All budget concepts discussed do not include physicians’ earnings for treating private patients in hospitals or hospital revenues from elec-
tive services, such as private rooms, for which patients are billed directly.
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pital expenditures to that of the sickness funds' in-
comes, as desired.

Fixed Budgets for 1993 to 1995

The HSA of 1993 establishes steps to reform hos-
pital financing, which will be implemented se-
quentially over a number of years. With cost con-
tainment as a top political priority, the HSA
enforces the income-oriented policy on growth in
individual hospital budgets for the period 1993 to
1995. For these three years, the HSA requires a
“fixed” prospective budget that can no longer be
adjusted for the difference in the number of inpa-
tient days delivered from the negotiated number.
A hospital’s 1992 budget will be used as its base,
with increases in its budget limited to income
growth of the sickness funds. The federal minister
of health is to estimate the national increase in
sickness funds' incomes by February 15, so asto
determine the maximum growth rate for the com-
ing year.

The hospital budget growth rate constraint ap-
plies to the sum of the hospital’s budget and the
revenues from special fee categories, which ex-
isted outside of hospital budgets in 1992. The
growth rate may be corrected for some factors
such as wage increases, as wages for hospital per-
sonnel are determined in negotiations between
unions and general employers. Budgets may also
be corrected for cost increases due to unforeseen
legal changes that affect hospital expenses.

Flexlble Budgets in 1996

From 1996 forward, hospitals will again be sub-
ject to flexible budgets. The HSA has established
that a hospital’s budget must provide sufficient
revenues for the hospital to provide al of the care
needed by its catchment population, based on its
function as defined in the hospital plan. In cases
in which the hospital cannot meet its obligations,
the hospital will even be allowed to receive fund-
ing that is greater than the growth in sickness
finds' incomes. The basic mechanism of flexible
budgets will be the same as that adopted in 1985.

Other Hospital Payments

Although most hospital services are financed
through prospective budgets, other payment com-
ponents received a much greater role in hospital fi-
nancing under the HSA than they had previously.
In addition to the general daily rate, other types of
payments for hospital inpatient costsinclude:

= gpecia daily rates for some hospital depart-
ments;

= gpecial feesfor costly services, hilled in addi-
tion to the general daily rate; and

= case-based lump sums, which cover the total
cost of inpatient care for a particular hospital
admission.

A number of specia daily rates for hospital de-
partments have been used in the past. The 1985
federal financing law defined 10 categories,
among them high-cost categories (e.g., care for se-
verely burned patients or neonatal intensive care)
and low-cost categories (e.g., psychiatric day
care) that are financed through special daily rates.
The 1994 act on the financing of hospital operat-
ing costs requires special rates for all hospitals and
all departments beginning in 1996. In fact, the for-
mer genera daily rate will vanish and will be sub-
stituted by two new types of rates. The first type
will pay for physician and nursing services that are
specific to a given hospital department; this rate
will vary depending on the medical department
that admits the patient. The second type, the “ba-
sic daily rate,” will cover the remaining nonde-
partment-specific costs of hospital stays, such as
food and housekeeping, that are common to all de-
partments. The new act envisions that sickness
funds and hospitals will agree on a state-level
standard price for these “hotel-type” services.

In 1985 the first federal fee schedule for costly
services to be funded through special fees in-
cluded 16 items, among them open-heart opera-
tions, transplantations, implantations, and litho-
tripter treatment. More services could be defined
for specia fee financing or for case-based rates at
the state level. Actua rates were determined in in-
dividual negotiations between the hospital and
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TABLE 5-2: Examples of Relative Prices for Case-Based Rates and Special Fees in Germany,

beginning in 1995 (federal point values)

Point values Length of stay

Personnel Equipment Total

Average Threshold

Done by hospital physician
12.06: appendicitis non perforata;
appendectomy, laparoscopic

16.01: delivery after completed
37th week of pregnancy;
vaginal delivery up to 8 hours,
normal presentation

Done by practice-based physician
12.06: appendicitis non perforata;
appendectomy, laparoscopic

Case definition

16.01: delivery after completed
37th week of pregnancy; vaginal
delivery up to 8 hours, normal
presentation

2,250

2,360

1,560

2,010

1,330 3,580 6.04 14
600 2,960 4,90 13
1,250

2,810 5.20 13

590 2,600 4,90 13

Done by hospital physician
12.1 7: appendectomy,
laparoscopic

Special fee

Done by practice-based physician
12,1 7: appendectomy, laparoscopic

1,040

650 1,690 NA NA

650 1,340 NA NA

NOTES: NA = not applicable; positions for special fees concerning delivery have not yet been defined; the calculation basis for the development of

these schedules has been 1993, with a basis of DM1.00 per point; prices differ as to whether a patient is served by a hospital physician or by a
practice-based physician who holds a right to provide care in hospitals (the case of the practice-based surgeon has been chosen here, another

schedule applies to practice-based anesthesiologists); average length of stay refers to the population from which this schedule was calculated,

outlier patients beyond the threshold length of stay will be billed on a daily rate basis for their excess days. For further explanation, see text

SOURCES: Federal Act on Financing of Hospital Operating Cost (Bundespflegesatzverordnung) of 8 July 1994 (author’s translation)

sickness funds. These options have been used to
some extent but so far have made up only a minor
share of total hospital revenues.

