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Preface 
 
Rapid urbanization is placing enormous burdens on cities in all 

parts of the world, particularly with regard to citizens' health, calling for 
urgent attention and a review of a complex range of associated factors.  
Recognizing this global phenomenon as a major challenge to mankind in 
the 21st century, the WHO Kobe Centre (WKC) Cities and Health 
Programme has, since 1999, been directing attention to priority issues 
through its unique global network of WKC partner cities, which is 
expanding to involve city government leaders and experts in leading 
universities and other academic institutions.  WKC works on the premise 
that alliances and exchanges of information and experience between cities 
are key features in better management of cities’ health risks and in improving the quality of life 
and security of citizens.  Political commitment and high-level leadership that can stimulate 
innovative thinking and pragmatic action among all sectors of society are crucial. 

Megacities face mega challenges.   This has been clearly recognized by the leaders of the 
Shanghai Municipal government.  Home to 13 million people, plus another 3 million who come 
in and out of the city each day, Shanghai’s infrastructures affect the lives of a total of 16 million 
citizens.  Shanghai is recognized as one of the most dynamic cities in the People's Republic of 
China, with the fastest growth rate and a rapidly ageing population.  Like many urban centres 
worldwide, this megalopolis is experiencing a change in the health/disease patterns of its 
population.  Seen within the context of the rapid developments taking place in China, these trends 
are undoubtedly affecting the overall social dynamics and creating new challenges nationally and 
in municipalities like Shanghai in particular, calling for close examination of the interdependent 
systems at work at various levels of governance.  Improving the management of health and 
welfare systems is, therefore, at the top of the Shanghai Municipal People’s Government agenda.  

Recognizing the WHO Kobe Centre’s leadership role in promoting and supporting global 
health and welfare systems development, and taking into consideration the productive partnership 
between Shanghai and WKC, at the request of Mayor Chen Liangyu, Vice-Mayor Yang Xiaodu 
sought WKC’s support in the city’s quest to develop better health systems.  The Shanghai 
Municipal Health Bureau decided, therefore, to convene an international forum, in collaboration 
with WKC, to enable experts from WKC partner cities worldwide to share their valuable 
knowledge and experiences and address the organization and management of health services in 
large cities.  

Held in Shanghai in May 2002, the Advisory Task Force Meeting highlighted how 
government, public and private hospitals, development of health insurance systems, resource 
allocation, communities and individuals, constitute the core part of the health service chain, and 
each party’s individual and shared role within that chain.  I am, therefore, pleased to present this 
report, which provides an overview of the information exchanged at the Meeting and the 
directions recommended for developing health systems compatible with Shanghai’s specific 
needs.  I am confident that it will serve as useful guidance to other cities seeking to improve the 
management of their health and welfare systems.  This milestone meeting and the report reaffirm 
that the key to improved health and welfare systems management lies in the commitment of 
leaders to collaborate in information-sharing and to seek sound evidence for sound decision-
making.   

 

Yuji Kawaguchi, M.D., Ph.D. 
Director 
WHO Kobe Centre
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Introduction 

The Cities and Health Advisory Task Force Meeting on the Organization and 
Management of Health Services in Large Cities, co-hosted by the WHO Kobe Centre for 
Health Development and Shanghai Municipal Health Bureau, was held in Shanghai, the 
People’s Republic of China, on 23 and 24 May 2002.  The objectives of the meeting were: 

 to gain knowledge of the organizational framework of health services; 

 to review the responsibility of government in health services; 

 to understand how stakeholders work together; 

 to explore resource allocation models; and 

 to examine administrative levels and coverage of health services. 

In addition, the Shanghai Municipal Health Bureau’s aims for the meeting were: 

 to improve Shanghai’s health system management to present an exemplary model; 

 to modify the existing health system to meet current needs and future trends; 

 to ensure the system provides quality and affordable health; and 

 to meet the challenges of an ageing population. 

The meeting was attended by over 100 participants, including representatives from 
large cities of 11 countries:  Sydney, Australia; Mississauga, Canada; Flensburg, Germany; 
Hong Kong, People’s Republic of China; Tokyo, Japan; Seoul, Republic of Korea; Singapore, 
Republic of Singapore; Bangkok, Thailand; Nottingham, United Kingdom; Virginia, United 
States of America; and the host city of Shanghai, People’s Republic of China.  Participants 
were senior civic, political, health system and academic leaders.  They included mayors, 
politicians, government officials, health professionals, scholars and representatives from a 
range of key health, welfare and educational institutions, as well as various government and 
nongovernment organizations.  

The proceedings took the form of plenary sessions, during which presentations were 
given to share international experiences and consideration was given to a case study of 
Shanghai, followed by a general discussion on organization and management of health 
services in large cities and a task force discussion on strategies for improving health systems. 
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Opening Session 

At the opening session, Dr Yang Xiaodu, Vice-Mayor of Shanghai, warmly welcomed 
the participants and officially opened the meeting.  He declared it was an important event in 
helping the Shanghai Municipal People’s Government move forward with its health reforms.   

In his welcoming remarks, Dr Yuji Kawaguchi, Director of the WHO Kobe Centre 
(WKC), said that it was an honour and a pleasure to welcome participants to the meeting.  He 
thanked the host city of Shanghai, and particularly Mayor Chen Liangyu and Vice-Mayor 
Yang Xiaodu for their invitation to WKC to conduct such an important meeting in their city.  
He expressed his admiration for the leadership they had displayed in improving Shanghai’s 
health and welfare systems to meet the health needs of its citizens in the 21st century.   

Dr Muzaffar Malik, Cities and Health Programme Coordinator, WKC, introduced 
participants to the meeting’s objectives and expected outcomes and outlined the method of 
work for the proceedings.  Mrs Hazel McCallion, Mayor of Mississauga, Ontario, Canada, 
was elected as Meeting Chairperson; Dr William Ho, Chief Executive, Hospital Authority, 
Kowloon, Hong Kong, China, was elected as Meeting Moderator; and Associate Professor 
Jeffrey Braithwaite, Director, Centre for Clinical Governance Research, University of New 
South Wales, Sydney, Australia, was elected as Meeting Rapporteur. 

In his opening address, Dr Kawaguchi described the work of WKC in three major 
programme areas to address major challenges of the 21st century:  cities and health, ageing 
and health, and health and welfare systems development.  He said that WKC’s goal was to 
find innovative ways to make health and welfare services more accessible, equitable and 
affordable.  That involved developing strong networks and partnerships, particularly at the 
community level.  Dr Kawaguchi highlighted how important the meeting was for Shanghai, 
both to exchange information with the international community, represented by the ten 
experts invited to the meeting, and as a way of further exploring options to improve 
Shanghai’s capacity in terms of health systems development. 

Dr Kawaguchi explained that, according to WKC philosophy, three things were 
important in health services improvement:  leadership, innovation and partnership.  The 
Centre’s mission centred on global health and welfare system development.  WKC set out to 
achieve its goals and aims through coordinating research and collecting, analyzing and 
disseminating information. This was supported by international conferences and symposiums 
where high-level decision-makers, technical experts, representatives of civil society and other 
groups/agencies were able to address mutual concerns, build up global networks and move 
their programmes’ research agendas forward. 
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Session 1:  Sharing of international experiences 

Plenary session one focused on sharing of international experiences. Associate 
Professor Jeffrey Braithwaite, Sydney, Australia, reported that Australia had a federal system, 
with shared responsibility for health care across the Australian federal (commonwealth) 
governments, six states and two territories, and some local government involvement.  There 
was also a robust private sector which accounted for around 29% of all health care 
expenditure.  Based on the Australian experience, key messages for further consideration by 
the Shanghai Municipal People’s Government included the use of diagnosis-related groups 
(DRGs) to measure, monitor and manage acute services; looking at the balance of public and 
private funding and involvement in health care; and considering a range of measures to 
control the growth of health care expenditure.  

The Honourable Hazel McCallion, Mayor, Mississauga, Canada, informed the 
meeting that Canada also had a federal system of government.  Like Australia it had a 
developed economy with a comprehensive health system to meet the needs of the population.  
Key messages from the Canadian health system included that public involvement in decision-
making in health care services was a useful mechanism for promoting reform.  Many major 
initiatives in public health and primary care, as well as hospital care, could be useful as a 
multifaceted strategy.  There was learning value in assessing the positive aspects of these 
experiences.  It was also held that “an ounce of prevention was worth a pound of cure”, an 
important factor for all countries. 

Professor Roland Trill, Head, Hospital Management, Flensburg University of Applied 
Sciences, Flensburg, Germany, explained that the health system in Germany covered most 
citizens through a general insurance system.  Revenue came from general taxation, employers 
and employee contributions.  German citizens valued the principle of solidarity as a core 
feature of the health system.  Key messages for further discussion included the fact that a 
move towards DRG funding, based on the Australian system, was occurring and was 
scheduled for implementation in 2003.  An integrated strategy was preferred, and it was 
recommended to stay on course with the strategy.  It was important to find the right balance 
between the marketplace and centralized planning in the health sector. 

Dr William Ho, Chief Executive, Hospital Authority, Hong Kong, China, explained 
that Hong Kong had had an integrated public and private health system for decades.  By the 
1980s, the system was in need of reform and considerable developmental activity had been 
undertaken in the 1980s and 1990s.  Key messages for further consideration included the fact 
that structural reform could be beneficial.  For example, with the establishment of a Hospital 
Authority, significant and beneficial systems changes could be achieved.  Strong investment 
in people and capacity was important, as was the adoption of streamlined structures with 
clear accountabilities and responsibilities.  

Professor Naoki Ikegami, Professor of Health Policy and Management, School of 
Medicine, Keio University, Tokyo, Japan, said that expenditure in Japan’s health care system 
was tightly controlled by the government and was delivered 80% in the private sector and 
20% in the public sector.  Japan spent 7.3% of its GDP on health care.  Key messages for 
further discussion included that it was possible to have a fee-for-service system while still 
containing health costs if providers were paid according to a fee schedule controlled by the 
government.  The Japanese experience showed that there were also various other strategies by 
which costs could be controlled. 
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Professor Ok Ryun Moon, School of Public Health, Seoul National University, Seoul, 
Republic of Korea, reported that health services development and reform in the Republic of 
Korea, including Seoul, had been considerable in recent years, with an increasing 
contribution by the private sector.  Key messages for further discussion included that a 
clearly organized system was needed, with a strong role for public health; that strong 
management was crucial for tackling efficiency and effectiveness; and that public hospitals 
had to have clear roles and be jointly coordinated. 

Dr Lim Suet Wun, Deputy Chief Executive Officer, National Healthcare Group, 
Singapore, informed the meeting that the small island state of Singapore was a young nation 
that had experienced rapid and sustained economic growth.  It had developed its health care 
system using reform strategies which had come to the attention of many experts in the 
international community, and was known for its success in meeting social objectives using a 
combination of planned approaches and market paradigms.  Key messages for further 
discussion included funding via Medisave and now Medishield and Medifund, thereby 
encouraging compulsory personal health care savings.  Also of note was the use of co-
payments and a hierarchical class system for access as a means to deliver efficiency and 
choice and provide a safety net for the poor, and the restructuring and clustering of hospitals 
for more integrated care. 

Dr Chatri Banchuin, Senior Advisor in Health Economics, Ministry of Public Health, 
Bangkok, Thailand, reported that Thailand had a long-standing public health system.  The 
country had recently adopted a new Constitution and was trying to use health policy research 
to drive health system reform.  Some 6% of GDP was allocated to health and medical care.  
Key messages for further discussion included a coordinated approach to health reform, the 
importance of primary care/public health, health promotion and prevention, and widespread 
coverage for patients throughout the country under the “Thirty Baht for all Diseases” project.   

Mr Joseph McSorley, Chief Executive, Nottingham City Hospital, Nottingham, 
United Kingdom, said that the United Kingdom had a predominantly taxpayer-funded system 
(the National Health Service – NHS).  The NHS was large and had in the past been 
centralized.  Key messages for further discussion included that a national system may help 
with strategies to embrace integration, but could become overcentralized.  Modernization was 
a key plan in recent NHS reform policy.  Devolution to primary care was crucial and clinical 
governance was also important, as was the voice of the consumer in the NHS context. 

Dr Thomas Massaro, Chief of Staff, University of Virginia Medical Center, 
Charlottesville, Virginia, United States of America, stated that the United States system was 
not so much an integrated system, but was more of an ensemble of various types of provider.  
The United States allocated the largest proportion of GDP to health of any country.  This 
allowed access to technology, new techniques and drugs, but these were expensive.  Like all 
health care systems, the United States health sector faced the problem of striking a balance 
between equity and marketplace forces.  Key messages for further discussion included the 
fact that a high-technology, high-cost system could produce shorter lengths of patient stay.  
There were cost pressures which stimulated moves from hospital-based to ambulatory and 
day-only models of care.  Pharmaceutical costs were also a major issue.  Competition could 
be beneficial; specifically, it could lead to increased innovation.  City hospitals in the United 
States could be particularly challenged by factors like complex case mix and high levels of 
patient acuity.   
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Session 2:  Shanghai case study 

The case study of Shanghai was presented by Shanghai Vice-Mayor Yang Xiaodu and 
Professor Hu Shanlian from Fudan University.  It included a comprehensive outline of the 
major features, challenges and future plans for the Shanghai health system.  

Dr Yang informed the participants that Shanghai had made many improvements to its 
health system in the past and recognized that there were many new challenges to be faced.  
Shanghai was one of the largest economic centres in the People’s Republic of China, with an 
area of 6340 sq. m, 16.5 million residents and a per capita GDP of US$ 4500.  There were 
432 hospitals and health centres in Shanghai, with 4.75 beds per 1000 population, 3.65 
doctors per 1000, and 2.79 nurses per 1000.  In addition, in 2001 there were 4.67 hospital 
visits per person per annum, 7.67 admissions per 1000 and an average length of stay of 7.3 
days.   

Key health indicators continued to improve.  Life expectancy was 80 years and infant 
and maternal mortality rates were improving over time.  The major causes of death were 
cardiovascular disease and tumours.   

Dr Yang explained that major reform efforts in the past five years had included 
research-driven plans for improvement, creating new health service structures, setting up a 
Centre for Disease Control in 1998, establishing a basic infrastructure for medical insurance, 
initiating a medical research development system, and creating a citywide law enforcement 
regime.   

Opportunities included the growth in Shanghai in terms of economic and social 
progress, China’s World Trade Organization (WTO) membership and continued reform in the 
medical insurance area.  Challenges included changing demographics, such as the ageing of 
society, more immigrants and changing disease patterns, limited resources and unlimited 
demands, and the need for continued public hospital reform. 

Dr Yang said that the future outlook for Shanghai’s health care system was bright.  
The goal was for Shanghai to become a leading medical service centre in Asia by 2010.  The 
city aimed to develop a structured and efficient disease prevention and health care delivery 
system, with modern medical institutions, excellent services, and staff of international 
standard.  The system needed to provide efficient and effective care, taking into account 
increased life expectancy and reduced inequalities.  Because of limited public financial 
resources for health and medical care, it was important to maximize benefits within resource 
constraints.  That meant that several strategies were to be put in train, including redistribution 
of facilities to areas of population growth, investment in prevention of disease and promotion 
of health, paying attention to the coordination and integration of services, undertaking asset 
restructuring and sharing of resources.  The Government’s role was also changing.  Reforms 
included creating a new legal structure for a medical service investment company; reforming 
systems of accountability, staffing and logistics; managing costs; taking a patient-centred 
philosophy, continuously improving quality, undertaking numerous reforms of procedures 
and rules; and implementing public disclosure of information. 

Professor Hu informed the meeting that Chinese health expenditure had been at 
around 5.2% of GDP in 2000.  Although demand for services had increased steadily, the 
capacity to provide care and services had improved and utilization rates had increased 
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significantly in Shanghai.  Important aspects of Shanghai’s health reform experience included 
establishing a medical insurance system, changing medical services patterns to a community-
oriented model, improving health system performance, capacity-building among health 
professionals, and creating a flexible operational environment. 

Current reform issues in Shanghai included cost escalation of medical expenditures, 
resolving the reimbursement mechanism, the lack of market mechanisms, the social costs of 
health system reform, the necessity to improve the health of the population, the piecemeal 
nature of reform and the necessity to build good services and link these to health targets. 

 

8 



 

Session 3:  General discussion on organization and management 
of health services in large cities 

The general discussion covered a broad range of points of interest arising from the 
presentations and the case study.  It was agreed that the key issues emerging from Professor 
Hu’s presentation in relation to health reform were: 

(1) The rapid increase in medical expenditures was placing a heavy burden on 
government, private enterprises, individuals and society. 

(2) The problems associated with reimbursement mechanisms, which had distorted 
hospitals’ functioning, had not yet been solved. 

(3) The current health care system lacked open market competition. 

(4) Unregulated drug price setting and pooled purchasing had increased the cost of 
health care reform. 

(5) The government needed to be sensitive to the issues involved in developing the 
health industry versus achieving the goal of improving the population’s health.  

The questions addressed in the discussion session following Vice-Mayor Yang’s 
presentation were: 

(1) How should cities like Shanghai create a more efficient and convenient medical 
service model that is both compatible with the current level of economic and 
social development and at the same time able to provide quality service with a low 
fee structure? 

(2) How should government, private enterprises and nongovernmental organizations, 
such as professional associations and medical institutes, play their respective 
complimentary roles in providing services to the patient/client, and ensuring 
coordinated and efficient interaction among all parties? 

(3) How can medical expenses be effectively controlled in a manner that still provides 
affordable but high quality medical services and maintains the dynamics of 
medical service providers? 

(4) How should the choice of improving medical service standards and selecting 
appropriate technology be properly balanced?  

In an interactive panel discussion among the experts from ten countries, together with 
other participants, a number of relevant issues were discussed.  The discussions suggested 
that the issues faced in many countries were generic, but solutions needed to be local.  The 
public/private mix required thoughtful consideration and a balanced approach.  An integrated 
system was the goal. 
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Further key points raised included the need for the private sector to be transparent, 
and the fact that compatibility of the public/private sectors was crucial.  The private sector 
could provide greater choice than the public sector alone, and private hospitals could also 
engender innovation. 

