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Introducing social insurance to the UK

KEY POINTS:

e The main attractions of social insurance schemes are greater consumer responsiveness,
choice, and transparency.

* A number of adapted models have been suggested for the UK. These try to address some of
the pitfalls of traditional schemes and demonstrate that employer-based institutions are not
necessary.

e There are respectable arguments for and against social insurance, just as there are for tax
funded systems. The suitability of either system depends fundamentally on the country’s
starting point, traditions and institutional structures.

e It is the Commission’s view that the UK lacks the social institutions to support a social
insurance scheme. The key benefits of these schemes can and ought to be sought within the
existing NHS framework. The NHS is increasingly well-funded, and it would be perverse to
embark on costly restructuring work to secure benefits that could be secured within the
existing framework.

Social health insurance has attracted more attention from the likes of think tanks and academics than
perhaps any other healthcare finance mechanism. It is often hailed as being able to secure more
resources for healthcare, more choice, more consumer responsiveness and greater transparency than tax
funded systems. Social health insurance schemes also tend to be popular; both politically and with the
populations they serve.

But social insurance schemes are very much the product of the welfare traditions and institutions of the
countries in which they originate. Therefore it is often difficult to see how they could be grafted onto our
healthcare system. A number of models have been suggested that adapt traditional social insurance for
the UK and seek to overcome some of the disadvantages associated with the European schemes.

This paper considers these models as part of the wider case for introducing social insurance to the UK.

WHAT WE MEAN BY SOCIAL INSURANCE

It is possible to isolate two characteristics that mark off social insurances schemes from other healthcare
financing arrangements. First, insured individuals make regular, mostly income-related contributions that
are not tied to the cost of the service they use, and which are mandatory for a majority or for the whole
of the population. Second, these contributions are administered by some type of quasi-independent
public body, normally with statutory responsibilities, and often termed a ‘sickness fund’ that acts as the
payer or purchaser of care. (Busse et al)

Existing social insurance systems share certain features. They tend to be financed by compulsory
contributions from employees and employers, calculated as a proportion of earned income and
independent of an individual's risk of needing treatment or the cost of the service they use.
Contributions are paid into and managed by social insurance funds (‘sickness funds’) that purchase
health services on behalf of their members. Usually, the government will cover the premiums of the
unemployed, older people and others unable to afford contributions and therefore considered exempt.

There is often a well-defined benefit package, covering most curative services, and access is usually
explicitly stated.

Despite these commonalities, it is important to be aware of the ways in which social insurance schemes
can differ. These differences stem from the history and culture of the nation in question, together with its
infrastructure for funding flows and governance. The most salient of these differences concern:

e the extent and nature of government regulation of the scheme;

e whether the scheme is employment or non-employment based;

e whether there is a state added subsidy, and, where there is, the extent and nature of this subsidy;

e the extent to which the schemes are able to engage in competitive activity (such as selecting members,
setting premiums and differentiating benefits);

* the ways in which the concept of ‘core services’ is used; whether or not individuals are excluded (or
are allowed to opt out) of the scheme when their income reaches a certain threshold;

e the extent to which individuals are free to choose between schemes;

e the extent to which individuals are free to use their own resources to ‘top up’ their health insurance
(perhaps in the private healthcare sector).

These differences are significant, and can produce very different consequences (McKee [2000]).

In thinking about the future of healthcare financing in the UK, it is pointless to think about whether
‘social insurance’ represents an attractive model. Rather, our thinking ought to be guided by this
question: which elements of the diverse forms of social insurance schemes represent attractive options
for the UK? In pursuing this question, it will be helpful to concretise the rather abstract differences
between social insurance schemes outlined above. To this end, we ought to consider in some detail the
up-and-running social insurance schemes implemented in other European countries.

EUROPEAN MODELS

Countries with social insurance systems include Austria, Belgium, France, Germany, Luxembourg and
the Netherlands. For each country, the system has grown out of different welfare traditions and rests in
different institutions. This is demonstrated in the three examples below.

France

The French are not able to choose their insurer. Instead they are automatically affiliated to a scheme on
the basis of their professional status and place of residence. Three main insurance schemes cover 96 per
cent of the population: the general scheme covers salaried employees in commerce and industry and
their families; the agricultural scheme covers agricultural farmers and employees; and there is a scheme
for non-agricultural self-employed people. Other small schemes exist for certain categories, such as
miners and seamen (European Observatory on Health Care Systems 2002).

Dixon and Mossialos (2001) describe how France has shifted away from a reliance on social health
insurance contributions towards a pluralistic system funded through hypothecated taxes and insurance-
type funds. These changes originate from concerns that social insurance contributions were inhibiting
job creation and that high wage costs were deterring foreign investment. France has also introduced the
Universal Health Coverage Act in response to concerns about access for low income groups. This
ensures that the small proportion of people without public health insurance is entitled to coverage.
Meanwhile, the French Parliament has given itself the power to set a global budget for healthcare
(Wanless 2002).