The HSA of 1993 clearly aimed to extend these
types of financing to achieve more performance-
related payments for individual hospitals. The fi-
nal results from a working group defines 104 spe-
cia fees and 40 cases in the 1994 hospital
financing act. Another 37 special fees and 13 case
definitions are expected to be added in 1995 (6).
Each of the services or cases carries a point value
as arelative price tag, with one point value for per-

sonnel input and the other for equipment (table
5-2).*The monetary value (i.e., conversion rates)
of the fees and case-rates will be determined in
state-level negotiations between sickness funds
and hospital associations. If the population in a
hospital’s catchment area has specific needs, rates
higher than state-level determined prices can be
agreed on during budget negotiations. Additional-
ly, hospitals that are highly specialized might re-
ceive lower rates than the state-level prices. It re-
mains to be seen how often these exceptions will
be used. At the state level, sickness fund and hos-

2 The point values were constructed on the basis of 1993 cost and utilization figures (1). Because it was expected that the average length of

stay will decline by 30 percent in the next few years, the calculations accounted for half of this decline (19). Point values are lower for casesin
which an office-based physician delivers the service (see table 5-2). To account for lower wage levels in the new states, lower point values for

personnel input will be used in state-level negotiations.
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pital associations may also agree to introduce
more case definitions and special fees.’

Outpatient Care
The HSA establishes special financing for hospi-
tal outpatient care. Prior to 1992, a standard hospi-
tal did not have an outpatient department. The
property right for providing ambulatory care ser-
vices was held by office-based physicians. Outpa-
tient services could be provided by hospitals only
in specia cases. For instance, a hospital-based
physician could provide ambulatory care if a qual-
ified office-based specialist was not available in
the area. Hospital departments had to be autho-
rized by the sickness funds or hospital physicians
had to be acknowledged as members of the
association of office-based physicians to provide
the care. Because of their teaching function, out-
patient departments in university hospitals also
held the right to provide ambulatory care. All am-
bulatory services were reimbursed by the associa-
tion of office-based physicians.

The HSA of 1993 now entitles hospitals to ren-
der outpatient care on three occasions.

= if it isrequired to determine whether inpatient
treatment is necessary (pre-inpatient care),

= if it isrequired to assure and improve the effec-
tiveness of inpatient treatment (post-inpatient
care), or

- if ambulatory surgery can be substituted for in-
patient surgery.

Thefirst two cases are paid by lump sums, the
last by a fee schedule that is being developed. The
revenue for all three types of services will be in-
cluded as part of a hospital’s prospective budget
until 1996.

Coordination of Payment Components

After 1995

An important feature of the new financing system
for hospital operating costs is how the different
payment components will be coordinated. With
respect to inpatient care, hospitals will be paid for
two main categories of care:

1. care that is reimbursed by the daily rates (de-
partmental and the basic daily rate), and

2. care that is reimbursed by special fees and case-
based rates.

Special fees will be added to the daily rates (for
surgical interventions, the departmental rates will
be reduced by 20 percent), while case-based rates
will fully cover the cost of a hospital admission. If
a case-hased rate can be calculated, the hospital
may not bill its patients through special fees and
daily rates.

The interplay between the hospital’ s prospec-
tive budget and the other payment componentsis
complex and will change during Germany’s tran-
sition to a performance-related hospital payment
system. Currently, anticipated revenues from
case-based rates and special fees, as well as ex-
pected revenues from outpatient care, are sub-
tracted from the hospital’ s accountable costs for
calculating the hospital’s budget.’Until 1998, if
revenues from special fees and case-based rates
are different from negotiated revenues, half of this
deviation will be compensated in the next round of
budget negotiations. This means that unexpected-
ly high volumes of hospital services will be par-
tially compensated. Until 1998, it will also be pos-
sible to mutually compensate deviations of actual
revenues from negotiated revenues that occur in

3 Another important change introduced in the 1994 act is that inpatient days delivered in a particular case category that are above the federal-
ly defined length-of-stay threshold must be reimbursed through the daily rate. However, the hospital will not be paid for days of care for patients
readmitted to the hospital for complicationsif the number of days iswithin the length-of-stay threshold.