It was felt important to define roles of institutions across the public/private sectors.  
Perhaps one starting, point before addressing the question of public/private mix was dealt 
with was to ask questions such as:  what package of services is to be provided to the 
community?  The international experts present felt that the private sector needed to be 
regulated and accreditation and quality measures ought to be mandated.  Providing private 
sector incentives to public hospitals (e.g. keeping a budget surplus) could be beneficial.  If a 
government did not have the resources or the willingness to provide adequate amounts of 
public funding, then a complementary private health system became crucial.  It was 
acknowledged that for some countries (e.g. Canada) the question was not how could the 
private sector be increased but how could the public system be continuously improved as a 
one-tier system? 

A move to “gate-keeper” general practitioners was not necessarily the starting point 
for reform in Shanghai.  The larger question of public health service provision was a 
challenge for society and involved intersectoral collaboration as well as health promotion and 
prevention activities.  More resources were needed for public health, to train health personnel 
and interest them in public health.  It was also necessary to continuously reduce wastage of 
resources.  Concerning co-payment in the class system in Singapore, the care cost was lower 
in part because the package for lower-class care included basic care and standard drugs, a 
concept that could be extended in the future. 

In regard to information technology (IT), there were valuable lessons to be learned 
from various health systems.  IT should be patient-based, designed around care rather than 
looking at cost and billing as the starting point.  The information approach should begin with 
the patient.  Costs for IT capital and recurrent expenditures were high.  There were many 
examples of failure to learn from experience, but there were also an increasing number of 
examples of success.  There were high levels of risk in IT, especially in IT costs, and in 
securing benefits.  There were, nevertheless, many benefits to be gained.  IT should be seen 
as a solution to problems.  It was important, therefore, to be clear about the problem that IT 
was being mobilized to resolve and to involve clinicians in IT development. 

On the technical side, agreement on standard definitions, common data collection 
protocols, and agreed structures (e.g. International Classification of Diseases (ICD)) was 
crucial.  An important and fundamental idea was to have a unique identifier for patients.  The 
international experts emphasized a cautionary note:  beware of the noncompatibility of 
separate systems, which was a problem many countries and health sector organizations faced. 

In conclusion, it was agreed that there was a strong need everywhere for better public 
health programmes, policy and structures.  With regard to IT, this should be seen as a tool to 
improve citizens’ health, not as an end in itself. 
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Session 4:  Task force discussion – strategies for improving health 
systems 

The Meeting Moderator, Dr William Ho, developed a list of issues to be addressed: 

 Public health; 

 Reorganization of the system; 

 Costs of pharmaceuticals; 

 Alternative providers; 

 Managing the system; and 

 Research in evidence-based policy development. 

Public health 

Important issues and strategies for the Shanghai authorities to consider, drawn from 
international experience regarding public health, included raising the prominence of 
prevention and promotion.  Public health provision required an intersectoral approach.  It 
involved changing the behaviour of people, and this required different skills from those 
needed to provide acute, individualized care.  It also involved changing the behaviour of 
providers, which was particularly challenging. 

Reorganization of the system 

Most health systems across the world were pursuing integration, but this was easy to 
say and difficult to implement.  Putting everything in one system (i.e. integrating activities, 
creating partnerships and encouraging collaboration) was a strong model, but it could not be 
assumed to work without major effort.  Generally a lack of teamwork was found in different 
parts of every health system. 

Both training and providing incentives for collaboration were crucial.  When 
reorganizing the system or part of it, people needed some early gains to provide incentives for 
further reform.  Everyone was challenged by the need to find the balance between 
centralization and decentralization.  There were no straightforward answers, and the 
centralization/devolution issue was a challenge that needed to be tackled in a transparent 
manner.  Governance had assumed greater importance in recent years, and good corporate 
and clinical governance models needed to be found. 

Cost of pharmaceuticals 

The increasing cost of pharmaceuticals was difficult for every system to cope with.  
One response was more evidence-based decision-making to underpin pharmaceutical 
management issues.  Evidence-based prescribing was also vital.  Countries had introduced 
different strategies.  Some had restricted the choice of drugs, which helped to reduce costs.  
In others co-payments were used, and still others had noted that purchasing competition was 
a beneficial model. 
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Cost-benefit analysis of new drugs was important but problematic.  In some countries 
a tiered system for drugs had emerged.  Other useful ideas included:  finding ways to lower 
existing drug prices; looking at norms for prescribing; centralizing control of new drugs; 
using generic drugs and substitutes; having a capitation fee, inclusive of drug costs; and 
giving doctors responsibility for using low-cost drugs.  For some of these strategies, good IT 
systems were needed.  Using monopsony power was also a useful strategy. 

Alternative providers 

Another system approach to better delivery was to recognize and benefit from using 
alternative providers.  The advantage of a plurality of providers should be recognized, and 
diversity encouraged.  Involving the private and public sectors in the insurance scheme of 
Shanghai was considered important. 

Managing the system 

Sound clinician-management was seen as a crucial underpinning of good governance 
of any health system.  A tripartite management system (doctor, nurse and manager) was 
considered a strong management model.  Training was clearly important, and development of 
clinicians in social science and economic reasoning and principles was useful to complement 
existing scientific and patient-care skills.  

Whether there was a return on investment in management training was not confirmed, 
but a strongly held view was that there were clear benefits.  Teaching undergraduates 
management skills was not easy and perhaps broader skills rather than specific management 
training was required at that level.  Later, more senior staff needed management skills 
development.  Creating incentives for management performance and teamwork was also 
important.  

Research in evidence-based policy development 

It was strongly acknowledged that learning from others was fundamental to making 
progress in health reforms and those involved should be encouraged to look for evidence 
wherever it could be found. 

It was evident from the international experts that much experimentation existed.  
There was no level-one evidence, i.e. randomized trials in policy studies or in implementing 
delivery changes, but good, well-designed evaluation exercises were important and could be 
useful.  It was acknowledged that it was desirable to pilot test or simulate policy options if 
possible. 

Likewise, it was acknowledged that assessment and evaluation of policy options and 
change processes would always be difficult.  One distinct benefit in promoting and instituting 
reforms, however, was the learning that took place.  However, it was emphasized that it was 
not just academics who were ‘doing’ research in the policy development area; there were lots 
of natural experiments going on, e.g. restructuring or clustering of services in many countries. 
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Conclusions 

Many important ideas were canvassed during the session and many strategies for 
health system reform.  Each city and community had to choose the best mix, manage the 
system well, use international experiences to their advantage, make decisions based on 
evidence, and in many cases nurture progress through trial and error.  The participants of the 
Task Force Meeting hoped that the issues explored would significantly help in providing 
guidelines to move Shanghai’s health reforms forward over time and to establish a major city 
in the world with a health and welfare system truly addressing the needs of its citizens. 

In closing the proceedings, Vice-Mayor Yang and Dr Kawaguchi thanked participants 
for their participation in the meeting, which had been very important, interesting and useful 
both to the Shanghai authorities and to other cities seeking to revamp their health and welfare 
systems to better meet the challenges of the 21st century. 
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Welcome remarks 
Yang Xiaodu 
Vice-Mayor, Shanghai Municipal People’s Government, People’s Republic of China 

Dear guests, ladies and gentlemen, while the city of Shanghai is blessed with the most 
pleasant weather and the most beautiful view in early summer, we are very happy to see this 
Cities and Health Advisory Task Force Meeting, co-sponsored by the WHO Kobe Centre and 
the Shanghai Municipal Public Health Bureau, open here today.  First of all, on behalf of the 
Shanghai Municipal People’s Government, I wish to extend our warmest welcome to the 
government officials, experts and scholars who have come here for this meeting. 

At this long-awaited and carefully-prepared meeting, the participants will deliberate 
on the organization and management of health services in big cities, an important topic of 
common interest to health service managers in cities around the world.  The WHO Kobe 
Centre and the Shanghai Public Health Bureau are co-sponsoring this meeting with a view to 
drawing on the experience and expertise of experts and scholars from various countries and 
regions in the world and sharing opinions on how to promote health care undertakings in 
Shanghai through more efficient and equitable organization and management of health 
services.  The meeting has received kind attention and substantial support from the WHO 
Kobe Centre, Dr. Kawaguchi in particular, as well as an enthusiastic response from experts 
and scholars.  On behalf of the Shanghai Government, I would like to express our sincere 
gratitude. 

At this two-day meeting we hope that the experts and scholars here will contribute 
their insight without reserve.  The health service managers from Shanghai are also 
encouraged to appreciate this valuable opportunity for personal exchange and to participate in 
the discussions actively.  I believe that the meeting is set to be crowned with complete 
success, thanks to our joint efforts.  

Last but not least, I wish to thank all the Chinese and overseas staff for their strenuous 
efforts to make this meeting possible. 

I wish all of you good health and a pleasant stay in Shanghai. 

Thank you. 

15 



Welcome remarks 
Yuji Kawaguchi, M.D., Ph.D. 
Director, WHO Kobe Centre, Japan 

Honourable Vice-Mayor of Shanghai, Dr Yang Xiaodu, Honourable Mayors and 
high-level officials of other WKC partner cities, distinguished experts and representatives, 
colleagues, ladies and gentlemen, I have much pleasure in welcoming you to this Cities and 
Health Advisory Task Force Meeting:  Organization and Management of Health Services in 
Large Cities, jointly organized by the WHO Kobe Centre and the Shanghai Municipal Health 
Bureau, in this very special city of Shanghai.  Shanghai is special for many reasons.  One of 
the most important is the inspiring leadership of its Mayor, Mr Chen Liangyu, who gives high 
priority to addressing the health needs of Shanghai citizens.  For this reason, in February of 
this year, through Vice-Mayor Yang, a WHO Kobe Centre mission was invited to Shanghai 
to discuss the health issues involved, particularly in relation to rapid urbanization and 
population ageing, significant economic developments, and China's entry into the World 
Trade Organization.  With Vice-Mayor Yang’s enthusiastic wish and leadership, I responded 
positively that the WKC would provide appropriate advice to address the major challenges to 
health and welfare systems development in the 21st century in Shanghai and other large urban 
areas.  That mission, and now this follow-up Advisory Task Force Meeting, are, therefore, 
two major milestones for WKC as they emulate the very essence of WKC’s work to build 
global partnership networks to support health development through sharing experiences and 
providing timely and relevant technical information.  

Shanghai is not only one of the most dynamic cities in China, but indeed in the world.  
As such, its development is being observed with great global interest.  It is, therefore, 
extremely encouraging that the leader of Shanghai places confidence in WKC and its 
innovative approaches to gathering and providing sound evidence for policy decision-making 
and capacity- building.  

All over the world, increasing numbers of people are living in urban areas.  If we are 
to safeguard the health of these citizens and build economically viable communities, health 
and environment aspects must be addressed together.  Health depends on the ability to 
manage the interaction between addressing people’s needs and the safety and sustainability of 
the environment.  Partnerships are needed between different sectors at municipal level and in 
communities where people live and work.  In Shanghai, we have the leading example of 
frameworks for multisectoral community health services being worked out to replace the 
unisectoral medical model still common in many countries.  WKC was, therefore, particularly 
grateful to the Government of the People’s Republic of China, the municipality of Shanghai 
and its executing arm, the Shanghai Municipal Health Bureau, for graciously hosting, in 
Shanghai in June 2000, WKC’s first international meeting outside its host city, Kobe, Japan.  
That international meeting in Shanghai addressed  Community Health Care in Ageing 
Societies and, on the basis of experience shared,  confirmed that community health care is 
one area where innovative action can have rapid and encouraging tangible effects.  

With regard to health and welfare systems development in the 21st century, WKC’s 
mission is to provide evidence-based information for policy decision-making, and the 
expanding global cities and health network is a most vital link.  Our partnership network 
provides access to a rich learning base and compilation of case studies, success stories, best 
practices information, process tools, “outcomes” research, progress measures and 
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standardized data sets.  The WHO Kobe Centre, through its interdisciplinary and evidence-
based approach, is playing a key leadership role in bridging the gap between policy-making 
and research, resolutely promoting the use of sound information as the basis for action, which 
is known as the “WKC method”.  Equipping policy and decision-makers to work in their 
respective areas with evidence-based information in a timely and usable manner is critical for 
improved policies.  Specific information is, therefore, being collected and analyzed: 
(a) information on the health challenges of a given city; (b) detailed information on “success” 
and “failure” strategies and programmes implemented by cities to meet their health and 
health-related challenges, in other words comprehensive case studies; and (c) research-based 
global information on viable options and technologies to better manage the challenges and 
control the problems.  The computerized Cities and Health Information Package (CHIP) 
consolidates this information. 

In the last three years, in addition to various global collaborative research projects, 
WKC has organized several major events to give direction and impetus to its major work 
areas.  I would like to touch briefly upon the incremental evolution of some of the WKC 
Cities and Health activities, bringing us to the position whereby we can fulfil our unique role 
today.  

In 1999, the International Meeting on Cities and Health, held in Japan, outlined the 
basis for establishing a global network of civic leaders and researchers and an appropriate 
approach to the Programme's research agenda.  In 2000, the First Global Meeting on Cities 
and Health provided direction for effective mechanisms to collect and share information 
through use of new technologies to develop communication networks among partner cities 
and collaboration of city authorities with local academic institutions to develop human 
resource capacity.  Early in 2001, at the request of the Mayor of the City of Dunedin, New 
Zealand, Mrs Sukhi Turner, and in collaboration with the University of Otago, WKC’s 
Consultative Meeting on Private Sector Involvement in City Health Systems was organized in 
Dunedin.  That meeting concluded that the private sector would be a major partner in 
developing health and welfare systems in the 21st century.  That discussion was taken further 
forward at the Second Global Meeting on Cities and Health, held in Japan in June 2000. 
Stress was laid on the need to work towards an integrated package of health and welfare 
development and on the fact that public/private partnerships should ensure optimum 
utilization of city resources to achieve better health status.   It was also emphasized that both 
the public and private sectors needed regulation to ensure quality and equitable distribution of 
health, welfare and environmental health services in cities.    

In September 2001, the Second International Meeting on Cities and Health – Towards 
the Betterment of Citizens’ Health and Welfare Systems was held in the city of Mississauga, 
Ontario, Canada, at the gracious invitation of Mayor Hazel McCallion.  In Mississauga, we 
took stock of developments in the Cities and Health area to date, including the evolving 
"Mississauga Model" developed on the basis of the vision and mission of WKC to bring 
together experience and research as a basis for policies and programmes that directly affect 
the health and quality of life of city inhabitants.  There was concurrence that the Mississauga 
Model could be usefully adapted and used in other settings according to local needs and 
circumstances.  

Earlier this year, in February 2002, at the formal request of the Government of Japan, 
WKC organized the Cities and Health:  Summit on TB Control, which was held in Osaka, 
Japan, to discuss the prevention and control of the dramatic upsurge in tuberculosis as a part 
of cities' risk management. 
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These are examples of the types of unique opportunity WKC provides to assist the 
policy-making processes to find innovative and pragmatic ways to improve the health of all 
people. 

Vice-Mayor Yang, ladies and gentlemen, dear colleagues, sharing experiences within 
and across cities and nations is a cornerstone of the alliances that can provide support to build 
quality health and welfare systems for all people in the 21st century.  I am, therefore, 
confident that, with the wealth of experience and wisdom of all participants, this meeting will 
meet its important objectives and make valuable recommendations.  

Thank you once again for your participation and may I wish you stimulating 
discussions and a happy stay in Shanghai, People’s Republic of China. 

Thank you very much for your attention. 
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Director’s address 
Yuji Kawaguchi, M.D., Ph.D. 
Director, WHO Kobe Centre, Japan 

Honourable Vice-Mayor of Shanghai, Dr Yang Xiaodu, honourable Mayors and high-
level officials of other WKC partner cities, distinguished experts and representatives, 
colleagues, ladies and gentlemen, it is a great honour and pleasure for me to be in Shanghai 
and to welcome you to this Cities and Health Advisory Task Force Meeting:  Organization 
and Management of Health Services in Large Cities, jointly organized by the WHO Kobe 
Centre and the Shanghai Municipal Health Bureau. 

I would especially like to thank our host city of Shanghai, and particularly its Mayor, 
Mr Chen Liangyu, who, through Vice-Mayor Yang Xiaodu, most graciously invited the 
WHO Kobe Centre to hold this important meeting as a follow up to a WKC mission to 
Shanghai in February 2002.  The concern of Shanghai’s leaders for the health of its citizens is 
a striking example of the type of leadership required to mobilize different partners and 
capacities for innovative health and welfare systems development in the 21st century.  As 
Director of the WHO Kobe Centre, I, therefore, have full admiration for Mr Chen’s excellent 
leadership and the demonstration of full transparency with WKC.  May I also extend my 
appreciation to the officers of the Shanghai Municipal Health Bureau for their valuable 
support and close collaboration with staff of the WKC to organize this meeting. 

Indeed, to all participants who have travelled from near and far, may I thank you 
warmly for accepting my invitation to be with us.  The knowledge and experience you all 
bring to this Technical Advisory Meeting are the foundation for its successful outcome. 

As an introduction to this meeting, I am pleased to provide an overview of some of 
the major challenges faced in developing health and welfare systems, especially in urban 
settings, in this new century.  To put this into the context of WKC’s work, I will first provide 
a brief outline of our mission and principal programme areas.  This will be followed by a 
general global overview of the organization and management of health services in cities.   I 
will conclude with some suggestions for improving urban health management. 

1.  About the WHO Kobe Centre 

The WHO Kobe Centre was established in 1996, in the city of Kobe, Hyogo 
Prefecture, after the Great Hanshin-Awaji earthquake which cost the lives of over 6400 
citizens of Kobe and the surrounding area.  This great shock and devastation was 
accompanied by a strong determination and commitment by both the public and private 
sectors of Hyogo Prefecture and Kobe city, not only to reconstruct the damaged area, but to 
place the needs of the people at the centre of this development in a manner befitting the 21st 
century. 

Exchanging information and sharing experiences across countries and regions is of 
vital importance.  The WHO Kobe Centre is a proud symbol of such international 
cooperation for global health development.  WKC’s vision and major programme areas have 
one solid aim – that of improving the daily lives of citizens and facing up to what we know 
are the major challenges for mankind in this new century. 
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Looking back at health development in recent decades and looking forward with a 
keen eye to the future, WKC work focuses on three major areas:  (1) Cities and Health, with 
a strong environmental health component; (2) Ageing and Health, where we also address 
Traditional Medicine, and (3) Health and Welfare Systems Development, with a special 
component on Women and Health. 