Germany

Under Germany's system, 88 per cent of the population are covered by statutory health insurance. All
those in “gainful employment’, as well as other groups including the unemployed, pensioners, farmers,
students and artists, are required to be insured under the statutory scheme. Employees whose income
reaches a certain level, together with permanent civil servants, soldiers and a few others, are exempt from
this requirement. Those with incomes above the ceiling may choose whether or not to remain within the
statutory health insurance scheme.

In 2000, the statutory system consisted of 420 sickness funds, legally differentiated into seven different
groups: 17 general regional funds; 12 substitute funds subdivided into seven ‘white-collar and five ‘blue-
collar’ funds; 337 company-based funds; 32 guild funds; 20 farmers’ funds; one miners fund; and one
sailors’ fund.

Previously most people had no choice over their sickness fund andwere assigned toafund according toregion
and/or occupational characteristics. This resulted in large differences in contribution rates due to different
income andrisk profiles (Dixon & Mossialos 2001). So the focus in recent years has been on imposing greater
competitive pressures between sickness funds in order to reduce both labour costs and variations in
contribution rates. Today every insured person has the right to choose a sickness fund and to change between
funds onanannual basis —this excludes the farmers’ funds, the miners’ fund and the sailors’ fund, which retain
the system of assigned membership (European Observatory on Health Care Systems 2002).

The Netherlands

Citizens of the Netherlands have a choice of 24 sickness funds and may change fund annually. There are
three components of health insurance. First, long-term care and high-cost treatments are covered by the
Exceptional Medical Expenses Act, which covers practically all residents and non-residents who are
subject to Dutch income tax. Second, normal, necessary medical care is covered by a variety of insurance
arrangements. People whose annual salary is below a statutory ceiling and all those who receive social
security benefits are compulsorily insured under the Sickness Funds Act up to the age of 65. Other health
insurance schemes cover various categories of civil servants. Those who are not covered by the Sickness
Funds Act or the schemes for civil servants can get cover from a private health insurer on a voluntary
basis. Third, care deemed ‘less necessary" is covered by sickness funds and private health insurers in the
form of complementary or supplementary voluntary health insurance (European Observatory on Health
Care Systems 2002).

Like France and Germany, the Netherlands has introduced greater competition between social insurers in
a bid to make funds more efficient and to rationalise the system. Regional restrictions on sickness-fund
activity have been abolished and new entrants, including private insurers, have been allowed into the
market. Choice of funds has prompted an accelerated process of mergers and acquisitions (Dixon &
Mossialos 2001).

THE ATTRACTIONS OF SOCIAL INSURANCE

The diversity of the various systems means there is a danger of making inappropriate generalisations when
identifying the pros and cons of social insurance. Much depends on how the system in a particular country
is organised. However, broadly speaking, a number of advantages are associated with social insurance.

* Consumer responsiveness. Where there is choice of sickness funds consumer responsiveness is
enhanced. Patients bring money with them creating strong incentives for healthcare providers to
develop services that patients want and need.

e Patient choice. Depending on the system, patient choice can be a feature, with patients able to
choose between funds within the social insurance system, as well as self-referral to a specialist and
choice of hospital.

* Transparency & connectivity. People can see on their pay slips how much they are paying for
healthcare and decide for themselves whether this constitutes value for money (Nera & Norwich
Union Healthcare 2002, Green 2002). Therefore social insurance can lead to much greater
‘connectivity’ between what people pay for healthcare and how the money gets spent, making the
incentives for individuals to spend more on healthcare clearer and stronger. Connecting consumers to
the financing of healthcare is also thought to encourage greater personal responsibility for health and
in their use of health services.

* Supply side competition. Where there is choice of sickness funds, competition between insurers and
between healthcare providers should create pressure to keep costs down (Browne & Young 2002).

e Social solidarity. It is often claimed that people on low incomes receive better treatment under social
health insurance schemes than under other systems, as they can access the same services, treatments
and doctors as the more wealthy.

* Depoliticisation. Depending on the level of involvement, supervision and enforcement exercised by
government, social insurance schemes are more decentralised and depoliticised than other healthcare
systems. Day-to-day accountability for healthcare is moved away from government and towards
insurers and their members.