4 Until 1997, however, only 95 percent of the expected revenues from case-based rates and specia fees will be subtracted in order to reduce

hospitals' financial risks during the introductory period.
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opposite directions in the two categories. Thiswill  If an agreement among the negotiating parties
smooth the planning of care in the negotiations. is reached, the result has to be approved by the re-
Beginning in 1998, however, revenues fromsponsible state authority. In case of disagreement
case-based rates and special fees will be complet@t the latest after six weeks of negotiation), a ref-
ly separated from the hospital's budget. Surpriseree commission can set the daily rates on applica-
ingly, the new act on financing hospital operatingtion from one of the negotiating parties. This com-
costs envisions that the volume of care for theseission consists of a neutral chairperson and the
categories of services will no longer be negosame number of delegates from the hospital and
tiated, but will be reimbursed by sickness fundghe sickness funds, including private health insur-
and insurance companies as the services are prers. The referee commission, the decisionmaking
vided, releasing hospitals from a negotiated volprocess, and the legal control of its activities are

ume constraint. regulated by state law.
In addition to the inpatient components of the
Payment Negotiations budget, lump sums are negotiated at the state level

In budget negotiations each hospital has to presefr pre- and post-inpatient treatment. Sickness
its current cost and service figures according to thiinds and hospital associations have to consider
types of data required by the hospital law (e.g.the opinions of the regional associations of office-
number of admissions, number of operationsbased physicians. The same associations at the
lengths of stays per department). Each hospitdederal level currently negotiate the fee schedule
also has to present projections of those factors fd@r ambulatory surgery, which will be used by
the coming year. Under the new financing systempoth hospitals and office-based physicians who
the number of special services performed and th@eliver those services.
number of (defined) cases treated will also have to Once a hospital’s budget and other payment
be presented and projected so that revenues frop@mponents are determined, the hospital is free to
these services can be accounted for in the hospiperate as it deems appropriate. Hospitals retain
tal's budget. all surpluses and are responsible for all deficits in
For cost comparisons, a hospital’s figures ardheir operating budget. There are no general rules
compared with those of other hospitals that aréor the internal allocation of funds within the hos-
similar in departmental structure and in the generpital. Because all payment arrangements are
al level of care. Cost information from earlier ne-derived from cost estimates, however, cross-sub-
gotiations is available to both hospitals and sicksidizing across cost centers in the hospital is re-
ness funds. Hospital associations sometimestricted compared with systems based on charges.
compile comparative information in advance for Because negotiations take place each year,
their members. Because some sickness funds cotitere is some danger that individual hospitals will
tract with all of the hospitals, the sickness fundose surpluses that result from greater efficiency in
association has a complete picture of comparabkubsequent year negotiations. The HSA intends to
hospital costs at the end of a negotiation round. eliminate this disincentive by prohibiting sick-
The actual negotiation process is not publichess funds from negotiating away such surplus
and little is known about the strategies and tacticBinds. There is a clear need to develop more so-
of the negotiating parties. From the sicknesgphisticated incentive structures in Germany'’s pre-
funds’ perspective, the total budget for hospitaldominantly nonprofit environment.
services for the forthcoming year is constrained by The financing law requires a tremendous
the growth rate of wages and salaries of the inamount of cost information for the negotiations
sured individuals from whom they receive theirbetween hospitals and sickness funds. In addition
premiums. Hospitals try at least to recover theito the cost and service figures required, informa-
full costs. tion on diagnoses and surgical services delivered
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has also been required since 1985, but this has
been difficult to obtain. Furthermore, prospective
budgeting requires projections of these data. In-
formation on the different types of costs at the hos-
pital level and indicators such as inpatient days by
department have always been well documented.
Nationwide documentation for these statistics has
been available from the Federal Office of Statis-
tics since 1990. In 1993, statistics on hospital dis-
charge by diagnosis began to be produced nation-
wide. Germany’s increasingly case-based payment
system will heighten the need for much more so-
phisticated information on hospital production.

OSources of Funding’

Insurance covered about four-fifths of hospital op-
erating costs in 1990 (sickness funds paid 70.7
percent and private insurers paid 8.1 percent).
Public authorities directly covered 14.3 percent of
hospital expenditures and employers directly paid
5.6 percent (4). (Employers 50 percent contribu-
tion to sickness fund premiums is included in the
sickness fund figures.) Public employers also con-
tributed to private patients' hospital costs through
the so-called Beihilfe, which covers up to 50 per-
cent of hospital care for civil servants. Patients in-
sured by sickness funds directly payDM116 each
day for the first two weeks of a hospital stay. Out-
of-pocket payments by private patients depend on
individual cost-sharing arrangements with private
insurance companies. In total, the contribution of
direct patient payments is small, accounting for
just 1.3 percent of the total bill for hospital care in
1990.

The relative contributions from the various
payers for individual hospital revenues depend on
the hospital’s patient and services mix. Prior to the
HSA reforms, the main revenue of a hospital came
from the general daily rate. Other revenue sources

include special departmental rates, specia fees for
costly medical services, and specia charges for
hotel-type services (e.g., private or semiprivate
rooms). Prices for additional hotel services are es-
tablished by the hospital and are paid directly by
patients.”Special daily rates and special fees var-
ied by hospital under the old system.”Of the
DM56.3 billion in revenue reported in 1990 for all
hospitals that contracted with sickness funds
(which only excluded some specialized private
clinics), 93.5 percent came from the general daily
rate, 4.2 percent from specia charges, and 2.2 per-
cent from special fees (16).