2.  Management of health and welfare systems 

With respect to health and welfare systems development, what is it that, collectively, 
we are trying to achieve?  Our ultimate goal is very clear.  It is to make health and welfare 
services accessible, equitable and affordable to all.  We must, therefore, look at the 
management of services from the people’s point of view and we must know people’s needs 
and potential risks, rather than resorting to the traditional top-down administrative provision 
of services.  Attainment of an acceptable level of health is the fundamental right of all people.  
To facilitate this is the responsibility of government at all levels: national, regional, 
municipal – including city, and community levels. 

Among the many efforts made by various programme areas, two Global Symposia on 
Health and Welfare Systems Development in the 21st Century were organized by WKC in 
2000 and 2001 to discuss in depth issues related to health and welfare systems development. 

Let me quote the conclusions and the first two of 20 recommendations from the First 
Global Symposium: 

“Universal attainment of an acceptable level of health and 
welfare services should be the main purpose of health and 
welfare systems development.  Health and welfare systems 
development should be advocated by all as a social movement 
for human development….. 

….The State, the community, private enterprises and civil 
society should undertake health and welfare systems 
development as a shared responsibility based on a common 
vision and solidarity.  The challenge at this juncture of the 21st 
century is to ensure that health and welfare services are 
available to all and are at the core of human development.  This 
can be achieved through supporting the following 
recommendations:” 

Recommendation 1: 

“Recognizing that there is no one ideal model for achieving the 
integration of health and welfare systems, each country should 
work out its own strategic vision to attain health and welfare 
systems development.” 

Recommendation 2: 

“Health and welfare systems should coordinate their activities 
to increase efficiency and equitable access to services, in order 
to best meet the needs of the people.” 
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To achieve the above, WKC’s philosophy is based on three concepts:  leadership, 
innovation and a spirit of true partnership for health development.  As an international, 
interdisciplinary research centre with a unique mission and perspective and an expanding 
global network, WKC aims to define and support practical strategies that respond to present 
and anticipated future global health and welfare issues.  With its partners, WKC fosters and 
coordinates research for health development through an innovative, evidence-based approach. 

WKC’s mission is that of international and interdisciplinary investigation of issues 
relating to global health and welfare systems development.  That mission is pursued in three 
major areas:  (1) research of an international and interdisciplinary nature; (2) the collection, 
analysis and dissemination of information; and (3) the organization of significant conferences 
and symposia, such as this meeting, where the successes and failures of national and 
international experiences can be shared and the future addressed. 

How can we meet the challenges and aim to build better and fairer health and welfare 
systems for the people in communities of today and tomorrow?  For this, WKC has 
developed a solid partnership network among policy-makers and experts in research 
institutions who have the facilities to carry out collaborative research and seriously address 
current and emerging challenges.  This collaborative triad of partners, consisting of WKC, 
high-level decision-makers and researchers, is known as the WHO Kobe Centre Method and 
is being taken up in a number of WKC partner cities. 

 

 WKC 

 
International/governmental 

organizations 

Research Institutions 

City Authorities  

 

 

The WKC Method 

 

An outstanding example of the WKC 
Method is the Mississauga Model.  The City of 
Mississauga is in the Province of Ontario, 
Canada, and is headed by Mayor Hazel 
McCallion.  Last September, Mississauga 
hosted a WKC International Meeting, with 
many WKC partner cities participating to 
discuss better health and welfare status in cities 
and the elements of this Model.  The 
Mississauga Model emulates the WKC 
philosophy of leadership, evidence-based 
policy identification, and public/private mix 
and collaboration.  It is a model to be studied 
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and adapted in other settings.  We are, therefore, delighted that Mayor McCallion is present 
with us at this Meeting to provide us with more information on the experiences of her city of 
Mississauga. 

Despite advances in science and technology, a significant proportion of people in 
many countries still do not have access to services to meet even their basic health and welfare 
needs, and millions suffer and die unnecessarily every year.  This, in the 21st century, is 
unacceptable and is not economically viable as people are a nation’s most valuable resource 
and unhealthy people can only diminish this value, monetarily and in terms of human well-
being. In order to succeed, the approach used to develop a health and welfare system that 
meets people’s needs must be interdisciplinary, and there are many underlying issues that 
need to be considered, including:  (1) urban health patterns, (2) globalization, and 
(3) health and trade.  Each of these is a vast field in itself.  However, I would like to bring 
to light the essence of some of these main issues. 

Firstly, urban health patterns.  To create an efficient city health system it is 
essential to know the underlying causes of urban ill-health.  Cities need people who are alert 
and mobilize action to prevent potential problems arising. Urban health patterns clearly 
indicate that, throughout the world, the health scenario is undergoing dramatic changes.  This 
is reflected in the epidemiological transition apparent in developed regions, where the pattern 
of disease has shifted from one dominated by infectious diseases to one dominated by 
noncommunicable disorders, such as cardiovascular disease and cancer. However, in 
developing regions of the world, while the prevalence of noncommunicable diseases is also 
rising steeply, the burden of communicable disease still prevails.  These countries are 
experiencing what has been termed the “double burden of disease”.  Here we see an increase 
in the incidence of coronary artery diseases, diabetes mellitus, strokes and cancers.  All of 
these are “expensive” – in terms of quality of life and finance – to treat. 

Today we know the risks of communicable diseases and noncommunicable diseases 
in urban areas all over the globe.  What about our future? Increasing urbanization and 
congestion; out-of-date public services; increasing inequalities among rich and poor – rich 
getting richer, poor getting poorer; ageing populations; increasing stress and mental health 
problems; central decision-making, but local responsibility; environmental degradation; and 
terrorism, to name but a few. 

Another issue of great importance is globalization.  Globalization itself is not a new 
phenomenon.  What is new is the speed, scale, scope and complexity of global connections 
today.  Globalization is affecting human health in complex ways, with negative as well as 
positive implications.  On the negative side, the HIV/AIDS pandemic is a particularly 
devastating example.  Global expansion of a consumerist culture has brought with it an 
increase in lifestyle-related diseases.  Industrial pollution and toxic waste dumping have 
negative worldwide health impacts.  On the other hand, globalization has made possible the 
spread of medical and pharmaceutical advances, leading to eradication of some diseases and 
diminished incidence of others.  However, these benefits are far from being equally shared by 
all.  We are thus at a major crossroads.  All societies must be aware of the global trends in 
relation to humankind, health and welfare. 

Health in relation to trade is another important issue we must consider.  Trade has 
always had both positive and negative implications for health.  Increased trade among nations 
may enhance economic growth and could thus be beneficial for health.  However, it is also 
well recognized that trade can bring with it substantial health problems. 
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As part of the globalization process, world trade is growing substantially.  In fact, the 
share of trade in global GDP has almost doubled to 42% over the last three decades.  This 
growth is projected to continue.  The World Trade Organization (WTO), the international 
body that oversees the global trading environment, came into operation on 1 January 1995.  
WTO provides the principle contractual obligations determining how governments frame and 
implement domestic trade legislation and regulations.  It is the platform on which trade 
relations among countries evolve through collective debate, negotiation and adjudication.  
WTO is one of the international agencies that can have the most influence on health.  As a 
new member of WTO, China has the great potential to demonstrate ways of developing 
innovative models to support people’s quality of life and health. 

In deciding to become members of WTO, Member States also undertake and abide by 
certain rules.  One of the multilateral agreements annexed to the WTO Convention is the 
Trade-Related Aspects of Intellectual Property Rights – the TRIPS Agreement.  The TRIPS 
Agreement sets minimum standards of protection for all forms of intellectual property.  It 
also sets rights and obligations for governments in terms of their ability to limit these rights 
for public purposes, as well as to ensure that undisclosed information is protected if it is of 
commercial value. 

The clearest health implications of the TRIPS Agreement are on pharmaceutical 
policies, the allocation of patent rights and the cost of drugs.  The negative implications for 
developing countries are potentially: 

• higher consumer prices for drugs; 
• larger foreign exchange outflows due to higher imports and lower exports; and 
• smaller employment generation due to lower domestic production. 

Access to essential drugs is part of the human right to health.   Currently, however, 
since most people in developing countries have to find a means to pay for health care, 
including drugs, out of their own pockets, their access to essential medicines is gravely 
restricted, often impossible.  In my view, therefore, we must have an agreed clear value 
system for the benefit of all humankind.  In order to work for the better health of all people, 
we have to protect them and ensure they have access to essential drugs.  There is, therefore, a 
need for national systems to be in line with:  

1. rational selection and use of medicines; 
2. sustainable adequate financing; 
3. affordable prices; and 
4. reliable health and supply systems.   

People’s health gains must come before trade considerations.   Or, with innovative 
thinking and astute management, they can be mutually supportive.  A top priority of 
governments is, therefore, to ensure investment in the research and development of medicines 
needed by the poor.  Governments must also ensure strong public sector involvement and 
public-private partnerships to develop the needed new drugs at prices affordable to all.  This 
has important implications for China following its recent entry into the WTO on 
11 December 2001, especially considering the fact that China is the world’s seventh-largest 
pharmaceutical market. 

National health systems are also becoming increasingly linked with various aspects of 
globalization, including trade.  Regulations and standards intended to ensure the quality and 
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safety of health services will increasingly be established on an internationally agreed basis.  
This means that governments, when making policy, setting standards and drafting legislation, 
will have to take account of the international context.   

In this regard, the General Agreement on Trade in Services – the GATS Agreement – 
deals with policies that promote international trade and the privatization of health services.  
In this shift, we need a balance with regard to capacity-building, particularly at local 
government level.  For adequate public and private partnership there is a need to work 
together on health risk assessment and develop intersectoral management techniques. 

3.  Future direction 

How, then, do we go about building health systems that are more effective? We must 
first recognize the links between health and welfare.  These two closely related sectors have 
never been adequately addressed together.  While there is always pressure on the health 
sector to find cures, it is usually the ministries of labour or social affairs that are responsible 
for social security.  This type of situation has led to a failure to recognize the extent to which 
health depends on policies in other fields such as economics, environment, education, 
agriculture, transport, living and working conditions.  Unfortunately, the views of individual 
ministries are often severely restricted and their action fragmented. 

Today, countries are facing significant challenges in meeting the needs and increasing 
demands of people for improved health and welfare services.  WKC, therefore, emphasizes 
the need for a holistic and integrated approach to health and welfare systems development 
that recognizes that every aspect of government policy contains a critical health element. 

Since the late 1970s, countries in different regions of the world have pursued different 
paths towards decentralization, devolving, to a greater or lesser extent, political, fiscal and 
administrative powers to subnational governments.  Decentralization has been at the core of 
many recent health reforms, aiming to serve a wide variety of objectives, such as improving 
the performance of health systems, introducing healthy competition and fostering solidarity.  
Although it has been welcomed by many as a means of improving equity, efficiency, quality 
and financial soundness of health systems, it has also been feared by many as an invitation to 
chaos and the disruption of effective programmes. 

Although decentralization varies in different countries, the objectives underlying the 
decentralization process are similar: 

• to reduce disparities among regions; 
• to provide flexibility to respond to different local and regional problems and 

opportunities; 
• to improve local governance through increased autonomy and better 

accountability; 
• to mobilize private resources for local development; and  
• to empower people in the development of their communities. 

Today we know a good deal about many diseases and their causes, and we are very 
familiar with their effects.  Yet there is still the inclination for people to give over the 
responsibility of their health – usually too late – to the professionals.  In its programme of 
work, WKC, therefore, advocates support for self-reliant health.  Self-reliant health behaviour 
is most likely to spring from a system that is openly supportive and sensitive to the 
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individual’s and the community’s needs and social framework.  This calls for a shift in 
resources and authority, and more participation by individuals, the private sector and civil 
society in local governance, with central government fulfilling its leadership with respect to 
policy directions, regulatory mechanisms, and overall monitoring. 

In a world in which accessibility and affordability of health services are far from 
equitable, and with millions still dying from or being seriously affected by preventable causes, 
the task of decision-makers lies in finding the most cost-effective way for people to attain 
better health.  In this regard, WKC recognizes the importance of government and business 
sectors.  Today, the private health sector occupies a prominent position in the city health 
systems of many developed and developing countries, thereby having an enormous impact on 
the health of its populations.  However, a lack of understanding of this sector affects the 
appropriate development of city health systems.  First of all, debates and disagreement persist 
as to what exactly constitutes the private health sector. 

This, perhaps, can be best understood by examining the objectives served by 
involvement of the private sector in health development.  In my view, private sector 
involvement has the following five basic objectives: 

1. to improve delivery effectiveness to the user  (In this, there are at least two users:  
the public agency delivering the service and the consumer.  Unless both users’ 
needs are met, the service is not effective.); 

2. to increase flexibility in order to be responsive to changing needs of people, 
changing environmental conditions, changing competition, changing government 
goals; 

3. to become more self-administering, focusing on delivery effectiveness and quality, 
through selection of the provider that best meets the needs; 

4. to help reduce the economic cost of provision of services, for example, through 
competition to establish prices, or increase utilization ratios; and 

5. to minimize delays in providing services. 

Recognizing the importance of the private sector in health systems development, 
WKC organized the Consultative Meeting on Private Sector Involvement in February 2001 in 
Dunedin, New Zealand.  The involvement of the private sector in city health systems is 
undoubtedly one of the most important issues facing us in this new century.  In no other place 
is this shift in health systems management more significant than it is in Shanghai today.  And 
if we see this happening in Shanghai today, it will be happening in another city tomorrow.  
Therefore, it is becoming increasingly important to highlight successful experiences so that 
we can learn from them and adopt their positive aspects in the most appropriate manner. 

This is the fundamental basis for this meeting, which I believe will mark a milestone 
in the history of the development of Shanghai, as well as the activities of the WHO Kobe 
Centre, which has been working with its partners to fill the gap between research and 
decision-making processes for the betterment of people’s health.  This Task Force Meeting is 
also unique in that it is the first WKC international meeting to be organized to directly assist 
and advise city management. 

May I close by expressing once again my most sincere appreciation to officers of the 
City of Shanghai, particularly to Mayor Chen Liangyu and Vice-Mayor Yang Xiaodu. 

Thank you very much for your attention. 
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Australia’s health system 
Jeffrey Braithwaite 
Associate Professor and Director, Centre for Clinical Governance Research 
Faculty of Medicine, University of New South Wales, Australia 

Mark Cormack 
National Director, Australian Healthcare Association, Australia 

Summary 

This paper presents a discussion of the Australian health care system and the system 
of government that influences it.  A description of health care financing and expenditure is 
provided, together with a brief profile of hospital services delivery.  Central to Australia’s 
health system is its compulsory universal insurance scheme, Medicare.  Since its introduction 
in 1984, Australia has adopted a gradual rather than revolutionary path of health financing 
reform.  Medicare has remained largely unchanged and is accepted as a popular, equitable 
and efficient basis for financing health care in Australia.  The paper provides an overview of 
the Australian health care system, and deals respectively with responsibility for it, running 
the system and resource allocation issues.  The paper concludes by noting some of the main 
reform factors likely to affect future developments.  

Overview 

Brief international comments 

Australia’s health system is a mixed, pluralist, hybrid public/private system servicing 
19 million residents in a developed economy.  Health accounts for some 8.5% of GDP or 
around AUS$ 53 (US$ 28.6) billion.  The system employs around 610 000 people (1998 data).  
This allocation of resources is about middle of the range of OECD countries (Figures 1 and 2). 

 
The data in Figure 1 
show that, while the United 
States is an outlier in terms of 
international levels of health 
expenditure as a proportion of 
GDP, other developed countries 
tend to cluster together around 
the 6.5 to 9% range.  Australia is 
in the median range, providing 
funding at levels around 8.5% of 
GDP. 
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The differences and 
similarities in health expenditure 
levels are seen more clearly if 
presented as levels of expenditure 
per capita (Figure 2). 
 
 
 
 
 
 
 

Government 

Australia has a federal system of government, comprising a Commonwealth (national) 
Government, six State and two Territory governments.  The Australian constitution, which 
established the Commonwealth, was formalized in 1901.  There is also a municipal/local 
government tier within each State.  The Commonwealth has two houses of parliament with 
government formed on the basis of a majority in the House of Representatives (lower house). 
Terms of government are generally three years in duration, with Senate (upper house) 
members elected on a six-year term.  State governments have their own elected parliaments.  
Five of the State governments have an upper and lower house, and both of the Territories 
have a single house of parliament.  The roles of the Commonwealth and State/Territory 
governments overlap considerably and both have legislative powers.  

The Commonwealth is responsible for:  

• Taxation – income and consumption taxes 
• Distribution of revenue to the States & Territories 
• Social security and income support 
• Foreign policy, trade and customs 
• Immigration 
• Defence 
• Funding and policy responsibilities for a range of human services and 

infrastructure programmes including health.  Most of these also involve the State 
and Territory governments 

• Indigenous persons programmes 
• Family law, company law and aspects of labour law. 

State and Territory governments are generally responsible for management and 
delivery of the following public functions: 

• Health care 
• Public housing 
• Land planning and use 
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• Law and order 
• Justice and corrective services 
• Education 
• Human services 
• Transport 
• Revenue collection (apart from income and consumption taxes) 
• Primary industries 
• Labour and workplace laws 
• Public utilities. 

Local governments are responsible for: 

• Municipal functions 
• Public health functions 
• Land use and planning 
• Buildings 
• Public amenities 
• Health and human services (minor role). 

 
In reality there is involvement of at least two of the three tiers of government in most 

government programmes.  This may lead to complexity, but ensures that there is a healthy set 
of checks and balances and that the system is constantly being negotiated. 

Health care 

The centrepiece of the Australian health system is the Medicare (Australian 
Healthcare) Agreement, which provides hospital care – emergency, elective and continuing 
care from any public hospital – and medical and optometric care.  This is funded through 
taxation by a national compulsory health insurance scheme.  All citizens are eligible for 
hospital services, free at the point of delivery, and medical services, also free or with a 
modest co-payment.  Running parallel with the hospital, medical and optometric care is a 
range of other programmes covering pharmaceuticals (the pharmaceutical benefits scheme), 
aged care, community and allied health care and a Private Health Insurance subsidy set at 
30%.  

Medicare is the generic term.  There is a range of different elements to funding policy 
under this term: 

• The Medicare (Australian Healthcare) Agreements which last for five years and 
prescribe the roles and responsibilities of State and Commonwealth governments. 

• The Medicare Benefits Scheme – the open-ended scheme that funds primary 
health care. 

• The Pharmaceutical Benefits Schedule – the open-ended scheme that funds 
pharmaceutical subsidies. 