THE DISADVANTAGES OF SOCIAL INSURANCE

The main disadvantages of social insurances schemes are:

* Higher costs & inefficiencies. Social health insurance systems are relatively expensive. Costs are
pushed up due to the fact that such systems tend to be administratively complex (HM Treasury 2001).
The existence of multiple sickness funds, a competitive insurance market and fragmentation in
healthcare purchasing can further drive up costs (Wanless 2002). However, in many countries the
market hasn't operated as intended and efficiency benefits haven't been realised. Few people have the
choice of opting out of the state system and in practice the choice provided between different funds
can be constrained (Brown 2002). The Wanless Report (2002), for example, argued that there is little
incentive in traditional systems for sickness funds to contain the payments they make to healthcare
providers because of their ability to raise contribution rates. Often there is little use of tools, such as
GP gatekeepers, to constrain expenditure. Wanless also argued that benefits packages tend to be the
same or very similar across insurers, with little choice between contribution rates and available
benefits. These points are borne out in many of the countries that operate social insurance schemes
(Busse et al). Policymakers in these countries have come under pressure to reassess efficiency, quality
and the levels of patient responsiveness under their social insurance systems, as well as the
contribution to overall health gain. Although the French system is often held up as a shining example
of well-functioning social insurance based healthcare financing, since the 1970's successive French
governments have actively sought to decrease expenditure. The French public have picked up the
deficit — since the 1960's the proportion of the population paying privately for supplementary health
insurance has risen from about 30% to around 85%. Germany and the Netherlands have also
undertaken various reforms of their systems, again with the aim of controlling the overall level of
health spending.



* A tax on business. Opponents claim that social insurance systems tend to bear disproportionately on
employers, which could have a negative impact on the labour market, including wage-inflation and
unemployment. Where employers end up footing much of the bill any advantages in terms of
enhanced transparency and connectivity are also likely to be undermined.

* Perpetuate inequities. Equity of access is compromised in some social health insurance systems. The
Treasury (2002) argues that social health insurance systems deny some sectors of the population the
full range of benefits and create anomalies. The BMA's Funding Review (2001) found it difficult to see
how social insurance can be introduced without compromising the principle of equity or reducing the
standard service to a safety net for the poor. Ultimately the degree to which social insurance is
equitable (or inequitable) depends on the nature of the particular system — whether contributions are
based on income, whether premiums are capped, if cost sharing is required and arrangements for risk
adjustment, for example.

* Sustainability. Policy-makers are reported to be concerned about the long-term sustainability of
traditional social insurance systems. Wanless (2002) concluded that, because the revenue base is
more concentrated (on employment), economic distortions and disincentives might be more
pronounced in systems dominated by social insurance than for general taxation. He also argued that
social insurance systems are likely to be as vulnerable to periods of economic downturn as tax-
financed systems, resulting in reduced revenues into the sickness funds.

* Overemphasis on the curative. The defined benefits package insurers guarantee to deliver tends to be
based on curative services. As a result concern has been expressed about the relative lack of emphasis
on health promotion, prevention and public health services in social insurance systems (Busse et al).

WHAT SORT OF SOCIAL INSURANCE SCHEME
MIGHT WORK INTHE UK CONTEXT?

A number of adapted social insurance models have been proposed that are designed to apply social
insurance within the UK context and overcome some of the disadvantages of traditional, continental
schemes. For example, such models generally propose making insurers legally obliged to accept anyone
seeking insurance, regardless of their health status, in order to avoid the problems of cream skimming.
Likewise, to address accusations that social insurance is a tax on business, the adapted models tend to
advocate that social insurance premiums should be paid by individuals rather than employers and
therefore do not need an employer-based institutional framework.

In a report for Norwich Union Healthcare, NERA (2000) outlined proposals for ‘Stakeholder
Healthcare'. Three years later, these proposals were fleshed out in a second report in which NERA
(2003) stated: ‘The aim in the stakeholder model is to look at what works well in other countries, and
combine them with many of the strengths of the NHS. Many of the general criticisms levelled at social
insurance-based systems then become less relevant.’

Under Stakeholder Healthcare, the NHS acts as an insurer (NHS Insurance, NHSI) and competes with
private health insurers (similar to social insurers and called ‘stakeholder insurers’), to provide a
guaranteed standard package of services to members. Insurers, both private and NHSI, would purchase
services from NHS and private hospitals, although the NHS would be expected to remain the dominant
provider. Membership with an insurer would be compulsory for all and insurers would be required to
accept all applicants. Premiums would be community-rated, set as a proportion of income and could
differ from insurer to insurer. NHSI and all insurers participating in the scheme would offer the same

core package of comprehensive health services as a minimum. Additional services (such as better hotel
facilities) could be charged for, allowing insurers to compete on quality, price and level of coverage
(subject to a minimum).