0Operating Costs and Expenditures

Personnel salaries made up almost two-thirds of
German hospital operating expenses in 1990
(table 5-3). Medical equipment and supplies ac-
counted for the other third of operating costs. Cap-
ital-related costs do not (yet) play arole in Germa-

TABLE 5-3: Distribution of Operating Costs
in General Hospitals, 1990 (percentages)

Personnel 66.0
Physicians 14.1
Nurses 123.1
Other staff 28.8

Equipment 331
Medical needs 16.6
Other 16.5

Miscellaneous costs 0.9
Total 100.0

NOTE: Former West German states only; data for 2 of 1,818 hospitals
are missing; miscellaneous costs are composed of the cost of nursing
education (0.7%) and the cost of interest on debts incurred during op-
eration (0.2%); total costs were DM59.9 billion, cost per day was
DM400.55, cost per case was DM5,384.22, and cost per bed was
DM126,308.65.

SOURCE: Statistisches Bundesamt, Kostennachweise Kran-
kenhauser 1990, Fachserie 12, Wiesbaden, 1992.

5 The distribution of financing by payer does not refer solely to acute care expenditures but includes all hospital care and capital expenses.

6The exchange rate in January 1994 was approximately $US0.58 to DM1.00.

7 In June 1994, the general daily rate ranged from DM332 to DM656 at the state level; the extrarate for a private room was between DM1 11
and DM205 and for semi-private rooms, rates were between DM58 and DM117 (8).

8 Averages are not available at the federal level.
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TABLE 5-4: Hospital Expenditureé and Costs, 1990

Numerator
total hospital

Total hospital expenditures, Hospital operating Hospital

expenditures, FOS FOS/OECD costs, FOS investment, SVR
Denominator DM65,977 million DM73,651 million DM63,577 million DM5,074 million
Gross national product,
FOS, DM2,439,100 million 2.70 3.02 2.61 0.21
Gross domestic product,
FOS, DM2,417,830 million 2.73 3.05 2.63 0.21
Total hospital expenditures,
DMFOS, 65,977 million 100.00 111.63 96.36 7.69
Total hospital expenditures,
DMFOS/OECD 73,651 million 89.58 100.00 86.32 6.89
National health care expenditures,
OECD, DM201,220 million 32.79 36.30 31.60 2.52
National health expenditures,
FOS, DM303,972 million 21.70 24.23 20.92 1,67

NOTE: Former West German states only; FOS indicators from the financial statistics of the Federal Off Ice of Statistics; FOS/OECD indicator on total
hospital expenditure includes DM7.7 million for inpatient rehabilitation expenditures; FOS cost indicators from federal hospital statistics, author’s
calculations.

SOURCES: Bundesministerium fur Gesundheit, Statistisches Taschenbuch Gesundheit, Bonn, Dezember, 1992; Federal Office of Statistics, person-
al communication, August 1993; Statistisches Bundesamt, Kostennachweise Krankenhauser 1990, Fachserie 12, Wiesbaden, 1992; Organisation
for Economic Cooperation and Development, OECD Health Data File, 1993, SVR: Sachverstandigenrat fur die Konzertierte Aktion im Gesundheits-

wesen (Baden-Baden, Nomos, 1992).

ny’s hospital budgets because the costs of capital
are borne almost entirely by state governments and
do not show up in hospitals’ operating expenses.
The Federa Office of Statistics (FOS) reported
DM66 hillion in total expenditures for hospital in-
patient care in 1990 (this refers to the former West
German states only) (table 5-4, column 1). Of the
DM66 hillion, the statutory sickness funds spent
DM45 hillion on hospital services (which cannot
be disaggregate into acute and nonacute care).
This equals about one-third of total health care ex-
penditures by sickness funds. Almost one-third of
hospital expenditures (the other DM22 billion)
came from private health insurers, employers,
public authorities, and directly from patients.
The DM73.7 hillion figure used by Organisa-
tion for Economic Cooperation and Development
(OECD) to represent total expenditures for inpa-
tient care adds DM 7.7 billion for inpatient reha-

bilitation expenditures to the DM66 hillion figure
(table 5-4, column 2) (12). The amount of DM56.3
billion has been cited as the total revenue for hos-
pitals in the same year (16), whereas the total sum
of operating costs reported in federal hospital sta-
tistics is DM63.6 hillion, exceeding the revenue
figure (table 5-4, column 3). Not all costs listed in
accounting statements are automatically financed
in a prospective budgeting system, but before con-
cluding that the difference between aggregate cost
and revenue figures is the result of operating defi-
cits, more detailed analysis would be required.
Hospital expenditures are related to six refer-
ence variables in table 5-4. (Investment data are
covered later in this chapter.) The reference vari-
ables include the OECD’s definition of national
health expenditures and the Federal Office of
Statistics' definition of national health expendi-
tures which includes cash and in-kind benefits re-

9 National health expenditures data from the Federal Office of Statistics that include expenditures for curative and preventive care but not
cash and in-kind benefits lies within a 1 percentage point range of OECD’s national health expenditures figure and is not reported in table 5-4.