• The Public Health Partnership – based on the AHCA model of agreements 
between Commonwealth and State and Territory governments setting out roles 
and responsibilities of the Commonwealth and State and Territory governments 
and funding arrangements for public health services. 

• A series of Council of Australian Government (COAG) related funding 
agreements that include aged care arrangements. 
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Figure 3: Australia, its States and Territories
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Australia is a federation 
and, therefore, responsibility for 
public health care is split between 
the Federal (Commonwealth) 
Government and the governments 
of the States and Territories (see 
map, Figure 3), with local 
government agencies playing a 
lesser role.   
 
 
 
 

 
The Federal Government directly funds and manages the national payment schemes 

for medical services, general practice and pharmaceuticals services, and the State and 
Territory governments jointly fund and directly manage public hospital services and a range 
of community, health prevention, health promotion and education services.  The 
Commonwealth also directly funds and regulates the private health insurance subsidy and 
various other special programmes, including some national population health programmes, 
indigenous health and veterans services, as well as biomedical and health services research 
funding. 

Structurally, public health care is delivered through a network of private sector 
medical practices, public hospitals and community-based services.  At times the network has 
appeared to be too loosely connected.  For that reason, public hospitals and community-based 
services (but not general practices) were integrated under regional management group 
services in the 1980s.  These are variously called area health services, regional health services 
or health networks, depending on the State or Territory.  General practices were grouped into 
a voluntary network of more than one hundred Divisions of General Practice in the 1990s.   

The private hospital sector accounts for about 30% of the system.  Private and not-for-
profit hospitals have experienced some merger activity and shifts towards vertical integration 
over recent years.  Private hospitals tend to have a more restricted range of services and, until 
relatively recently, a lower overall case complexity. 

Responsibility 

In essence, the Commonwealth Government takes on financial risk associated with 
relatively uncapped, national health programmes, such as the Pharmaceutical Benefits 
Scheme and the Medicare Benefits Scheme.   The Commonwealth, State and Territory 
governments share financial risk associated with the capped, jointly funded hospital 
programmes, and the private and not-for-profit sector manages its own risk and provides 
complementary and in some cases duplicate services. 

The Medicare Agreement is a series of five-year bilateral agreements between the 
Commonwealth Government on the one hand and each State and Territory on the other, for 
base funding (centred on population and need) and the incentives to reform the health system 
over time.  The Commonwealth provided 45% and the States and Territories 47.4% of total 
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hospital funding in 1998/1999.  The scope of this agreement is essentially ambulatory: day-
only, short-stay and inpatient care in public hospitals.  Various adjustments are made for 
levels of private health insurance coverage, utilization drift, population growth and changes 
to a population’s age profile, and hospital costs indexation. 

More specifically, the Commonwealth Government’s principal responsibilities in 
health care are described below.  It has no direct health service management and delivery 
functions.  

1. Leadership in health policy, particularly on national health issues.  
2. Funding services provided by medical practitioners and optometrists 

(predominantly working in private practice).  
3. Joint funding (with States and Territories) of public hospital and related health 

care services. 
4. Funding of residential and community- based aged-care services delivered by 

nongovernment and government providers. 
5. Regulation of and subsidy funding for private health insurance. 
6. Special health programme funding, such as veterans and indigenous health care 

services. 
7. Research funding. 

The State and Territory governments’ principal responsibilities are described below.  
They are more directly involved in the purchasing and management of public hospital and 
related health care service delivery. 

1. Joint funding (with the Commonwealth) of public hospital and health care 
services. 

2. Purchasing and delivery of public hospital services within their jurisdiction. 
3. Purchasing and delivery of a wide range of community, allied health and public 

health care services. 
4. Provision of care for older persons and people with disabilities. 
5. Public and environmental health. 
6. Regulation of health care professionals and health care facilities. 
7. Research funding. 

Local government has an important but less significant role in health care.  Its 
responsibilities are as follows: 

1. Public and environmental health; 
2. Community services; and 
3. Provision of care for older persons and people with disabilities. 

The private and nongovernment sector is an important part of Australia’s health 
care system.  It has strong government support and its roles are as follows: 

1. Private health insurance funds; 
2. Private hospitals; 
3. Aged and community care service provision; 
4. Medical practitioners (most work in private practice); 
5. Dental and allied health care; 
6. Diagnostic and laboratory services; and 
7. Pharmaceutical dispensing. 
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One crucial issue is that the Commonwealth has responsibility for general practice 
and the States for hospitals.  The integration of the two is seen as highly problematic. 

Running the Australian health system 

Costs  

Most governments view the major problem with health care as the capacity to provide 
services against a multitude of drivers putting pressure on expenditure levels.  Affordability, 
accessibility and equity loom large in policy-makers’ discourse.   

Various cost containment measures are in place to reduce utilization and expensive 
service options including the supply of medical practitioners, restrictions on new technology, 
primary-care gateways, interspecialist services, restrictions on the levels of benefits paid, 
blended payment methods for doctors, and capping arrangements for hospital activity.  
Around 70% of doctors bill the Government in bulk for patients’ fees rather than bill the 
patient directly, even though the amount they receive is generally lower.  The results have 
been an average growth of health system costs of 4.9% per annum since 1989/1990 to the 
present. 

On the pharmaceutical side, there are co-payments set at reasonably modest levels, 
which provide access to a comprehensive range of drugs; control of drugs listed on the 
pharmaceutical benefits schedule, through measures such as clinical and cost-effectiveness 
criteria; and generic substitution.  The Commonwealth Government has instituted monopsony 
purchasing arrangements, reduced dispensing overheads though its subsidy payments to 
private sector pharmacies and implemented other measures to restrain pharmaceutical cost 
increases.  The results have been an average growth of pharmaceuticals costs of 9.2% per 
annum since 1989/1990. 

Public hospitals 

The main cost containment measure for public hospitals over many years has been 
capped budgets, thereby constraining volume and cost increases.  More recently, the National 
Casemix Development Program was introduced as part of the 1988-1992 Medicare 
Agreement between the Commonwealth and States and Territories.  The Australian National 
DRG Classification System (ANDRG) was developed and progressively revised over this 
period.  It has been implemented progressively for the funding of acute hospitals since 1993.  
It is now in place in some form or another in all States and Territories for most hospital types.   

Case-mix systems are used nationally to monitor utilization and performance in 
Commonwealth/State and Territory hospital funding agreements.  They are used by States 
and Territories to allocate and purchase hospital services, and by private insurers to purchase 
services and pay for them.  Case-mix is also used by provider hospitals in planning, 
benchmarking, strategic planning and quality management activities.  Current case-mix 
programmes include the National Hospital Cost Data Collection process, and the 
development of classification systems for sub-acute, non-acute, rehabilitation and ambulatory 
patient care services. 
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Health Insurance 

There is an optional private health insurance system providing access to private 
hospital care, choice of medical practitioner and ancillary and extras coverage.  Recent 
problems include perceived high premium costs, annual increases exceeding levels of 
inflation, perceived high co-payments for medical services and competition with a free-at-
the-point-of-delivery, good quality public system.  Some commentators also argue that the 
system of community rating (whereby all participants regardless of age or circumstance pay 
the same price for coverage) is a problem. 

In the 15-year period between 1984 and 1998 there was a substantial decline in 
voluntary private health insurance coverage – from 50% of the population (1984) to 30.4% 
(1998).  The financial viability of the public health insurance funds was said to be at risk as a 
consequence, and some commentators suggested that this led to intolerable pressure on the 
public health system.  Private health insurance fund members made selective use of the 
public and the private systems largely because of the cost of co-payments for treatment in the 
private sector. 

In 1998, the Commonwealth Government instituted a series of measures to address 
these issues.  First, a 1% income tax levy for high-income earners not in private health 
insurance was introduced (1998).  Second, a subsidy, set at 30% of the cost of premiums, was 
introduced for all private health insurance fund members (1999).  Legislation was introduced 
to address some issues about co-payments and to establish various mechanisms to improve 
price control, prudential arrangements and provide consumer information about private health 
insurance.  Subsequently, there was the abolition of community rating and the replacement of 
this with Lifetime Health Cover in July 2000.  This provided an incentive to join a health 
insurance plan early and stay with it across the life span. 

The outcome of these initiatives is that private health insurance membership rates 
have increased to around 45% of the population.  Some 52% more people are now covered 
for private health insurance compared with 1998.  However, some 55% of members have 
front-end deductible products.  Commonwealth expenditure on private health insurance rose 
to AUS$ 2.1 (US$ 1.1) billion in 2000/2001 compared with total Commonwealth outlays on 
public hospitals of AUS$ 6.3 (US$ 3.4) billion in 2000/2001.  Some commentators have 
suggested that a more efficient outcome would have been produced by injecting some or all 
o the private health insurance incentive funding directly into the public health system.   

Figure 4: No gap medical claims, 2000 to 2001 There has been a 
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suggestion that one problem with 
continuing support for private 
health insurance lies with the co-
payments that need to be made.  
Figure 4 illustrates the proportion 
of insured in-hospital services 
covered by a no- or known-gap 
arrangement between 1998 and 
2001.  Thus this problem appears 
to be resolving over time.  
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There are various criticisms of these health insurance initiatives.  Chief amongst these 
are the concern about the currently minimal impact on public hospital activity and the high 
cost of private health insurance compared with the “free” cost of public health services.  
There are concerns that most of the new private health insurance fund members are young 
and low-risk, and about the high opportunity cost.  Some observers worry about the wisdom 
of subsidies and Lifetime Health Cover and the sustainability and cost-effectiveness of the 
private health insurance arrangements. 

Resource allocation 

Figure 5 shows the total expenditure in 1999/2000 by the Commonwealth 
Government, State, Territory and Local and nongovernment sources.  The tables in 
appendices A to D provide further information on expenditure and activity. 

 

Figure 5: Resource allocation

1999/2000 Total expenditure A$ 53.7 bn
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Figure 6: Health expenditure growth by type of care
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The sources of funding for 
health care in Australia are 
illustrated in Figure 5. The 
Commonwealth contributes 
around 47.1% of total funding, 
State and Territory and local 
governments provide some 
22.9%, and nongovernment 
sources make up the remaining 
30.0% (1998/1999 data).  

 

 

 
The distribution of health 

care expenditure between 
1989/1990 and 1998/1999 shows 
that public hospital expenditure 
has declined, whereas private 
hospital expenditure, and 
expenditure on medical and 
pharmaceutical services, have all 
risen (Figure 6). 
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Figure 7: Health expenditure growth
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Health expenditure as a 
proportion of GDP has grown 
annually over the last decade, but 
this growth does not appear 
excessive (Figure 7). 

 

 

 

 

Figure 8: Health expenditure growth and GDP growth
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However, for the period 
1990 to 2000 health expenditure 
rose at a faster rate than GDP 
(Figure 8) thus putting constant 
pressure on the system. 

 
 
 
 

 

In summary, from 1995/1996 to 1999/2000 the private hospital proportion of total 
hospital activity increased from 30.5% to 34.5%.  Overall utilization per 1000 persons 
increased by 6.8% (19% in the private sector, 0.5% in the public sector).  Indicators of 
efficiency show a continuously improving system.  Day-only admissions increased from 
42.4% to 49.2% of total admissions.  Average length of stay decreased from 4.3 days to 3.8 
days (or 6.8 to 6.6 days if day-only cases are excluded).  Beds per 1000 population decreased 
from 3.3 to 2.8. 

Further developments 

There are numerous developments in train and health sector reforms yet to occur.  The 
population and its epidemiological profile are changing over time.  Systems reforms and 
expenditure patterns are expected to alter longitudinally.  Trends in consumerism, 
technological changes, different treatment practices and political preferences are all likely to 
change the policy settings and responses and delivery arrangements in the future.  Some of 
the key features of this changing landscape are:  
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• Ageing of the population:  some 12.2% of the population was over 65 years in 
1999; this is projected to be 18% of the population by 2021; 

• Shifts to community care, health prevention, promotion and education; 
• New models of care e.g. birthing centres, day surgery, hospital in the home, and a 

shift from institutionally based care e.g. in mental health, disability and aged care; 
• Coordinated care – pooled funds and cooperation to provide services across a 

continuum; 
• Efficiency – the perennial goal; 
• Quality and safety, e.g. the NSW Quality Framework, Australian Council for 

Safety and Quality in Health Care; 
• Adverse outcomes – the quality in Australian Health Care Study; 
• New communications technology; 
• New diagnostic and drug technology; 
• Clinicians as managers and clinical governance; 
• Systematization and organization of clinical work; 
• Political dynamics; 
• New funding methods e.g. case-mix funding; 
• Equity; 
• The knowledgeable consumer. 

In summary, future change is not likely to be revolutionary.  Gradual, evolutionary 
reform is anticipated.  No radical change is expected to the fundamental principle of 
Medicare as the central policy setting.  On the political front, conducting of trials or 
introduction of pilot projects designed to reform various aspects of Commonwealth, State and 
Territory responsibilities is the most likely path to be chosen.  That there will be constant 
monitoring of costs and reform measures over time to funding mechanisms is taken for 
granted by most commentators.  
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Appendices 
 
Appendix A:  Recurrent health expenditure data, 1989/1990 to 1997/1998 
 

 Proportion of recurrent health services expenditure, current prices, by area of expenditure, 1989–90 to 1997–98 (%) 
Area of expenditure 1989–90 1990–91 1991–92 1992–93 1993–94 1994–95 1995–96 1996–97 1997–98 
Total hospitals 40.6 40.1 39.7 38.6 37.7 37.6 37.5 37.9 38.4 
o Public acute care hospitals 32.3 31.3 30.7 29.8 28.8 28.5 28.3 28.5 29.2 
o Repatriation hospitals 1.7 1.7 1.7 1.5 1.0 0.6 — — — 
o Private hospitals 6.3 6.9 7.2 7.3 7.5 7.8 8.1 8.4 8.3 
o Public Psychiatric hospitals 2.0 1.9 1.8 1.6 1.4 1.3 1.1 1.0 0.9 
Nursing homes 8.3 8.6 8.4 8.1 7.8 7.5 7.5 7.5 7.5 
Ambulance 1.5 1.4 1.4 1.4 1.4 1.2 1.3 1.2 1.5 
Other institutional  0.2 0.2 0.2 0.2 0.3 0.3 0.4 — — 
Total institutional 50.5 50.3 49.8 48.3 47.2 46.6 46.7 46.6 47.4 
Medical services 18.4 18.7 19.0 19.6 20.0 20.2 20.0 19.6 19.3 
Other professional services 3.7 3.9 3.7 3.7 3.6 3.6 3.4 3.9 3.8 
Total pharmaceuticals 9.3 9.5 9.9 10.4 11.0 11.6 11.8 12.1 12.1 
o Benefit paid pharmaceuticals 5.4 5.0 5.2 6.0 6.6 7.0 7.6 7.8 7.7 
o All other pharmaceuticals 3.9 4.5 4.7 4.5 4.4 4.6 4.2 4.3 4.5 
Aids and appliances 2.1 2.2 2.2 2.2 2.2 2.1 2.0 2.0 1.9 
Other non-institutional services 14.4 13.8 13.8 14.4 14.4 14.3 14.5 14.2 14.0 
o Community and public health 5.6 4.7 4.4 4.9 5.2 4.7 5.1 5.0 4.8 
o Dental services 5.1 5.3 5.3 5.9 6.0 5.9 6.0 6.1 5.9 
o Administration 3.7 3.8 4.1 3.6 3.2 3.6 3.3 3.0 3.3 
Research 1.5 1.5 1.5 1.5 1.6 1.6 1.6 1.6 1.5 
Total non-institutional 49.5 49.7 50.2 51.7 52.8 53.4 53.3 53.4 52.6 
Total recurrent expenditure 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 
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Appendix B:  Growth in recurrent health services expenditure, 1989/1990 to 1997/1998 
 

Growth in recurrent health services expenditure, constant prices, by area of expenditure, 1989–90 to 1997–98 (%) 

 Annual growth rates 

Average  
annual  
growth rate 

Area of expenditure 

1989–90 
to 
1990–91 

1990–91 
to 
1991–92 

1991–92 
to 
1992–93 

1992–93 
to 
1993–94 

1993–94 
to 
1994–95 

1994–95 
to 
1995–96 

1995–96 
to 
1996–97 

1996–97 
to 
1997–98 

1989–90    
to           
1997–98 

Total hospitals 2.2 2.8 1.2 1.6 4.2 5.3 5.3 4.7 3.4 
Public non-psychiatric hospitals 0.3 1.9 0.9 0.7 3.2 4.9 5.3 5.6 2.8 
o Repatriation hospitals 6.1 0.2 -6.2 -29.0 -35.1 -93.4 3.6 -8.9 -35.9 
o Private hospitals 11.8 8.4 5.8 6.8 9.6 8.9 7.8 2.8 7.7 
o Public psychiatric hospitals 1.7 -2.0 -10.3 -5.1 -4.2 -7.3 -11.1 -6.5 -5.7 
Nursing homes 7.4 0.9 0.2 -0.1 1.0 5.6 4.9 3.3 2.9 
Ambulance -0.8 6.0 4.2 0.8 -7.6 11.8 -3.0 24.1 4.1 
Other institutional 6.9 6.8 0.1 66.3 5.2 7.6 — — — 
Total institutional 3.0 2.6 1.1 1.6 3.4 5.5 4.2 4.9 3.3 
Medical services 1.2 6.3 10.2 6.0 5.7 4.9 2.9 1.9 4.9 
Other professional services 5.4 -1.1 5.7 1.9 4.1 1.2 17.8 0.9 4.3 
Total pharmaceuticals 4.9 6.3 9.9 8.3 7.1 6.7 4.1 4.0 6.4 
o Benefit paid pharmaceuticals -4.8 5.6 19.6 14.0 6.8 14.5 4.6 1.8 7.5 
o All other pharmaceuticals 18.4 7.0 -0.9 0.6 7.5 -5.0 3.4 7.9 4.7 
Aids and appliances 6.3 4.9 2.5 4.4 -3.0 -1.3 2.3 -3.7 1.5 
Other non-institutional services -1.4 2.1 7.2 2.3 2.7 5.4 1.0 1.4 2.7 
o Community and public health -13.9 -2.6 16.2 10.0 -5.4 14.6 2.4 -0.1 2.2 
o Dental services 4.6 0.4 13.4 1.6 1.5 4.2 3.0 -2.2 3.2 
o Administration 7.2 10.7 -9.6 -6.6 18.6 -2.9 -5.0 11.2 2.5 
Research 2.0 5.5 1.3 11.1 8.9 5.8 5.2 -6.3 4.1 
Total non-institutional 1.7 4.4 8.5 5.2 4.8 5.1 3.7 1.7 4.4 
Total recurrent expenditure 2.3 3.5 4.9 3.5 4.1 5.3 3.9 3.2 3.8 
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Appendix C:  Establishments and beds, 1994/1995 to 1998/1999 
 