Similarly, Browne & Young (2002) recommend a system of competing social insurance schemes on
behalf of the Adam Smith Institute. Under their proposals membership would be compulsory for all and
social insurers would be banned from refusing anyone. Premiums would be based on a proportion of
total income (including investments) and paid by individuals rather than companies. Like NERA, the
authors anticipate that tax funding would flow into the system, to subsidise premiums and provide cover
for the poorest. All insurers would be obliged to offer a comprehensive minimum set of services, free at
the point of access, but people could choose to pay in order to reduce monthly premiums or buy extras.
Patients could choose which scheme to belong to, as well as which hospital or doctor to receive
treatment from (although some schemes may offer a discount for agreeing to go to a ‘preferred-
provider’). Providers would offer services to patients irrespective of insurer. Insurers would be
independent from government, but could be run by unions, employers’ groups, or mutual organisations.
Vertical integration would be banned, preventing insurers from owning any hospitals.

Civitas's Health Policy Consensus Group (2003) recently concluded: ‘there is no serious constituency in
the UK for employment-based social insurance.” However, it believed that an individually contracted
social insurance system could be introduced, with community rated premiums, open enrolment, an
obligation on insurers to accept any customer and a system of risk adjustment. The expectation would be
that, in time, premiums may vary considerably and that insurers would offer a variety of deductibles, co-
payment options and no-claims bonuses, which would all serve to increase price consciousness.

The Group also proposed a system of purchasing co-operatives, which would give people the choice of
becoming ‘mutual members’ of the NHS or remaining as ‘ordinary members’. As mutual members they
would gain more choice and control over their own social insurance cover, but would directly bear the
cost of covering the poorer members of society. In return for taking personal responsibility for their
healthcare costs by contracting into a purchasing co-operative, mutual members would receive a tax
credit representing part of the tax they had paid for the NHS. They would then be free to purchase
insurance to cover the cost of their own care. The purchasing co-operative would make available to its
members a range of insurance policies offered by competing private insurers. It would aid consumer
choice by providing independent advice about the insurers (such as about exclusions) and ask insurers
to price the same package of services so that consumers could compare like with like. Mutual members
of the NHS would then choose their insurer and pay any additional costs out of pocket to the co-
operative. In the long term, everyone would be expected to join the co-operative system.

THE COMMISSION’S VIEW

The main attractions of social insurance schemes are transparency, consumer responsiveness, and
patient choice.

The main attraction of greater transparency is that it can bring higher levels of funding for healthcare —
if individuals feel personally connected to the process by which their healthcare is funded, they will be
more likely to contribute more of their income to healthcare, and will be more likely to use health
services responsibly.

However, this particular benefit of social insurance schemes seem less pressing for today's NHS, which
is receiving unprecedented levels of funding. Admittedly, the UK needs sustained growth over a



considerable period and has a great deal of catching up to do in terms of the quality of its hospital stock,
supply of clinical staff and general infrastructure. However, when we acknowledge that most existing
social insurance systems seem increasingly poor at managing costs (witness the real examples cited
above) and couple this point to the high costs of moving to a social insurance system, the incentive to
shift away from an increasingly well-funded NHS to a social insurance system seems weak. To undertake
a major and costly reform of healthcare financing in order to increase funding levels when these levels
are already on the up (and when we are yet to fully reap the benefits of the new investment) simply does
not seem sensible.

Consider now the claim that social insurance schemes provide greater consumer responsiveness and
allow more space for the exercise of patient choice. There is a political will within the current
Government to introduce aspects of consumer responsiveness and individual choice into our existing
NHS structure. The argument of the preceding paragraph applies here also — it seems highly imprudent
to undertake an extensive and costly shift towards social insurance based healthcare financing in order to
secure benefits that are being actively sought within the existing NHS structure, especially since that
structure is currently receiving greatly increased levels of funding.

Furthermore, certain other advantages of social insurance schemes could feasibly be sought within the
existing structure. For example, we are very attracted to the idea of supply side competition, but prefer
to explore the possibility of introducing contestability between primary care trusts over the introduction
of a social insurance type system (this will be explored further in the Commission’s final report). In
addition, the third paper in this current series will consider the extent to which the NHS would benefit
from the delineation of a "core package’ of services.

It is our view, therefore, that the key benefits of social insurance systems can be sought within the
existing NHS structure. Moreover, we believe that they ought to be sought within this structure. The
‘ought” derives its force from two sources. First, there is the question of feasibility: serious questions
remain over whether the UK has the sorts of social institutions manifest in many European countries that
made the adoption of social insurance desirable there (e.g. powerful forms of local government and
tripartite industrial systems). Second, there is the issue of prudence. The costs associated with shifting
to a social insurance system would be enormous. Given this, it seems perverse to embark on costly
modifications to an increasingly well-funded NHS in order to secure a set of benefits that could be
secured within the current framework.
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