86| Hospital Financing in Seven Countries

lated to illness. The almost DM8 billion differ- capacities included in the hospital plan must be fi-
ence arising from the OECD’s and FOS's differenthanced through operating revenues. This dispute
definitions of hospital expenditures causes hospiis likely to obtain greater relevance as hospital op-
tal expenditures as a share of gross national (@rating revenues are increasingly based on nego-
gross domestic) product to increase from 2.7 petiated volumes of specific types of hospital ser-
cent according to FOS's figures to over 3 percentices (2).
according to OECD’s figures. Both definitions  The lack of integration of economic responsibi-
produce ratios of hospital expenditures tolities in Germany’s two-tier system has been criti-
OECD’s national health care expenditures ofcized for many years. It has survived because of
about one-third, similar to the figure reported bythe unwillingness of state authorities to waive
the sickness funds. The FOS’s more inclusive deftheir planning powers. State authorities have a
inition of national health expenditures results in aseat in the legislature’s second chamber, which
22 to 24 percent hospital expenditures share. must approve every federal law. The HSA states
the intent of eventually integrating the two sepa-

HOSPITAL CAPITAL COSTS rate lines of authority and the financing of capital
and operating expenses, while leaving legal con-
[J Relationship of Capital and Operating trol with state authorities.
Costs The 1985 revision of hospital financing al-

There is almost no link between operating andpwed for one_instance in _Which capital acqui_si-
capital costs in Germany’s health care systenfions can be linked to their effects on operating
Hospital capacities are established according t6°StS: Sickness funds and hospitals can contract
hospital plans (described below), and auowameformvestmentpro_Jects that are expected to redqce
operating expenses are financed as described prPsequent hospital operating costs, called “ratio-
viously. Generally, capital depreciation and inter_nahzatlon_” projects. The capltal—relate_d costs of
est costs for capital debt are not allowable operaf'€S€ projects can be added to a hospital’s operat-
ing costs for hospitals included in the hospitaliNd €XPenses. Because c_Jf resistance from the sick-
plan, as capital investments are usually funded bj€SS funds, however, this regulation has not been
state authorities. used often (13). o

Integrated economic decisionmaking is lack- Another exception to the principle of not pass-
ing with respect to the possible impact of new capind capital costs to payers through operating
ital purchases on hospital operating costs. Alchargeswas introduced in the HSA. Under the act,
though the hospital law formally requires hospitalc@Pital expenditures for investment projects in-
planners to consider the impact of investment decluded in the hospital plan may be partially funded
cisions on operating costs, quantitative economita private funds and hospitals will be allowed to
evaluations of such decisions do not take place dficlude the respective capital depreciation in the
a regular basis. Hearings are held to solicit inpuglculation of their operating costs.
from the sickness funds, which are ultimately re- ) ) ]
sponsible for paying for any associated increase ih! Capital Financing Model
operating costs, but sickness funds do not havePRrior to adoption of the Health Sector Act, almost
right to veto investment decisions. all hospital capital expenditures in Germany were

Sickness funds, however, are only required tdunded by state governments (and most funding
finance the costs of efficiently working hospitals. still comes from the states). Expenditures for hos-
This has led to conflicts about the issue of hospitgbital construction and medical equipment are part
capacity: sickness funds claim that hospitals opemf a state’s budget, which is derived from general
ate inefficiently because there is more capacityax revenues. Several taxes contribute to a state’s
than needed, while hospitals claim that hospitatevenues, including large revenue sources such as
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income and value-added taxes. The financial bur- The general legal framework for hospital plan-
dens of these taxes fall differently on different in-ning and investment financing is determined at the
come groups in the population and on businessdederal level, but implementation is left to state
and households. Therefore, a person’s share aiuthorities who issue the hospital plan. Planning
payments for hospital capital expenditures demethods are also subject to state law and regula-
pends on the person’s share of federal and state tdan. Their implementation differs among the 16
revenues. There is also no direct link between thstates of the Federal Republic of Germany.
source of general tax revenue and the type of gov-

ernment expenditure. A state’s treasury deter

mines the amount of funds available for hospitaID Determlnlng Qapltal R.equwement.s ]
capital investment as part of its decisions on how "€ hospital capital planning process is ostensibly