   1994–95 1995–96 1996–97 1997–98 1998–99 
        
        
Public acute and psychiatric hospitals     
 Hospitals(c)  745               756                727                764                755  
 Available beds  59,273          59,720           56,836           55,735           53,885  
 Beds per 1,000 population  3.3                3.3                 3.1                 3.0                 2.9  
 Non-admitted occasions of service)   31,567,409   34,543,875    32,030,998    32,605,248    34,251,233  
 Total recurrent expenditure ($'000)  10,749,443   11,864,360    12,160,897    13,025,745    13,677,391  
        
Private hospitals       
 Hospitals  328               323                319                317                312  
 Available beds  22,370          22,757           22,966           23,091           23,746  
 Beds per 1,000 population  1.2                1.3                 1.2                 1.2                 1.3  
 Total recurrent expenditure ($'000)  2,503,067     2,823,781      3,087,710      3,231,530      3,613,591  
        
Private free-standing day hospital facilities     
 Day hospital facilities  125               140                153                175                190  
 Total recurrent expenditure ($'000)  70,044          80,238           95,410         122,311         137,480  
 
 
 
 
 
Appendix D:  Hospital activity data, 1994/1995 to 1998/1999 
 
    1994–95 1995–96 1996–97 1997–98 1998–99 
       
Separations (’000)       
 Public acute hospitals 3,420 3,568 3,622 3,748 3,839 
 Private hospitals 1,460 1,577 1,685 1,793 1,875 
 Public acute & private hospitals 4,880 5,146 5,307 5,541 5,715 
       
Same day separations as a % of total      
 Public acute hospitals 37.7 39.8 42.0 43.3 44.7 
 Private hospitals 46.1 48.9 51.0 53.1 54.8 
 Public acute & private hospitals 40.1 42.5 44.8 46.5 48.0 
       
Separations per 1,000 population      
 Public acute hospitals 188.3 193.2 193.1 197.0 198.7 
 Private hospitals 80.4 85.1 89.2 93.2 95.5 
 Public acute & private hospitals 268.1 277.7 281.6 289.4 293.5 
       
Average cost weight of separations      
 Public acute hospitals n.a. 1.04 1.02 1.00 0.99 
 Private hospitals n.a. 0.95 0.94 0.96 0.91 
 Public acute & private hospitals n.a. 1.01 0.99 0.98 0.97 
       
Patient days (’000)       
 Public acute hospitals 15,567 15,607 15,181 15,152 14,989 
 Private hospitals 5,407 5,893 5,834 5,995 6,045 
 Public acute & private hospitals 20,974 21,499 21,015 21,146 21,034 
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The Mississauga health care experience 
Hazel McCallion 
Mayor, Mississauga, Ontario, Canada 

Canada – an overview 

Canada has a population of 31 592 805, with a birth rate of 11.21 per 1000 population 
and a death rate of 7.47 deaths per 1000.  The infant mortality rate is low, at 5.02 deaths per 
1000 live births, and the low-birth-weight rate stands at 5.5 per 1000 live births.  The fertility 
rate is 1.6 children born per woman.  Life expectancy at birth is high, at 76.16 years for men 
and 83.13 years for women.  Currently 12.8% of the population is over 65 years.  

Canadians are among the healthiest people in the world and the country ranks number 
three on the United Nations Human Development Index, which measures achievement in life 
expectancy, educational attainment and standard of living.  Canadians themselves rate their 
health second highest in the world, with 90% saying it is “good or better”, and 44% rate 
themselves as active or moderately active.  Of those aged 15 and over, 11.5% provide help to 
someone with a long-term health or physical limitation.  Sixty-two per cent of the population 
makes an annual visit to the dentist and 87% of women aged 18 and over have had a pap 
smear. 

The Canadian health care system 

The Canada Health Act (Federal Law) sets out nine requirements that provincial 
governments must meet through their public health care insurance plan in order to qualify for 
the full federal contribution under the CHST.  The nine requirements include five criteria – 
universality, comprehensiveness, accessibility, portability and public administration.  
Provinces and Territories cannot charge user fees or extra-bill, and must provide prescribed 
information regularly to the federal government. They must also recognize federal 
contributions for health care. 

The following health care services are covered: 
 
• insured health care services:  medically necessary hospital services, physician 

services, surgical-dental services 
• extended health care services:  extended services covered by the Canada Health 

Act include certain aspects of nursing home intermediate care service, adult 
residential care service, home care service, and ambulatory health care service 

The following health care services are not covered: 
 
• uninsured health care services:  prescription drugs, optometry services, homecare 

and long-term care in general, dental care services, etc. 

• de-listed services:  health services which are no longer covered by the provincial 
health plan (usually occurs after negotiations with provincial medical association) 

• supplementary services:  non-insured services covered by third parties (e.g. semi-
private hospital rooms, out-of-province/out-of-country beyond Ontario’s basic 
coverage) 
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The Five CHA Principles

Universality: all 
residents in the province 
must have access to public 
health care insurance and 
insured services on uniform 
terms and conditions

Accessibility: insured 
persons must have reasonable 
and uniform access to insured 

services, free of financial or 
other barriers such as 

discrimination

Public Administration: each 
provincial health care insurance plan 
must be administered on a non-profit 
basis by a public authority, which is 
accountable to the provincial 
government for its financial 
transactions

Portability: provinces must 
cover insured health services 

provided to their citizens on a 
limited basis while they are 

temporarily absent from their 
province of residence or from 

Canada

Comprehensiveness: 
the health care insurance 
plan of a province must 

insure all services that are 
“medically necessary”

 
 
 
In their September 2000 meeting, Canada’s First Ministers made the following 

commitments on health: 

– to work to improve timely access to and quality of health services of the highest 
priority to Canadians; 

– to strengthen their investments in the area of health promotion and wellness; 
– to continue to make primary health care reform a high priority; 
– to ensure that each jurisdiction has the people with the skills needed to provide 

appropriate levels of care and health services; 
– to collaborate on identifying approaches that can improve work conditions for 

health personnel; 
– to strengthen investment in home care and community care; 
– to develop strategies for assessing the cost-effectiveness of prescription drugs; 
– to develop electronic health records and to enhance technologies like telehealth; 

and 
– to invest in equipment, new technologies and facilities needed for sustaining and 

renewing health services. 

In January 2002 Canada’s Premiers made the following commitments on health: 

– to launch a jointly funded Premiers’ Council on Canadian Health Awareness 
aimed at improving Canadians’ access to health information; 

– to start a common review process for new drugs which will reduce duplication of 
effort and help to provide best quality of care; 

– to streamline the approval process for generic drugs by December 2002; 

46 



– to work with the Canadian Institute of Health Information to institute a Pan-
Canadian database on human resource needs, training requirements and scope of 
practice; and 

– to develop a coordinated long term care response for August 2002.  

Ontario – an overview 

Ontario Vision for Health 
 

To provide a health care system that promotes wellness and improves health outcomes 
through accessible, integrated and quality services at every stage of life. 
 

 
In 2000-2001, the Province of Ontario had a population of 11 874 400 in 2001, 38.2% 

of the Canadian population, with a population growth rate of 1.6%.  The median age of 
Ontario inhabitants is 36.5, with 12.6% over 65 years of age.  Life expectancy is 79.2 years. 
Real GDP in the province stands at US$ 2.495 billion, with GDP growth of 3.7% in 2001. 
Average income per person is US$ 15 289 and in 2001 the CPI inflation rate was 2.5%.  The 
unemployment rate was 6.9% in February 2002. 

The leading causes of death (and health expenditures) in Ontario include heart disease, 
stroke, lung cancer, chronic lung disease, breast cancer and prostate cancer.  The adult 
literacy rate is 70% and the province rates 3 on the Human Development Index.  Of males 
over 12 years of age, 23.1% smoke and 6% have 15 or more drinks per week.  The waiting 
time for elective procedures is three to six months. 

The Ontario health care system 

Ontario’s publicly-funded health care system provides coverage for the following: 

• all medically necessary services provided by hospitals and physicians; 

• home care; 

• mental health; 

• long-term care; 

• community health services; 

• public health; and 

• drug coverage for seniors, social assistance recipients and individuals with 
extraordinary drug costs or drug needs. 

Private sector spending is concentrated on pharmaceutical drugs, dental services and 
vision care. 
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The Ontario Budget Dollar
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Health Care Financing -
Ontario 

2001/02 Budget

0 $20B $40B $60B $80B

Revenue

Expenditures

Health
Expenditure

$23.7B

$63.3B

$64.3B

Health Care 
expenditures 
are 37.4% of 

total 
expenditures

O
N

T
A

R
IO

 
 

48 



Updated November 8, 
2001

Ministry of Health and Long-Term 
Care, Fiscal Strategies Branch

Provincial Operating Spending by 
Program Area, 1995/96 - 2001/02
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The Ontario health system comprises the following: 

Hospitals: 
• 155 corporations on 211 sites 
• 8 private hospitals (5 chronic facilities) 
• 8 cancer treatment centres 

Mental health services: 
• 4 psychiatric hospitals 
• 5 additional specialty psychiatric hospitals 
• 370 community health programmes 
• 305 homes for special care 

Health care providers: 
• more than 20 000 physicians 
• more than 78 000 nurses 
• 23 regulated professions & regulatory colleges 
• More than 400 health interest groups and professional associations 

Community services: 
• 1100 assistive device vendors  
• 1400 long-term care (LTC) agencies 

– 762 community support service providers 
– 43 Community Care Access Centres 
– 339 nursing homes  
– 168 homes for the aged 
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• 56 Community Health Centres 
• 385 clinical laboratories 
• 1011 independent health facilities 
• 160 agencies for drug and alcohol treatment services 
• 173 land ambulance operators 
• 37 public health units 

Drugs: 
• 2640 pharmacies 

System overview – hospitals 
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System Overview - Hospitals
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Total 
Expenditures 

approx. 
$10.7B/year

155 Corporations 
with 211 sites

Ontario Hospitals

119,300 full-time employees

69,000 + volunteers give 4 
Million hours/year

Average day

• 27,400 in-patients

• 14,400 emergency visits

• 2,700 day surgeries

13.7M  hospital visits in 2000/01

 
 
 
Organ and tissue donation: 

• In the 1999 Throne Speech, the Ontario Government committed itself to doubling the 
Province’s organ and tissue donation rate by 2005.  

• On 21 December 2000 new legislation, the Trillium Gift of Life Network Act, was 
passed. 

• As part of the Act, a new agency was established – the Trillium Gift of Life Network 
whose mandate is to plan, promote, support and coordinate organ and tissue donation 
across the province.  

• This legislation ensures the development of hospital policies for organ and tissue 
donation and the establishment of donor committees and trained consent requestors   
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System overview – Long-term care 
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System Overview 
- Long-Term Care (LTC)O
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Total 
Expenditure 
$3.2 B/year

LTC Community Sector

• 43 Community Care Access 
Centres that oversee the 
distribution of professional 
and personal support 
services

LTC Institutions

• 60,000 LTC beds in 518 
facilities

1,200 long-term  care agencies

 
 
 
Long-term care expansion: 

• In 1998, the Ontario Government committed $1.2B for the expansion of residential 
and community long-term care services. 

• This initiative included the addition of 20 000 long-term beds in the province of 
Ontario by 2004.  
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System Overview 
- Mental HealthO
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Estimated
Total 

Expenditure 
$2.5 B/year

Homes for Persons with 
Special Needs

• in the consultation phase for 
Homes for Persons with 
Special Needs to include 4 
Residential Housing 
programs

•5 specialty hospitals

•53 general hospital 
psychiatric units

•359 community mental 
health programs

•148 homes for special care
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Major initiatives 

Primary care 

• In 1997, Ontario approved the policy framework for Primary Care Reform 
– This framework recognized the need for flexible approaches to the delivery of 

primary care in order to meet the varied needs of communities across Ontario. 

• The common elements of delivery models include: 
– 24 hour, 7 days/week care with integrated teletriage 
– patient rostering/enrolment 
– multidisciplinary care 
– “group” or networked practices 
– extended hours of access 
– enhanced use of technology 

Telehealth 

• Telehealth Ontario is a free, confidential telephone service that residents of 
Ontario can call 24 hours a day, 7 days a week to receive health advice or 
information from Registered Nurses. 

• Telehealth service is provided in English and French with translation support and 
special services for individuals with hearing and speech difficulties. 

• The service receives over 4000 calls a day. 

Physicians 

• In 2001, the Expert Panel on Health Professional Human Resources released their 
report detailing recommendations to ensure the future supply of physicians in the 
province of Ontario.  

• The Government has implemented or is in the process of implementing the 
following initiatives in response to the report: 
– Development of a Northern Medical School in Sudbury 
– Development of two new Rural and Regional Training Networks 
– Expanding the existing International Medical Graduate (IMG) programme and 

creating a new IMG programme to assess foreign medical graduates 
– Increasing undergraduate medical enrolment 
– Increasing postgraduate training positions 
– Creation of a resident placement programme 
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Nurses 

• In January 1999, the provincially appointed Nursing Task Force released its report 
on the supply of Nursing resources detailing eight recommendations which were 
accepted by the Ministry of Health and Long-Term Care: 
– $375M to establish 1000 permanent positions for nurses in hospitals, long-

term care facilities and the community sector 
– Funding to employ Nurse Practitioners in underserviced areas of Ontario 
– Ongoing participation of nurses in organizational decisions that affect patient 

care 
– The creation of a comprehensive nursing resource database 
– Creation of Best Practice guidelines  
– The creation of a Chief Provincial Nursing Officer 
– Funding for nurse training, recruitm nt and retention e
– Upgrade to an undergraduate bachelor degree as the minimum entry 

requirement for nurses to practice.  

Public health 

• Anti-tobacco Initiatives – In 2001/2002 the Ministry spent $19 million aimed at 
reducing tobacco use and consumption. 

• Heart Health – The Government launched a five-year Heart Health programme 
to raise public awareness of key lifestyle factors to reduce risk of cardiovascular 
disease. 

• Breast Cancer Screening – The Government has expanded the Ontario Breast 
Screening Program to include 84 screening sites across the province. 

• Diabetes – Public health strategy aimed at reducing the risk factors associated 
with diabetes. 

• Healthy Babies Healthy Children – An early intervention and prevention 
programme for children aged 0-6 years and their families. 

• Influenza – Ontario is the first jurisdiction in North America to make the flu 
vaccine universally available.  During the 2000/2001 flu season, over 5 million 
doses of the vaccine were administered, resulting in a 97% reduction in health 
care facility outbreaks and a 50% reduction in reported cases. 

• Stroke – Ontario supports a stroke strategy to help reduce risk factors that lead to 
stroke. 

• Asthma – The Ontario Asthma Plan of Action includes such initiatives as pilot 
projects to develop education, treatment and management programmes for health 
care professionals, public health pilot projects to educate children in schools and 
day-care centres, and educating health care providers on best practices for dealing 
with asthma.  

• The Aboriginal Healing and Wellness Strategy was developed in response to 
the poor health and high levels of family violence in Aboriginal communities in 
Ontario. The strategy focuses on improving health and reducing family violence in 
Aboriginal communities by:  improving access to culturally appropriate primary 
health care and addiction services; and providing a range of crisis supports and 
education to respond to and address family violence issues and their underlying 
causes. 
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The Credit Valley Hospital – Mississauga 

The Credit Valley Hospital (CVH) in Mississauga, which opened in 1985, is world 
renowned for excellence and consistently achieves the highest award from the Canadian 
Council of Health Services Accreditation.  It is one of three hospitals in Canada to be fully 
accredited by the American Association of Blood Banks and one of nine hospitals in Canada 
accredited through the College of American Pathologists.  

The hospital, which covers an area of 440 000 square feet, currently has 395 beds and 
deals with more than 5500 patients and visitors daily.  It offers a broad spectrum of clinical 
services divided into ten programmes:  Oncology; Renal; Obstetrics and Gynaecology; 
Paediatrics; Cardiology; General Medicine; Surgery; Mental Health; Continuing 
Care/Rehabilitation; and Emergency. 
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Patient Volumes
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Governance and legislative framework 

The Hospital is a not-for-profit organization and a non-share corporation.  It is 
governed by The Public Hospitals Act of Ontario.  All of the land and buildings of the 
hospital are owned by the Credit Valley Hospital.  The Credit Valley Hospital Foundation 
and the Credit Valley Hospital Volunteer Partners raise funds solely for the benefit of CVH. 

The Minister has extensive powers to investigate and supervise the financial affairs of 
hospitals.  In particular, the Minister can recommend to Cabinet the direct administration of 
the financial affairs of a Hospital where it is in the “public interest” to do so, i.e. in cases of 
financial default or deficit, serious financial mismanagement, or serious clinical 
mismanagement. 

The Ontario Ministry of Health and Long-term Care (MoHLTC) provides support at 
both the regional and central level.  Hospitals are required to submit an annual Operating Plan, 
quarterly reporting and forecasts, as well as audited financial statements to the MoHLTC 
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Governance and Legislative
Framework

 
 

Credit Valley Hospital has an approved Comprehensive Master Plan valued at 
CDN$ 350 million subject to final approval of costs by the MoHLTC.  The Capital 
Construction Plan will double the size of the hospital and will provide care closer to home.  
Patients will no longer need to travel to the adjacent City of Toronto for advanced level 
maternal/child and cancer care.  The project will be funded by the Province of Ontario and by 
the Credit Valley Hospital through fundraising and other funding sources.  The funding split 
for some portions of the plan is 50:50 while other portions are 70:30. 
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Current needs and future trends in the German health 
care system  
Roland Trill 
Head, Hospital Management, University of Applied Sciences, Flensburg, Germany 

Background 

The population of Germany numbered 81.8 million in 2000, with an increasing 
number of elderly citizens.  Health care expenditure in 1997 was €268.75 million, with 9% 
going to prevention, 24% to hospitals and 18% to private doctors.  In 1998, 56% of health 
care expenditure was covered by General Insurance.  The health care system is made up of 
two main subsystems:  hospitals and private doctors.  Both subsystems are strictly separated, 
which is a problem.  In 1999, there were 118 681 private doctors in Germany. 