to allocate the state’s budget. Until 1985 both statBased on bed-to-population ratios, which estab-
and federal authorities paid a share of the investiSh the number of beds needed in a region. The
ment budget; since then, however, only states pdg,lanmng formula is a simple equation: the number
for capital expenditures. Special federal subsidie€f hospital beds needed equals the number of pre-
have been reintroduced for investment needs iflicted inpatient admissions times the predicted
the five former East German states. average length of stay (corrected for trends), di-
Financing of hospital capital is fully integrated Vided by the occupancy-rate standard (85 per-
with hospital planning. The key reference pointcent), times 365 (the number of days in a year). In
for funding is a state’s annual hospital plan. Thesome states the bed-to-population ratio is differ-
state’s plan—which includes public, nonprofit €ntiated by hospital department and/or by region.
voluntary, and private for-profit hospitals—de- Despite the establishment of a formal planning al-
fines the location of each hospital, its specialtiesgorithm, there is no evidence that the ratios are
the number of the hospital's beds that will beused inany regular or fixed way to determine capi-
funded, and the level of the hospital's care (e.glal funding patterns. Hospital plans are published,
general care, specialty care only, or top-levePut they report on current hospital capacities rath-
care). Some states issue more detailed plans—féf than on future plans or options.
example, by determining the number of funded The federal hospital financing law has estab-
beds for each hospital specialty. The specific critelished a right for hospital owners, and other sub-
ria used to determine whether a particular hospitatantially affected parties, to present their views to
is admitted to the state’s hospital plan are not putstate authorities during the state’s process of deter-
licly available. mining hospital capacities and approving applica-
If a hospital is admitted to the plan, it will re- tions for new capital purchases. The law’s objec-
ceive capital funding from the state, both in termgive is to achieve a consensus among all par-
of lump sums and through special capital grantdicipants. States have the authority to implement
described below. Hospitals not included in thethe federal law. In all states the hospital associa-
annual hospital plan do not receive public fundingions, sickness fund associations, and private
for capital investments. Moreover, they cannothealth insurers participate in such hearings. Other
claim higher operating costs than comparable hosrganizations, such as community associations or
pitals that receive public funding in order to fi- city and community governments, are repre-
nance their investments from internal funds. Thissented; for example, there are seven participants
mechanism makes the integrated capital planningn Bavaria and six in Baden-Wirthemberg (18).
and financing system almost universal in GermaThe state authority ultimately retains the right to
ny. In 1990, more than 96 percent of all beds irmake final decisions. The actual decisionmaking
general hospitals were included in hospital planprocess (specifically decisions on how to allocate
(of the prior West German states) (20). the state’s budget by region or by hospital) cannot
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be observed by outside researchers and invest-
ment schedules are not published.

Applications for large-scale capital invest-
ments are drawn up by the hospita’s management
and sent to state authorities. Once application
hearings have been held, the state authorities de-
cide which projects will be funded. Approved
investment projects are included in the state’s
hospital plan and in the individual hospital’s
construction or investment plans. The rules and
procedures governing hospital construction plans
are not publicly available. There is no established
policy for estimating the revenue implications or
costs and benefits arising from new hospital capa-
cities except for the cost-saving rationalization
projects described above.

The purchase of construction and eguipment by
state authorities is subject to general public bid-
ding rules. There are no specific guidelines con-
cerning resale of hospital plant or equipment. Re-
sale of equipment and the use of these funds,
however, must be in accordance with the hospital
plan. Each state funds capital requirements sub-
ject to a binding planning process under which the
use and purpose of the investment is exclusively
defined in the plan; the capital asset may not be
used for other purposes.

All public and private hospitals included in a
state’ s hospital plan are subject to the capital plan-
ning and approval process. An important factor

undermining the closed-shop system of capital ac-
quisition in Germany’s hospital sector is private
investment by office-based physicians. In contrast
to the strictly regulated hospital system, office-
based physicians run their businesses as free en-
terprises, determine their own capital needs, and
have in the past notified the association of office-
based physicians only about purchases of large
medical equipment. Because of constrained hos-
pital budgets, office-based physicians have sub-
stantially influenced the diffusion of many tech-
nologies, such as computed tomography, gamma
cameras, and nuclear magnetic resonance imagers
(table 5-5).

Germany’s 1989 hedth reform law changed
this loophole by requiring the coordination of
planning for large medical technologies between
the hospital and ambulatory care sectors (3). A
coordination committee comprising physician
associations, hospital associations, and sickness
funds was established. The committee defines
what is considered to be a large-scale technology,
determines the need for these technologies, and
decides on the types of setting where they will be
provided (e.g., in hospitals or physicians' offices).
The committee's decisions are binding in the hos-
pital sector because big-ticket technologies that
are not included in the hospital plan (which the
hospital associations review) do not receive pub-
lic funding, and any associated operating costs do

TABLE 5-5: Large-Scale Medical Technology, 1991

Percentage in

Percentage In

Technology hospitals doctors’ practices  Total number
Left ventricular catheterization sites 97 3 230
Digital subtraction angiography 78 22 531
Computer tomographs 58 42 707
Nuclear magnetic resonance imagers 51 49 159
Gamma cameras, single photon emission CT 56 44 1,257
Linear accelerator 97 3 166
Telecobalt machine 91 9 171
Extracorporeal shockwave lithotripter 96 4 89

NOTE: Former West German states only; author's calculations.