The hospital system 

There are 2240 hospitals in Germany, but it has been estimated that the number will 
decrease by about 15% in the next 15 years because of growing competition and the adoption 
of the new DRG (diagnosis-related groups) financing system, which will take place in 
2003/2004.  There is a trend towards integration of disease management programmes and 
increased use of multisectoral computer networks.   

Hospital expenditure, as a percentage of overall General Health Care Insurance 
expenditure, increased by 30% from 1992 to 2000, to 44.5%.  However, hospitals have a dual 
system of funding, with investment funding from the States and insurance company or private 
funding of running costs.  Hospitals are faced with increasing competition and an increasing 
number of privately-owned facilities. 

Areas of concern: 

• Increasing competition, deregulation on the macro and on the company level; 
• Quality of care; 
• Quality of management (development/training); 
• Computer systems (hospital information systems; health care networking); 
• Disease and case management (new forms of treatment). 

Figure 1:  Data on German hospitals 
Number of 
Acute care hospitals 
Other hospitals 

 
2252 (1999) 
1398 (1999) 

 
Decreasing 
Constant 

Beds (acute care) 565 270 (1999) Decreasing 
Patients (acute care) 16 261 000 (1999) Increasing 
Length of stay (acute care) 10.4 days (1999) Decreasing 
Overall costs 51 939 million € (1999) Increasing 
Costs per patient (acute care) 3112 € (1999) Increasing 
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The insurance system 

More than 90% of German citizens are members of the General Health Care 
Insurance scheme, which is compulsory and is based on income.  Additional private 
insurance is optional.  General Health Care Insurance is offered by more than 250 insurance 
companies. Competition between these companies was established some years ago.  The 
insurance premium is paid 50% by the employee and 50% by the company.  On average the 
percentage paid by the employee is 13% of income. 

Areas of concern include: 

• The rate of the insurance payments; 
• The range of the insured risks; 
• The competition between the companies (the varying risks of the insurance company 

members (risk-structure-balance) 
• The role of the insurance companies in new offers of health care models (e.g. disease 

management); 
• Health care is too expensive, what is the “right” price for health? 
• Insurance companies as health care managers (disease/case management). 

The Pharmaceutical System 

In 1999, there were 21 590 pharmacies in Germany.  The pharmacies are all privately 
owned.  Also in 1999, the 1100 pharmaceutical companies in the country had a turnover of 
€18.56 million.  The pharmaceutical system is part of the private sector and is controlled by 
some major international companies.  High price levels are a problem and some product 
imitations are available on the market.  Most medicines require a doctor’s prescription. 
Concerns include the price of drugs, the number of drugs and their effects.  The use of 
generic drugs increased from 34% to 56% in 2000. 

Conclusions 

What should be done to achieve an effective and efficient health care system?  
General critical success factors include:  strategy; structure; qualification; information 
technology; and motivation.  Some ideas include: 

• Define an integrative strategy (depending upon the cultural backgrounds of the 
country). 

• Stay on the agreed strategy! (Don´t “change horse during the race”.) 
• Find a health care structure without artificial borders. 
• Find a balance between the market and planning by authorities. 
• Qualify employees 
• Develop IT-networking systems. 
• Motivate people towards healthy living/behaviour . 
• Follow the rule “Prevention is better than treatment”. 
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The Hong Kong experience in health care reform  
William Ho 
Chief Executive, Hong Kong Hospital Authority, Hong Kong, People’s Republic of China 
 
 
Where we were in the 1980s 

Major reform of the Hong Kong health care system really began in the 1980s when it 
was experiencing a long period of rapid social and economic development.  Over the 
previous decades, the Government’s work on public health and communicable disease control 
had resulted in marked improvement in the major health indices like the infant mortality rate, 
life expectancy and the immunization rate, and a major decline in infectious diseases.  On the 
other hand, the health care system at that time was poorly equipped to deal with the 
increasing incidence of chronic illness and noncommunicable disease.  It certainly failed to 
match the expectation of the population in their increasing demand for high quality, patient-
centred services delivered efficiently, in line with developments in other spheres of life in 
Hong Kong. 

Traditionally, Hong Kong ran on a dual system of public and private providers in 
health care.  Besides public health work, the then Medical and Health Department provided 
hospital and low-cost primary care clinic services through government hospitals and clinics, 
as well as through subvention to those run by charitable organizations, called “subvented 
organizations” in Hong Kong.  A sizeable private sector existed side by side, represented by 
private practitioners, mostly in solo practice, and private hospitals that served more as places 
where different private doctors admitted their patients for care than organized medical centres 
with salaried doctors.  

 
        Public Sector     Private Sector 
 

Medical and 
Health Department 

Private 
hospitals 

Private 
doctors’ 
clinics 

 
 
 
 
  Direct provision         Subvention 

Government 
hospitals and 
clinics 

Subvented 
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and clinics 
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85% secondary/tertiary care    
15% primary care     
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Preparation for reform  
The health care system at the time faced the following challenges: 

• an ageing population and an increasing incidence of chronic diseases; 
• rising community expectations on the quality of care; 
• poor development of health care management, with hospital superintendents 

labelled as “failed clinicians”; 
• overcrowding and a poor environment in the government hospitals; 
• underutilization and inferior staff terms in the subvented hospitals; 
• inefficient use of resources, with wastage and shortfall occurring side by side; 
• relatively little development of community governance; and 
• a high wastage rate of public doctors and nurses into the lucrative private sector 

and low staff morale, cumulating in industrial actions. 

As the community focus was on the poor quality of the public hospital sector, the 
Hong Kong Government commissioned an Australian consultancy study on how the public 
hospital system could be better managed.  Primary care was not touched upon, and health 
care financing was also not a concern at the time.  This W.D. Scott Report (1985) 
recommended the following: 

• A statutory Hospital Authority (HA) should be established, independent from the 
Civil Service and given autonomy to revamp the management of public hospitals, 
while remaining under policy direction and funding from the Government. 

• The HA should take over all government and subvented hospitals under a single 
management structure and give all the staff equal terms. 

• An independent Board should be set up to govern the HA and a new management 
structure, emphasizing delayering and decentralization, should be established. 

• Extensive management training should be carried out to upgrade the knowledge 
and skills of hospital management. 

• The HA should be given power to revise the fee structure once improvements 
were in place. 

Reforms of the 1990s 

After years of public consultation and preparation, the HA was established in 
December 1990 by the enactment of a new law called the “Hospital Authority Ordinance”. 
The system became as follows: 
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The HA took over the management of all government and subvented hospitals on 
1 December 1991, the latter through the signing of agreements of understanding with the 15 
parent organizations.  In the early years, the HA accomplished the following: 

• Governance – Members of the Hospital Authority, comprising business 
entrepreneurs, legislators, professionals, community representatives and staff, 
were appointed by the Government to steer the reform and oversee the work of the 
executives.  In addition, the HA formed Regional Advisory Committees to include 
community input in its work.  At the third level, Hospital Governing Committees 
were appointed for all the hospitals. 

• Executives – Three Principal Officers were appointed to lead the executive 
structure at the HA Head Office.  After three years, a Chief Executive was 
appointed from among the three.  A Hospital Chief Executive was appointed for 
each of the hospitals and given higher remuneration so as to attract senior 
clinicians to go into management.  The previous middle layer of Regional Offices 
in the Medical and Health Department was eliminated to flatten the organization 
and each Hospital Chief Executive was, therefore, to report directly to the Chief 
Executive of the HA Head Office. 

• Systems – By taking over the previous government hospital system and 15 
different subvented hospital systems, the HA had to unify all management systems 
into one.  A common planning system was devised for all to use, which served to 
align the whole organization to common purpose and directions.  A single 
budgetary/treasury system was put in place, as was a single human resource 
management system.  Purchase of drugs and major equipment was centralized. 
Information technology (IT) development in the HA also pursued a common 
platform and common data definitions for all the hospitals and Head Office, 
choosing a build-rather-than-buy strategy. 

• Staff – All the staff were given the choice of a new HA package, comparable to 
Civil Service terms but enjoying more flexibility of cash, and definitely better 
terms than previously offered by the subvented hospitals.  Heavy investment was 
made in training staff on health care management, professional development, 
patient-focus attitude, teamwork and business support. 

• Macro service rationalizations – The HA concentrated on a systemwide efficiency 
drive through better utilization of the beds and facilities of ex-subvented hospitals 
to support the overcrowded ex-government hospitals.  Complementary hospital 
roles were delineated according to an initial clustering framework that divided the 
whole of Hong Kong into eight clusters.  Service networks were established for 
tertiary services that were not available in all major hospitals, while attempts were 
made to coordinate and control the introduction of new technologies, particularly 
with development of evidence-based medicine.  Attention and resources were 
channelled towards the corporate priority diseases and patient groups such as 
elderly services, stroke care, etc. 

• Service improvements – At the patient care level, significant improvements were 
achieved through instilling a patient-centred culture among staff and investing in 
improvement of hospital environments and services.  Patient complaints were 
taken seriously.  On the clinical side, Specialty Coordinating Committees were set 
up to drive professional development in each clinical specialty, including clinical 
quality audit, professional training, and advice on service development. 
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Four pillars of organizational transformation 
The HA can be said to have amalgamated knowledge and practice in business 

management with the values of professional and clinical management to create a new path 
adapting to the situation in Hong Kong to improve the equity, efficiency and effectiveness of 
the public health care system.  The myriads of work and strategies can best be described 
under the four interacting pillars of organizational transformation: Structure, Process, People 
and Culture. 
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C u ltu re 

P eop le P rocess 

 
Structure strategies 

The HA implemented a new structure with emphasis on clear lines of responsibility 
and accountability.  Besides the clear direct reporting relationship of the Hospital Chief 
Executives to the Chief Executive of the HA Head Office at the corporate level, major 
changes were also implemented at the hospital level.  In the past, hospital staff had worked 
according to traditional hierarchies, where doctors reported to doctors, nurses reported to 
nurses and so on, although they actually worked side by side in the same ward on the same 
patients.  Even doctors of the same specialty but working in different clinical departments in 
a big hospital seldom shared resources or practices.  It was also the case that Medical 
Superintendents in the past had little power of control and coordination. 

  
 
 
 
 
 
 
 
 

 

 
 

Doctors Nurses Allied Health 

 
 

Under the new structure, all the doctor teams, nurses and other staff of the same 
clinical specialty were amalgamated under a unified Clinical Management Team led by a 
Chief of Service, selected from among the senior clinical consultants.  The Chief of Service 
would have overall control over the departmental budget and human resources and was 
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assisted in the day-to-day operations by a Departmental Operations Manager, selected from 
among the senior nurses in the department.  There was thus every incentive to make the best 
use of the combined resources in the clinical department to achieve results, without the fear 
that departmental staff would be posted elsewhere by a central mechanism. 
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At the hospital leadership level, a team of General Managers and the Chiefs of 
Services of clinical departments would assist the work of the Hospital Chief Executive, who 
directly reported to the Chief Executive of the HA Head Office.  The corresponding 
governance structure at the corporate levels is shown below: 
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Process strategies 

As evidently implied in the new management structure put in place, one key 
transformation strategy was to instill clear lines of authority and accountability throughout 
the system from the top to bottom.  Whenever anything happened in any hospital in the HA, 
it could be traced to the accountability of three individuals:  the Chief Executive of the HA, 
the Hospital Chief Executive of the hospital, and the Chief of Service of the department 
concerned.  This clear accountability had to be accompanied by the necessary authority.  The 
HA believed in decentralization as a major strategy to put decision-making at the most 
informed level – the front-line units.  Thus, Hospital Chief Executives were given the 
authority to appoint the General Managers and the clinical Chiefs of Service, and to manage 
the hospital budget and manpower.  Likewise, the Chief of Service of each clinical 
department was given the authority to manage the departmental resources. 

In parallel with decentralization, there was a need for strategies to bind the whole 
organization of 50 000 staff together for common purposes and objectives.  With the 
participation of the HA Board, the HA derived its own Mission Statement encompassing the 
organizational objectives regarding each stakeholder party – patients, the community, 
Government, staff, and other bodies in the health care system.  On this basis, the HA further 
devised a long-term Vision for organizational development in relation to its purpose.  A 
formal process of strategic planning was adopted at both the corporate and hospital levels at 
regular intervals to keep the organization alert and updated on internal and external 
environmental changes. Finally, the organization aimed to achieve synergy among all 
operating units through an integrated process of annual planning. 

The annual planning process in the HA underwent many years of refinement and 
became the most important managerial tool in the organization, serving multiple functions: 

• Alignment of values through corporate determination of Strategic Directions of 
development. 

• Prioritization of service improvement programmes through a top-down and 
bottom-up approach, as well as interplay of vertical (hospital-based line 
management) and horizontal (by clinical specialties across all hospitals) input. 

• Efficiency through pooling compulsory productivity savings from each hospital 
and giving back to support priority improvement programmes on a competitive 
basis among hospitals. 

• Continuous quality improvement (CQI) through internal benchmarking and setting 
targets on a set of quality parameters covering clinical and nonclinical aspects of 
hospital management. 

• Encouraging outcome focus through linking resource input to output and outcome, 
and instituting discipline in quantifying improvements. 

• Demonstration of public accountability in the use of funds through publishing HA 
Annual Plans with measurable prospective targets.  

People strategies 

Dedicated, high quality staff remained the greatest asset of the HA.  Using merely 
2.5% of the GDP, the HA was able to provide very accessible, high quality and ethical 
services, compatible with those available in most advanced countries.  The organization was 
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able to attract and retain high quality staff through a good and flexible remuneration package, 
provision of training and an atmosphere of continuous learning.  An external audit by UK 
experts confirmed the very high efficiency of staff when compared internationally.  Key 
human resource (HR) strategies included the following: 

• Empowerment – It was the organization’s philosophy that innately every staff 
member would like to excel if given the opportunities and environment.  
Enhancing staff performance thus became the responsibility of supervisors 
through the yearly Staff Development Review process. 

• Training – Great emphasis was put on and resources committed to staff training in 
managerial, professional/vocational aspects, as well as psychological.  The HA 
believed in training clinicians to take up leadership roles in management. 

• Innovative HR approaches – Within the constraints of a public organization, the 
HA was innovative in deciding how its human resources could be best mobilized 
to produce results.  New ranks were created to suit changing needs.  Traditional 
manpower ratios were discarded, except for reference in the budget-based 
managerial environment.  Job descriptions gave way to competency sets.  

• Communication – Great effort was put into staff communication through multiple 
channels to keep the 50 000 strong workforce fully informed of organizational 
directions amid rapid changes.  A large-scale HA Convention has been organized 
every year for the past decade for collective learning and communication from the 
top leadership. 

• Recognition and reward – The HA rewarded performance through promotion and 
Best Staff/Best Team awards at both hospital and corporate levels, the latter 
covering all ranks, ranging from top clinicians to workmen and junior clerks. 
Awardees were given recognition in front of more than 1000 colleagues in the 
yearly HA Convention, and through articles in the media. 

 
Culture strategies 

Of all four pillars, this was the most important.  The HA endeavoured to cultivate its 
Core Value of “quality patient-centred care through teamwork”.  

• The HA exists for the purpose of serving patients.  Thus, great emphasis was put 
on training staff to adopt an empathetic outlook for patients’ needs, including 
changing their attitudes and language to be more patient-centred and customer-
focused. 

• As quality problems often arise at interfaces among different disciplines/hospitals, 
health care can only be delivered effectively through coordinated teams.  Much 
work was done focusing on patient transfers, shared protocols for chronic diseases, 
and team-building activities. 

• It was explicitly recognized early on that the HA is but only a part of the health 
care system.  Results can only be achieved through collaborating with others in 
partnership.  Major resources were committed to out-reaching teams and in 
training staff to acquire communication and negotiation skills. 

• Emphasis was also placed on empowering the community in the important role of 
prevention and continuous care.  Patient Resource Centres were set up in all major 
hospitals, and the HA’s Health InfoWorld served as the focus of community self-
help and health education activities. 
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Challenges in the new Millennium 

While the HA has successfully transformed the whole public hospital service in Hong 
Kong, the unsolved structural issues in the health care system have become more and more 
evident as stumbling block for further progress. 

First, improvements in the HA have been so successful that its market share in 
secondary/tertiary care has risen from 85% to 94%, with a corresponding sharp decline in the 
business of the private sector.  Since the Government has not initiated financing reform 
together with reform in quality, this would mean an unsustainable system in the long run. 
Current subsidy levels range from 80% for outpatient services and 98% for inpatient services, 
to 100% for emergency room services, and much of psychiatric and mental handicap services.  
The more efficient and effective the HA has become, the more patients have crowded into 
public hospitals and clinics, even the rich who could otherwise afford private care.  The HA 
has been forced to instigate clear guidelines on triage based on clinical need, thus leading to 
long waiting times in some non-urgent conditions.  The volume overload is eroding staff 
morale. 

Second, the attractive package, good career prospects and continuous learning 
environment in the HA have not only successfully retained high calibre staff, but have also 
led to a dwindling turnover rate of existing staff, which has stifled job opportunities for 
newcomers.  Coupled with the economic downturn in Hong Kong and a declining private 
market, the prospect for new medical graduates has become very bleak.  Together with the 
long working hours and promotion freeze, this has led to unrest and protests from junior staff 
that needed to be managed carefully. 

Third, the Government has imposed budget cuts in view of the deficit in the central 
coffer.  The HA has correspondingly recorded its first year of deficit, which will worsen for 
several years to come unless health care financing reform can be initiated soon.  On top of all 
these factors, Hong Kong is facing an ageing population, a higher-than-ever unemployment 
rate, and increasing public demands for new technology and expensive new drugs. 

New strategies 

The HA Board and executives, together with the Government and collaborating 
partners, have deliberated long and hard on the way forward, and have come up with new 
strategies: 

• The Government has committed to launching reforms in health care financing, but 
in an incremental manner.  In its consultation document, Lifelong Investment in 
Health, the Secretary of Health and Welfare announced stepwise reforms in fees 
and charges to target public money on the most needy, and plans for a compulsory 
savings scheme called the Health Protection Account.  