SOURCE: Sachverstandigenratfur die Konzertierte Aktion im Gesundheitswesen (Baden-Baden, Nomos, 1992).
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not have to be reimbursed by sickness funds. Thadded tax). The hospital is free to decide how to
law also prohibits reimbursement for services prouse lump-sum payments to purchase these types
vided by large-scale technologies in physiciansof capital goods. Because the payment per hospi-
offices if the coordination committee has not ap-+al bed provides disincentives for hospitals to re-
proved the technology. duce the number of beds, the HSA has introduced

The coordination committees have not yet efthe possibility of using other factors for determin-
fectively integrated major capital purchases in theng [ump-sum payments.
hospital and ambulatory sectors. Establishment of | arge investment projects approved by the
the coordination committees has been slow (15ktate are funded from state revenues. Real estate,
Moreover, the HSA generally assumed that largemedium and major construction, reconstruction
scale technologies in physicians’ offices that hadr restructuring, medical equipment to provide
been applied for and were in use in 1992 were aprew services, and all large-scale equipment ex-
proved by the coordination committees, thus rependitures are subject to the procedure described
solving all pending decisions in favor of office- above.
based physicians. In contrast to the previous policy of allowing

Since 1990, capital inventories of large-scaleonly state funding for capital investments, the
medical technologies have been published regutHSA has enabled state authorities and hospitals to
larly at the state and federal levels. Aside from thisgree to partial funding of an investment project
inventory and the usual statistics on hospital refor hospitals not included in the hospital plan. The
sources, such as number of beds and departmemgspital is allowed to enter capital depreciation
by specialty, information on total hospital capitaland interest expenses in its calculation of operat-
stock is not available. ing costs. State authorities and hospitals are sup-
posed to first achieve a consensus with the sick-
[ Sources of Capital Funds ness funds to cover these costs.

i i o Additionally, capital expenditures for cost-sav-

The state’s capital budget is split into lump SuMpq investments (rationalization projects) may be
payments for small projects and a part payable ofjnanced through operating cost charges. Savings
approval for large investment projects. LUMP-in gperating expenses must be large enough to off-
sum amounts are determined annually by Statget the cost of the investment in at most seven
governments and are based on the number of bedsars, however. This regulation thus requires an
in a hospital and its level of care. State rules diffegxact calculation of the capital costs and projected
as to how the amounts are determined; overviewsssociated operating costs. Sickness funds and
of these determinations are not pUb“CIy availablehospita|s must contract for rationalization proj-
At the end of the 1980s, lump sums of DM2,500ects. Because of the sickness funds’ resistance to
to DM4,500 per bed had been reported for differthis method of hospital capital financing, the HSA
ent levels of hospital care (3). The federal hospitaénables hospitals to call on a referee commission
financing law set higher sums for the new formeiin cases in which sickness funds refuse to contract.
East German states for the period from 1991 to Over the long run, the German parliament has
1993; they vary between DM8,000 per bed fordeclared its goal to substitute for the two-tier fi-
hospitals rendering basic care up to DM15,000 fonancing system a single system that would cover
top-level care and specialty hospitals. both operating and capital costs. In addition, re-

Lump-sum payments cover short-term capitakponsibility for planning and financing is to be in-
goods with an economic life of less than thregegrated in the hands of the sickness funds, al-
years and small construction work, defined ashough legal control by state authorities would be
costing less than DM100,000 (net of the valuemaintained.
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(1) Hospital beds:
75.2 per 10,000 population

(2) Hospital doctors:
16.14 per 100 beds

(3) Hospital admissions:

176.4 per 1,000 population
(4) Inpatient days:

2.37 per population

TABLE 5-6: Key Indicators of the Hospital System, 1990

(5) Average length of stay:
13.4 days

(6) Occupancy rate:
86.4 % of beds

(7) Operating cost per day in
general hospitals: DM400.55
(8) Expenditures for inpatient

care per sickness fund member:
DM820.30

NOTES: Figures refer to the former West German states only; figures 1 and 3-7 refer to general hospitals, figures 2 and 8 to all
inpatient care (for definitions, see text); for figure 2, the 1991 number of doctors was used because this figure was not collected
in 1990; figure 8 refers to about 90 percent of the German population; figures 7 and 8 are in current prices.

SOURCES: Statistisches Bundesamt, Grunddaten der Krankenhauser und Vorsorge-oder Rehabilitationseinrichtungen
1990, Fachserie 12, Wiesbaden, 1992; Sachverstandigenrat fur die Konzertierte Aktion im Gesundheitswesen (Baden-Ba-

den, Nomos, 1992).

OCapital Expenditures

Investment expenditures by state authorities in
1990 totaled DM5,074 million, equaling 0.21 per-
cent of gross domestic product (for the former
West German states only) (table 5-4, column 4)
(16). This amount corresponds to about DM 80 per
capita. Among the 11 former West German states,
there was a remarkable variation in capital expen-
ditures. In 1990 Schleswig-Holstein spent a low
of DM50 per capita and West Berlin spent ahigh
of DM230 per capita. Breakdowns of these fig-
ures into expenditures for plant and equipment at
the federal level is not available. Capital expendi-
tures ranged from 6.9 to 7.7 percent of aggregate
hospital expenditures depending on the definition
of hospital expenditures used, and from 1.7 to 2.5
percent of national health expenditures, again de-
pending on the definition of national health ex-
penditures used (table 5-4).

HOSPITAL INDICATORS AND TRENDS

Eight key hospital indicators are presented at the
nationa level for 1990 in table 5-6. Because of

10 Figures are rounded and based on the author’s calculations.
11 Similar
because of the lack of directly comparable data.

data availability, the datarefer only to the former
West German states. Most of the eight indicators
are applicable to general hospitals, although some
are for al types of inpatient care. The number of
beds, hospital admissions, inpatient days, average
length of stay, and occupancy rates in German
hospitals tend to be high in a number of intern-
ational comparisons-for example, with other
member states of the European Community and
the United States.” Comparative analyses of the
cost and performance of acute hospital care in
Germany, Austria, the Netherlands, France, Swe-
den, and the United States generally indicate that
Germany, in spite of ranking high in the number
of beds and inpatient days provided, had very low
hospital costs (in fact, the lowest per inpatient
day)—although it has not always reached the top
level in the quality of care (10).

FUTURE DIRECTIONS

Two major perceived problems with its prior
health care system contributed to Germany’s re-
cent health reform measures in the hospital sector:

mmmmmm of the numbers of physicians per bed, daily hospital rates, and hospital expenditures per insured are difficult to make



the ever present problem of cost containment and
problems in the regulation of hospital financing.
Cost containment became a major political issue
by the mid- 1970s in Germany, leading to almost
60 cost containment measures incorporated with-
in eight health reform acts in the past two decades;
this figure does not even include the HSA legida
tion (17). Many of the interventions worked for
some time and in the aggregate contained growth
in health expenditures to some extent. Y et they did
not completely control costs, nor did they achieve
arationally regulated system of health care financ-
ing. Like the other health care sectors, the hospital
sector has been the target of cost containment
measures—but it is not the chief culprit as is
sometimes claimed. The OECD reports a moder-
ate 0.9 percentage point rise in hospitals share in
national health expenditures from 1970 to 1990
(14).

Following a steep rise in health care expendi-
tures, in contrast to prior cost containment acts,
the Health Sector Act of 1993 began tackling the
basic structure of the health care system, including
the role of hospitals and their financing. The main
problems with Germany’s system of hospital fi-
nancing have been as follows:

. The daily rate for operating charges is too rough
a definition of the services that hospitals deliv-
er. New payment units were introduced in 1985
but have not yet played a major role in hospital
financing.

« The full-cost reimbursement principle for oper-
ating expenses was formally abandoned in
1985 but continued to be the financing promise
for hospitals that indicate efficient operation.

= A two-tier system splits responsibility between
those who determine the capacities of the hos-
pital system and those who are responsible for
its operation and financing. This problem was
tackled with little successin 1985.

The Health Sector Act of 1993 has addressed
all three of the foregoing problems. It tightened
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the budgeting process, linked hospital budget up-
dates to sickness fund income growth, and worked
toward the full abandonment of hospital cost re-
imbursement. It has also set forth amajor plan to
expand performance-related financing of operat-
ing costs by introducing more greatly differen-
tiated payment units. Finally, it has further tom
down the borders between the financing of operat-
ing costs and capital expenditures, aiming at full
integration in the future. (The historical develop-
ment of hospital financing and its major changes
are summarized in table 5-7.)

Because the Health Sector Act was enacted
only recently and because it contains detailed
plans for future changes, its full implementation
and effects are not yet clear. Evaluation will not be
easy. There are several payment components for
hospital costs, with different groups deciding on
price and quantity levels; substitution may occur
between various payment components; and differ-
ent time paths have been set for further develop-
ment of the various components. It will be diffi-
cult to assess the separate impact of various
regulations on changes in the growth rate of hospi-
tal expenditures and on the efficiency, quality, and
availability of hospital care.

Recognizing these problems, anew federal act
addressing the financing of hospital operating
costs requires that the new system be evaluated by
a scientific working group at least over the next
three years. The results will be discussed by an ad-
visory committee composed of all maor actors in
hospital care delivery, planning, and financing.

The Health Sector Act has brought about fun-
damental innovations in hospital financing policy
in Germany. It has not only altered the existing
rules of the system but has also explicitly
introduced an ongoing process of change. Be-
cause the financing rules are defined for certain
time periods, future adaptation, evaluation, recon-
sideration, and further elaboration will be inevita-
ble elements of the process.
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Payment unit,
product definitions

TABLE 5-7: Overview of Important Changes in Hospital Financing

Budgeting philosophy

Overall financing design

1972 (1) Daily rate Full-cost reimbursement (1) Two-tier system for operating
and capital expenses
1985 (1) Continued Flexible budgeting equal ) Continued
(2) Some departmental rates  to the cost of an efficiently (I Option to finance cost-saving
3 Some special fees operating hospital investments via operating
charges
1993 (1-2) Continued Fixed budget capped by (1) Continued
(3) Expanded employee wage and salary (1 Expanded to include the option
(4) Some case-based rates growth to partially finance investments
(5) Outpatient lump sums via operating charges
(6) Fees for outpatient surgery
1995 and (1) Abandoned Performance-related pay, and Approaching single financing
beyond 2 Departmental rates only flexible budget constrained by system
(3-4) Expanded employee wage and salary growth
(5-6)  Continued
Ul Base rate for hotel services

NOTE: All budgeting concepts exclude earnings of hospital physicians for services provided to private patients and revenues from hotel-type ser-
vices extra-billed by hospitals

SOURCE. R. Leidl, 1994.
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