• The HA has embarked on developing explicit prioritization criteria for its 
specialist outpatient and emergency room services.  Those with higher clinical 
needs will be given urgent or early treatment.  Extensive communication with the 
primary care sector will be conducted to promulgate the triage categories and 
promote appropriate referral. 
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• Internally, the HA has implemented formal cluster management structures to 
manage the 44 public hospitals in five clusters.  Cluster Chief Executives have 
been appointed to drive efficiency and synergy within clusters, reduce service 
duplication, and orient towards a more community-based service model. 

• Work has begun to replace the existing resource allocation system, largely based 
on history and marginal adjustments, with a population-based resource allocation 
system for the clusters.  This will discourage undue competition for activities and 
provide incentives for replacing high-cost inpatient services with ambulatory and 
community services. 

• The Government plans to reorganize the public sector by asking the HA to take 
over the primary care clinics from the Department of Health.  In this way, the HA 
will be in a better position to integrate services and further improve system 
efficiency. 

• The HA has proposed to the Government a pilot scheme to promote health 
insurance and competition between public and private providers on level ground, 
to help drive efficiency on both sides.  

• In the long run, the HA hopes to help build up a viable and quality-assured private 
sector that can attract more patients who have been relying on the public sector.  
Work has begun in facilitating public-private collaboration, through sharing of 
patient information, sharing clinical protocols, providing training to private 
doctors, and assisting the development of IT in private providers to connect to the 
HA system. Contracting out of certain services to the private sector is also being 
considered. 

Concluding remarks 

The Hong Kong experience in health care reform has largely been a clinically-led, 
corporatization exercise of the public hospital sector.  Through adaptation of management 
concepts to the reality of the local system, the reform has met its objectives of improving 
accessibility, efficiency and quality of service, while keeping expenditure within 2.5% of 
GDP (Hong Kong spent 5.2% GDP on health, of which 2.5% was spent in the private sector, 
0.2% by the Department of Health, and 2.5% by the HA).  The affordable, high quality public 
hospital service has become one of the most treasured aspects of life among the population, 
and the utilization rate has been increasing rapidly. 

On the other hand, factors that were not touched upon in the reform agenda of the 
1990s have become limitation factors for further progress.  These include a lack of 
corresponding reform in health care financing, separation of primary from secondary/tertiary 
care, and public sector reform in isolation of the private sector.  As a result, the successful 
improvements in quality have paradoxically led to volume overload, a deficit in the health 
budget and staff burnout.  At the same time, the private sector has become less viable and 
competitive, thus worsening the situation.  Political and economic realities have not made 
tackling these core issues any easier, but the pressure on the public system has at last been 
felt universally and can be mobilized as the driving force for a new stage of reform. 
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Financing and controlling hospitals in Japan  
Naoki Ikegami, M.D., MA, Ph.D 
Professor and Chair, Department of Health Policy and Management 
Keio University School of Medicine, Tokyo, Japan 

What is “appropriate” treatment for a disease 

The appropriateness of treatment is a basic issue in health care.  However, the criteria 
on which a treatment decision is based shift according to: 

• the patient’s condition; 

• the doctor’s characteristics:  training, experience, encounters with patients, 
practice site; 

• how doctors are paid:  fee-for-service or salaried. 

Why payment should not be made according to the hospital’s charges  

Hospital charges may depend on such factors as: 

• each doctor’s individual judgment; 

• the level of sophistication and the frequency of the operation ( For example, the 
cost of using CT scanning equipment may vary by more than ten-fold as the 
depreciation cost changes according to the level of use.); 

• the income level of doctors, nurses, etc. (This begs such questions as:  Should 
doctors be paid 20% more, or 4 times more than the average worker?). 

A bottom-up approach to budgeting leads to inflation.  It is preferable to take a top-
down policy-led approach. 
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How Japan controls procedure costs under a fee-for-service system 

All providers are paid according to one fee schedule controlled by the Government 
and are prohibited from charging more.  The fees schedule is revised every two years to 
achieve the following three goals: 

• to contain health care costs:  even if fees remain the same, costs will increase due 
to a shift towards more expensive technology, ageing of the population, etc.; 

• to maintain a balance among health care providers:  keeping the share of the pie 
the same for each specialty, etc.; and 

• to achieve policy goals:  functionally differentiate among hospitals, clinics, etc. 

Revising fees is a two-stage process.  During the first stage the total rate of revision 
for all procedures is set. For example, in the revision of 1 April 2002, a total revision rate of -
2.7% was set.  A survey of providers’ financial status is taken into account, but the decision is 
mainly a top-level political one. 

The second stage involves revising the price for individual procedures, drugs, etc. 
Those showing too much of an increase, such as diagnostic imaging, procedures, or hospital 
outpatients visits are reduced, while the fees for procedures which need to be encouraged, 
such as paediatric consultations, are increased.  Figure 1 shows examples of fee reductions 
which took effect on 1 April 2002. 

 
Figure 1:  Examples of fee reductions 

    Old fee (Yen) New fee (Yen) 
CT scan (head)      6550    6200 
CT scan (body)      8800    8300 
CT scan (limbs)      6100    5700 
MRI (head)     16600  11400 
MRI (body)     17800  12200 
MRI (limbs)    16900  11600 

 
 

Trends in the price index of major fee schedule groups
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How Japan controls drug costs under a fee-for-service system 

The cost of all drugs is reimbursed by health insurance according to a set fee schedule.  
However, providers can buy drugs at reduced prices in the marketplace due to competition 
among wholesalers. 

How to reduce excess profit by providers? 

Drug prices are reduced by two methods: 

(1) A survey of market price:  wholesalers’ books etc. – prices are reduced to allow 
only 2% profit for health facilities and confidentiality of data is assured to all 
concerned; or 

(2) Unilateral decreases in price for new drugs selling well or for drugs that now have 
a generic. 

Setting the price of new drugs 

The price for a new drug is set relative to that of the nearest existing drug, but may be 
increased depending on how innovative the new drug is.  There is a strict and open decision-
making process for evaluating the innovativeness of new drugs.  International prices are also 
used as benchmarks.  If prices are 50% higher than the average of the list price in the United 
States, the United Kingdom, Germany or France, then they are reduced. The cost-
effectiveness of drugs is not directly evaluated. 

Problems in controlling costs 

Various problems have been encountered in trying to control costs: 

• Providers tend to focus on services that have fees higher than their costs, such as 
drugs and diagnostic testing. 

• Drugs:  Use of new and more expensive drugs 
– efforts to separate dispensing from prescribing:  41% 
– but:  use of generics only about 10%. 

• Diagnostic equipment:  Use of less expensive equipment (CT scans, MRIs, etc.) 
– wide diffusion of technology at relatively low costs 
– lowering and bundling of fees (In addition to lowering fees, further reductions 

can be made if multiple tests are ordered for the same patient.) 

• High-tech services tend to be underpriced. 

• High-tech services tend to be provided in public-sector hospitals receiving 
subsidies 
–  ¾ of general anaesthesia surgeries performed in either public sector or 

university hospitals that have only 40% of beds 
– but, fewer surgical operations:  per capita number one third that of United 

States. 
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• Long waiting times and inefficient management in public-sector hospitals 
– Always have enough patients, always have deficit. 

• Poor evaluation of quality 
– Monitoring has focused on costs, not quality 
– Government oversight:  Structural evaluation 

• number of doctors, nurses per patient 
• amount of floor space per bed 

– Little competition:  number of high-tech, public-sector hospitals limited by the 
amount of subsidy 

– Very few hospitals have formal quality assurance programmes or designated 
staff to evaluate quality. 

Attempts at reform 

There have been various attempts at reform, including: 

• High-tech services:  Ensuring that all hospitals try to provide full range of services. 

• Low volume, high cost:  Since 1 April 2002, surgical fees have been reduced by 
30% in hospitals that do not meet targeted volume  
 Target volume set for 110 surgical procedures  
 Hospitals that do not meet targeted number of operations per year will have 

deficit and will be forced to discontinue. 

• Introducing inclusive payment:  The National DRG project involving 10 hospitals 
was started in November 1997, but following problems arose: 
 How to obtain accurate diagnosis?  Poor medical records, discharge summaries  
 How to set payment levels, define outliers?  Based on historical payment: 

Cataract inpatient stay 7 days  
 How to check for the accuracy of the diagnosis? 
 How to monitor for quality? 
 Claims review has focused on “too much”:  How to check for “too little”. 

• Reform public–sector hospitals:  National and local governments must contain the 
amount of subsidy to public-sector hospitals by: 
 strengthening management responsibility and authority; 
 allowing hospitals to set their own pay scale; 
 linking subsidies to specific policy goals:  E/R, etc.; and  
 introducing cost accounting in each clinical specialty. 

This has been hampered by resistance by hospital staff and the community, the lack of 
good managers, and the structural limitations imposed by the fee schedule. 
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Lessons from Japan  

Several lessons may be learned from Japan’s experience: 

• Costs can be contained with a fee-for-service system 
– use of one-fee schedule 
– policy-, not cost- directed price setting 
– some success in meeting policy goals 

• Containing costs has its costs 
– overuse of drugs and diagnostic equipment 
– reliance on inefficient public-sector hospitals 
– inadequate monitoring of quality 

• Changing to a DRG-based system requires investment in information 
infrastructure 
– sophisticated payment systems require sophisticated information systems 

• Reforming public-sector hospitals requires changing the entire payment 
mechanism, management structure, staff pay scales 
– initial investment is needed before any improvement can be realized 
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The organization and management of health services in Seoul 
Ok Ryun Moon, M.D. 
School of Public Health, Seoul National University, Republic of Korea 

Demographic changes 

As of 1999, the City of Seoul had a population of 10.3 million, 21.7% of the total 
population of the Republic of Korea.  Increasing urbanization is continuing to aggravate the 
urban health and welfare problems already being faced.  The proportion of elderly citizens is 
increasing rapidly.  However, very little has been done to develop services to meet the ever-
growing demand for elderly care, particularly to cope with dementia.  Therefore, the burden 
on the health authorities is mounting in the area of public health and welfare service 
provision, as well as system development. 

Population
projection

(male)
Whole

country 44,554 22,357 22,196 2,657(5.9%)

Seoul 10,217 5,131 5,086 431(4.2%)
Whole

country 47,274 23,831 23,443 3,371(7.1%)

Seoul 9,981 5,024 4,957 530(5.3%)

2020
Whole

country 50,650 7,665(15.1%)

1995

2000

Year

Population
projection

(total)

Population
projection
(female)

Elderly
population

(over 65)

Current Population 65 and above & Projected

Population, 2020                          (Unit: thousand persons)

Source: National Statistic Office, The Future Estimated Population by City &
Province,  1998  

The health system in Seoul and its financing 

The Seoul City Department of Health and Welfare is in charge of health service 
provision and financing, supported administratively by Seoul City government and the 
Ministry of Government Administration and Home Affairs, and assisted technically by the 
Ministry of Health and Welfare. 
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O r g a n iz a tio n  o f  H e a lth  S y s te m

 
 
 
 

Number of Health Workers Employed at Health 

Facilities in Seoul
(Unit: 
person, %)

Source: Seoul Metropolitan Government, 2000

Health Worker Number (%)

Medical doctor 17,732 (25.0)
Dentist 4,641 (6.5)
Oriental medical doctor 2,589 (3.6)
Nurse 17,441 (24.6)
Pharmacist 1,154 (1.6)
Medical technician 9,081 (12.8)
Nurse-aide 17,804 (25.1)
Midwives 190 (0.3)
Medical records officers 402 (0.6)

Total 71,034 (100.0)

 
 
 
There are 66 general hospitals, 161 specialist hospitals and 5490 private practitioners’ 

clinics, 3340 dental clinics and 2233 oriental medical facilities.  Of the health facilities, the 
City owns only 10 public hospitals and 25 public health centres.  Health services are mainly 
provided by the private health sector. 
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Health Facilities of Seoul, 1999

Source: Ministry of Health and Welfare, 2000

(Unit: umber, %)
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The gross total budget of Seoul City for 2002 is US$ 8883 million, of which 11.6% 

(US$ 943 million) is allocated to health and welfare services. 

Most residents (98.6%) are covered by the compulsory national health insurance, and 
the poor (1.4%) by the public medical aid programme, financially shared by the City (80%) 
and the Ministry of Health & Welfare (20%).  National health expenditure can be broken 
down as follows:  10% from the Government (8.6% from central government and 1.4% from 
local government), 23.3% from the national health insurance programme and 66.7% from 
private out-of-pocket spending. 

 
 

Whole
country Seoul

Whole
country Seoul

Health Insurance
     Employees 17,577 8,765 37.7 57.9

Civil Servants &
Teachers 4,826 1,017 10.3 6.7
     Regional 23,491 5,167 50.3 34.1
     Subtotal 45,894 14,949 98.3 98.7
Medical Aid Program
     Class¢ñ 280 96 0.6 0.6
Class¢ò 489 97 1.1 0.7
     Subtotal 769 193 1.7 1.3

Total 46,663 15,142 100 .0 100 .0

Number of Population Percentage(%)

The Population Coverage of Seoul Residents with 
Health Security Program, 2002

(Unit: thousand persons, %) 

Source: Ministry of Social and Welfare
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The Criteria to Select Recipients of Medical Aid Program

Source: Ministry of Health and Welfare, 2000 

Income Assets
(person/month) (per household)

Under
320,000won

Persons in nursing and
welfare facilities Victims of

natural disasters
National heroes

Kwang-Ju democratic uprising
victims Persons of national

merit
Human cultural assets

Refugees from N. Korea
STD patients

Under
320,000 won

Class¥±

Persons, other than Class ¥° ,
as defined by the "National
Basic Livelihood Security

Act"

Under
29mil.won(1,2)
32mil.won(3,4)
36mil.won(5,6)

Classification Recipients
Criteria

Class¥°

Those unable to work as
defined by the "National Basic

Livelihood Security Act"

Under
29mil.won(1,2)
32mil.won(3,4)
36mil.won(5,6)

All recipients

 

 

Amount(million) (%) Amount(million) (%)
1990 11,097 46.2 11,931 53.8
1992 12,319 38.8 19,435 61.2
1994 15,420 42.8 20,631 57.2

Year
National Government Seoul City

Financial Share of the Medical Aid Fund of Seoul

Source: Seoul Metropolitan Government

 

 
 

Reform of the public health sector 

Roles of the public health sector 

The roles of the public health sector are seen as: providing health services, 
coordinating health services; providing health information and fulfilling a clearinghouse 
function; funding; planning for the ageing society; and providing a safety net for the poor. 

The function of the public health sector is limited in the provision of health services, 
but is very active in regulatory activities.  In other words, the health service depends 
predominantly on provision by the private health sector.  The poor are heavily subsidized by 
the medical aid programme, run by the district health centres.  They provide citizens with 
health and medical care and welfare services.  The poor are more likely to utilize health 
centre facilities as their unit fee schedules are markedly low. 
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Reforming public hospitals 

At one time public hospitals were the leading community hospitals.  However, since 
the 1960s, the status of public hospitals has changed due to the rise of private hospitals.  In 
1982, a remarkable change was introduced to the ownership status of public hospitals: one 
became a public corporation hospital, five became trustee hospitals and the other five 
remained as they were. 

 
 

Hospitals of Seoul by Ownership Status, 1997

Source: Ministry of Health and Welfare, 2000

No (%) No (%)

National 2 2.8 3 3
Municipal 2 2.8 3 3
District 1 1.4 - -

1 1.4 - -

School 20 28.2 1 1
Special legal 4 5.6 - -
Financial 3 4.2 3 3
Medical Welfare 1 1.4 2 20
Society 1 1.4 - -
Medical 18 25.4 12 12
Private 19 26.8 76 76

71 100 100 100

General Hospital

Total

Hospital

Public Hospital

Public Corporation Hospital
Foundation Hospital

 

 
 
In general, public hospitals in Seoul are inferior to private hospitals in the area of 

technical competence of professional staff, financial self-sufficiency and the number of 
patients.  However, they are doing quite well in caring for poor patients.  Not surprisingly, 
there is a remarkable difference among public hospitals of different ownership status as 
regards the number of poor patients who are being cared for under the medical aid 
programme.  This is the strong point of the public hospitals. 

Municipal hospitals in Seoul face many problems.  These include: a lack of 
responsible managers; inefficient use of hospital manpower, including overstaffing; a lack of 
professional expertise; poor financial self-reliance; and outdated equipment and facilities. 
Thus, there is great and urgent need to strengthen public hospitals, especially in the areas of 
geriatric care, rehabilitation, and mental health activities. 

One solution has been to turn hospitals into public corporations.  The Kang Nam 
Hospital is a good example of a public corporation which seems to work fairly well in terms 
of both efficiency and public interest.  Its financial self-reliance rate approached 92% in 2001. 
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Status of Municipal Hospitals of Seoul, 2002 

Source: Regional Health Planning, Seoul Metropolitan Government, 1999-2000

%, Self-
sufficiency

-2000
Direct

Running Dongbu 100 199 16 50 .0

(948 beds) Children’s 150 108 4 24.3
Seodeamun 301 180 8 23.9
Eunpyung 197 114 4 26.4

Public
Corporation
(500 beds)

Trusted
Operation

Boramae 551 747 19 83.7

(1,919 beds) Yongin 504 80 2 -
Baekam 171 54 2 -

Chukryung 188 58 2 -
Koyang 314 67 4 -

Hospital No of
Beds

Manpowe
r

85.6

Specialt
y

Kangnam 500 548 25

���������������������������������������������������������������������������������������������������������������������������������������������������������������������������������������������������

���������������������������������������������������������������������������������������������������������������������������������������������������������������������������������������������������

 

 

 

1995 2001 1995 2001

Dongbu 44.3 41.3 53 58

Children’s 1.3 26.6 41 71

Eunpyung 29 18.4 31 41

Seodaemun 20 23.9 57 57

Trusted Boramae 92.8 83.7 34 15

Incorporated Kangnam 86.1 91.8 36 57

Direct
Running

Self-sufficiency

(unit:%)

Financial Assistance

(unit:100 million won)

���������������������������������������������������������������������������������������������������������������������������������������������������������������������������������������������
������������������������������������������������������������������������������������������������������� ���������������������������������������������������������

Degree of Financial Self-Sufficiency and Financial Assistance
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Kangnam Boramae Dongbu Reference Hospital

20.1 16.5 27.3 17.5
39.8 40.5 54 38.4
10.3 6.8 9.1 -

57.97% 87.20% 22.00% -Efficiency of Manpower**

Medical Doctor
Nursing manpower
Administrative worker

Number of Health Workers per 100 Adjusted Patients*

(Unit: person)

Source: The City of Seoul, Internal Data (1997)

* Adjusted Patients=(No. of outpatients)*1/3+ (No. of inpatients)
**Value Added/ personnel cost

 

 

 

The Boramae Hospital: Before & After Joining the Trust Management

(Unit: person, hundred million won, %)

Source: The City of Seoul, Internal Data (1997)

24
Self-reliance (%) 50 80.7 86
Grant-in-Aid 12 16
Revenue 11 417 488
Management
(Increase rate) 100 220 278
No of Inpatients / 19,945 43,835 55,394
(Increase rate) 100 1,385 1,476
No of Outpatients / 3,989 55,239 58,836
Welfare patient
No of Inpatients / 69 407 485
No of Outpatients / 80 1,503 1,530
Patient care

Before Joining the Trust After Joining the Trust
1986 2000 2001
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Managerial Indicators of Public Hospitals, 1997

% Medical Aid No. Adjusted Rate  of Increase/

Program Patients Decrease

Beneficiaries Per 100 beds for Adjusted Patients

Kangnam 24.6 143.7 7.7

Boramae 16.0 163.0 3.9

Dongbu 44.6 76.9 -16.6

Children’s 98.5 149.0 -5.3

Eunpyung 30.2 149.0 1.6

Seodaemun 43.2 106.4 24.7

Public Interest Managerial Efficiency

��������������������������������������������������������������������������������������������������������������������������������������������������������������������������

Source: The City of Seoul, Internal Data (1997)

 

 

 

Patient Care Activities of Public Hospitals

Source: KIHASA (1995), Samsung (1996)

Number of adjusted ALS %
cases/100 beds/day (Days) Initial Visits

Kangnam 135 13 35.9
Boramae 135.2 10.9 15.7

Dongbu 108.6 13.3 18.6
Eunpyung 104 44.8 7.3
Seodaemun 22.8 47.7 n.a
Children's 251.9 239.8 45.6

���������������������������������������������������������������������������������������������������������������������������������������������������������������������������

 

 

84 



Conclusions 

Several lessons may be learnt from the experience of public health sector reform in 
Seoul: 

1. Each public hospital needs to be adequately staffed with qualified medical 
personnel to meet local needs. 

2. There is a desperate need to activate public networking between the public 
hospital and health centre system.  

3. Trust management requires efficient management to bring about a change in the 
image and roles of the hospital. 

4. The public sector is of vital importance to the poor who have nowhere to go if the 
private sector predominates. 

5. Forming public corporations is one solution to address inequalities in public 
health hospitals. 

 

85 



The Singapore experience in health care financing  
Suet-Wun Lim, MBBS, MPH, MBA 
Deputy Chief Executive Officer, National Healthcare Group, Singapore 

The views and opinions reflected in this article are those of the author and do not 
necessarily reflect the views of the Ministry of Health, Singapore, nor the National 
Healthcare Group, Singapore. 

Background 

Singapore is a small, young nation.  Gaining independence from colonial rule in 1963, 
the island city-state of about 400 km2 now has about 4 million inhabitants.  Until the recent 
global economic slowdown, Singapore had experienced rapid and sustained economic growth 
taking it, within one working generation, from a third-world nation to a per capita GNP of 
US$ 20 892.  Through a unique combination of health care policies and methods, Singapore 
has evolved its health care provision and financing into a system providing a good outcome at 
relatively low cost. 

Philosophy 

The Singapore Government’s philosophies have, from the outset, been a unique 
combination of meeting social objectives using market paradigms.  This can be seen in its 
successful world-class housing programme.1  Eighty-five per cent of Singaporeans live in 
government-built apartments and 82% of the residents own their apartments.  Singapore has 
no slums and one of the highest home ownership rates in the world.  In the system, provision 
is means tested.  Government apartments of differing size are chosen based on what each can 
afford.  There are social and market forces in the system. 

The Singapore Ministry of Health’s policy reflects these same philosophies.2  Its 
objectives are as follows:  

 To promote good health and reduce illness through its policies and programmes; 

 To emphasize individual responsibility for health e.g. through financing; 

 That the Government will provide access to good and affordable basic care; 

 To use competition to improve and make efficient the provision of care; 

 To intervene where the market fails. 

                                                 
1 Annual Report 2002/2001.  Singapore, Housing and Development Board. 
 
2 Annual Report 2001.  Singapore, Ministry of Health. 
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System effectiveness 

In the World Health Report 20003, Singapore’s health care system was rated 6th for 
overall health system performance, 14th on level of health, yet only 38th in terms of health 
care expenditure per capita.  Indeed, Singapore currently spends only 3% of its GNP on 
health care.   

These underlying philosophies and implementation of policies like co-payment, meant 
that Singapore did not do so well for “fairness in financial contribution” ranking 101-102 
with Lebanon. 

Evolution of the system 

At independence, Singapore’s health care framework was similar to the British 
National Health System.  From its own philosophy, Singapore’s health system has evolved 
into something very different and unique.  Principle changes occurred in the early 1980s.  At 
that time, three major problems were identified, resulting in three significant related solutions. 

1. Rapidly changing demographics  

Singapore’s rapid economic progress (and oversuccessful child restraint policies) 
have resulted in a rapid fall in fertility rates.  The demographic changes have been 
compressed to exacerbate financing issues.  The population is transitioning from a youthful 
population to an ageing population with the same speed as the economic growth.  

 

 SSiinnggaappoorree’’ss  PPooppuullaattiioonn  DDiissttrriibbuuttiioonn  
bbyy  AAggee  aanndd  SSeexx   
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3 The World Health Report 2000. Geneva, World Health Organization, 2000. Statistical Annex. 



This change, coupled with health care expenses being largely for the elderly, made a 
tax-funded system untenable in the long run.  It became clear that the baby boomers needed 
to save for their future medical expenses.  Thus Singapore created its Medisave system (vide 
infra). 

2. Little co-payment by the user at point of use  

Having no natural resources, Singapore is fearful of a dependence attitude among its 
people.  Pricing was used to augment this policy.  Singapore has eschewed equating equality 
of health services for equity.  The Ministry of Health, therefore, began a policy of co-
payment at point of use, even for those receiving large government subsidies (vide infra). 

3. Provider productivity and responsiveness issues  

Hospitals run by the government suffered from several problems.  There was limited 
accountability under the cash accounting system.  Here revenues and expenses did not meet 
within the hospital.  The Government paid the expenses and revenues were given back to the 
Government.  Chains of command were long and decision paths slow.  For example, hiring 
was done by the Public Service Commission, which had to employ all other civil servants.  

In many industries, the separate roles of making policy, enforcing regulations, 
purchasing and providing services have devolved to different bodies.  Prior to the 1980s, all 
four roles were directly managed by the Ministry of Health.  Problems arose, for example, 
when the public complained about perceived ineffective hospital management.  Defending 
the hospital would put the Ministry of Health at odds with its purchaser and regulator roles. 
Hence the Ministry started the process of “restructuring” or corporatizing its providers (vide 
infra). 

Medisave 

Started in April 1984, this is a system of compulsory personal health care savings 
which reinforces the concept of personal responsibility but suffers from no pooling of risk.  
Hitherto, the Singapore Government has been wary of the moral hazard4 associated with 
health insurance.  In Singapore this is commonly referred to as the “buffet syndrome”.  
Further, health care expenditure often does not fall under the concept of an insurable risk5 and 
is a third party payment with little or no benefit from the law of large numbers.  

For a hospital such as Tan Tock Seng Hospital, 44% of annual revenue comes from 
Medisave.  Medisave has been augmented by two programmes; Medishield and Medifund.  
Medishield is an insurance plan started in 1990.  Singaporeans can use their Medisave to pay 
the premiums.  The system was introduced on an “opt-out” basis.  Those who do not write in 
to opt out are assumed to have opted in.  Medishield also requires co-payments.  

Medifund is an endowment fund.  The Government contributes to the fund when it 
has a surplus.  Started in 1993, the Medifund endowment fund stands at US$ 391 million and 
the interest from this is available for disbursement of grants.  Only patients in “C” and “B2” 
class are eligible and the grants are used to offset their co-payments.  Grant approval for each 

                                                 
4 Affordable Health Care; “A White Paper”, Ministry of Health, Singapore. 
 
5 Vaughan EJ. Fundamentals Risk of And Insurance, USA, John Willey & Sons, 1986. 
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case is given by a committee of grassroots and community leaders.  To date, there has been a 
99% approval of grant requests. 

Patient co-payment 

Singaporeans can choose between for-profit and government provision of care.  For 
government inpatient care provision, patients may choose different classes of care with 
varying subsidies. 

 

Class A    0% 
Class B1  20% 
Class B2+  50% 
Class B2  65% 
Class C  80% 

Government Subsidy Targets for Different Inpatient Class  
 
 
 
 
 
 

Class “A” wards are single, air-conditioned rooms with ensuite toilets.  “C” class 
wards are naturally ventilated, dormitory-style wards.  Charges are much cheaper in 
restructured hospitals compared with the private sector.  For example, the average bill for a 
private hospital medical admission is about twice that of the restructured hospital “A” class 
rates.  
 

The average bill for “C” class admissions remains relatively affordable.  At Tan Tock 
Seng Hospital (TTSH) the average bill for a medical admission is US$ 51 for “C” class.  This 
is the amount the patient must pay.  The patient can use Medisave to pay the bill.  The 
charges shown do not reflect the subsidy provided by the Ministry of Health to the hospital 
on the basis of diagnosis-related group (DRGs).   

The average length of stay (ALOS) has fallen. The ALOS for “A” class at 
restructured hospitals is between 3 to 5.5 days.  In the private sector ALOS is about 3 to 3.5 
days.  For “C” class the ALOS is longer, between 5.3 to 8.5 days.6 

Arguably, the longer average length of stay (ALOS) in subsidized wards is because 
the subsidy has created a cost aberration from the patients’ perspective.  Especially for 
patients with low intensity conditions, better managed in a nursing home or convalescent 
facility, the cost of staying in an acute hospital is very low and little different from that of a 
nursing home.  For example the TTSH “C” class room charge and daily treatment fee is only 
US$ 21.  To address this, the Ministry of Health is considering changing patient withdrawals 
from Medisave, away from a per diem and surgical procedure basis to a DRG-based system. 

In addition, in April 2002, a “social overstayer” policy was introduced.  Here, patients 
identified fit for discharge would have their subsidy removed.  A grace period is given for the 
family and patient to arrange alternative care. 
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6 Annual Statistical Bulletin 2001. Singapore, Ministry of Health. 
 



 

ROOM TYPES 
Class A 
(1 bedded) 

Class B1 
(3-4 bedded) 

Class B2+ 
(5 bedded) 

Class B2 
(6-10 
bedded) 

Class C 
(Open 
Ward) 

 
 
 
Institutions 

Average 
Per Day 
(US$) 

Average 
Per Day 
(US$) 

Average 
Per Day 
(US$) 

Average 
Per Day 
(US$) 

Average 
Per Day 
(US$) 

 Medical Specialities 
Government 

Restructured Hospitals 

1) Singapore General 
Hospital 
2) Changi General 
Hospital 
3) Tan Tock Seng 
Hospital 
4) National University 
Hospital 
 
Private Hospitals 
5) Mount Elizabeth 
Hospital 
6) Gleneagles Hospital 
 

 
 
 
410 
343 
349 
434 
 
 
982 
1050 

 
 
 
276 
243 
232 
369 
 
 
847 
851 

 
 
 
156 
148 
145 
167 
 
 
- 
- 
 
 

 
 
 
110 
86 
81 
112 
 
 
- 
- 

 
 
 
64 
61 
51 
66 
 
 
- 
- 

 Surgical Specialities 
Government 

Restructured Hospitals 

 
1) Singapore General 
Hospital 
2) Changi General 
Hospital 
3) Tan Tock Seng 
Hospital 
4) National University 
Hospital 
 
Private Hospitals 
5) Mount Elizabeth 
Hospital 
6) Gleneagles Hospital 
 

 
 
 
576 
466 
537 
659 
 
 
1328 
1179 

 
 
 
453 
387 
417 
546 
 
 
1299 
1028 

 
 
 
229 
213 
224 
188 
 
 
- 
- 

 
 
 
131 
123 
121 
132 
 
 
- 
- 
 

 
 
 
79 
83 
69 
93 
 
 
- 
- 
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Hospital restructuring 

Restructuring started in 1985 with the then new National University Hospital.  As a 
new hospital, restructuring was easier since new staff could be recruited.  It also allowed 
setting up of new policies and procedures without issues with legacy systems. 

Other main hospitals were restructured from 1990 through 1992.  Unfortunately, the 
implementation of increasing co-payments by patients and restructuring was done at the same 
time.  It was thought that the improvements in service with restructuring would help “justify” 
the increase in what the patient had to pay.  Unfortunately, a perception arose that 
restructuring raised costs.  This caused the restructuring process to slow down.  Eventually, 
hospitals found that increasing service levels and facilities first, then gradually increasing co-
payments was a more effective strategy.  

Indeed, during the restructuring it was found that government hospitals had been 
receiving subsidies which had not been recognized, for example the maintenance had been 
done by the Public Works Department and human resource functions by the Public Service 
Division.  After restructuring these costs were directly borne by the hospitals.  This also 
fuelled the perspective that restructuring increased costs. 

The restructured hospitals were held under a new government company, the Health 
Corporation of Singapore (HCS).  Initially this acted as a holding company, with little 
operational management.  Later, concerns about increasing returns according to scale 
(economies of scale) led to more central coordination of hospital activities, such as computer 
systems, capital purchases and manpower development.  However, under this structure, there 
was little incentive for hospitals to push for improvements in centrally managed areas. 
Changes brought about in this way were not seen to provide competitive advantage.  It was 
thus difficult to get the hospitals to adopt such programmes.  Adoption was often slow.  In 
turn, slow adoption often negated benefits, for example in areas involving computer systems.  
More important, the HCS (managed by the Ministry of Health) was in fact a reversion to a 
monopolistic provider with few checks and balances.   

As independent institutions, each hospital could operate autonomously.  
Unfortunately this did not lead to integration outside the hospitals, which was a concern. 

To address these issues the concept of clustering the restructured hospitals was put in 
place. 

Clusters 

In 2000, the completion of restructuring was extended to polyclinics (government 
primary providers).  In addition, the hospitals and polyclinics were grouped into two clusters. 
This addressed the issues of poor integration and coordination and balancing returns to scale. 

The National Healthcare Group (NHG) comprises three acute hospitals, two national 
centres for skin and neuroscience and the Institute of Mental Health, as well as nine 
polyclinics.  It provides about half the government-funded care in Singapore.  Its annual 
turnover is S$ 976 million, with about 9900 staff.  The NHG has focused on its Vision of 
“adding years of healthy life to the people of Singapore”.  This Vision is an important 
rallying point for disparate institutions in the cluster.  The NHG is using a “balanced 
scorecard” approach to communicate and align strategies and competencies.  Initiatives to 
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make care more seamless by allowing direct admissions from primary care providers, 
increasing operating hours into the night and weekend, and the use of the Internet to provide 
patient services online, have been among the successes of the group.  

The two clusters are broadly of the same size in financial turnover, staff and beds.  
The initial groupings have been based on geography and mix of institutions.  One cluster is 
located generally to the East (Singapore Healthcare Services or SHS) and the other to the 
West (the National Healthcare Group or NHG).  Each cluster has a tertiary hospital, a 
regional hospital, a specialty hospital, some “national centres” and several primary care 
polyclinics.  

 
Bed Complement by hospital and class of bed (31 December  2001) 

 
Class of Bed Hospital 
A B1 B2+ B2 C Classless 

Eg ICU Total 

 
National Healthcare 
Group (NHG) 
Tan Tock Seng Hospital 
National University 
Hospital 
Alexandra Hospital 

 
 
 
86 
133 
9 

 
 
 
205 
148 
36 

 
 
 
144 
95 
- 

 
 
 
264 
309 
113 

 
 
 
515 
78 
201 

 
 
 
100 
172 
34 

 
 
 
1314 
935 
393 

Sub-Total 

 

228 389 239 686 794 306 2642 

Woodbridge Hospital 
 

46 64 - 212 2,498 36 2856 

Total for NHG 274 453 239 898 3,292 342 5498 

 

Singapore Health Services 
(Singhealth) 

Singapore General 
Hospital 
Changi General Hospital 
Kandang Kerbau 
Women’s  
 Children’s Hospital 
 

 
 
 
165 
56 
59 

 
 
 
294 
202 
230 

 
 
 
45 
89 
120 

 
 
 
647 
155 
209 

 
 
 
134 
260 
122 

 
 
 
231 
39 
158 

 
 
 
1516 
801 
898 

Total for Singhealth 280 726 254 1011 516 428 3215 

The individual hospital Boards of Directors were consolidated into “Cluster” Boards.  
Chief Executives for the two clusters were appointed.  The institutions no longer have their 
own Boards, but have retained their CEOs and internal organizational structures.  There were 
some movements of hospital CEOs at the point of completion of the restructuring, the timing 
of which overlapped with the formation of the clusters.  The consolidation of the Boards was 
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not a major issue, since the individual institution Boards were non-executive, their Chairman 
and members appointed by the Ministry of Health, and the remuneration given was not 
significant.  The Chairmen of the NHG and SHS were previously Chairmen of a restructured 
hospital.  Neither are doctors.  One is a businessman and the other the managing partner of a 
large accounting firm.  Each of the Cluster Boards have about 10 members, some of whom 
are doctors from the private sector.  There is also a Ministry of Health member.  

Cluster incentives and management of performance varies. In the NHG, an 
institutional performance bonus, in the order of half to one month’s salary, is given to 
hospitals performing well.  Criteria for performance include financial, volume, service and 
clinical standards, teaching and research. 

Provider Perspective 

Tan Tock Seng Hospital is a 1314-bed facility completed in 1999.  The Government 
bore the cost of about US$ 279 million.  The facility was purpose built and designed for 
management.  A rental is charged to factor the cost of the facility to the hospital.  A 
countervailing subsidy is provided for the various classes of subsidized beds, except private. 
In 2000, it became part of the National HealthCare Group (NHG).  The hospital Board of 
Directors was dissolved and a few members joined the Cluster Boards.  The hospital’s 
finances are managed on an accrual basis.  Revenues and expenses are accounted for. 
Accounts are audited and the cluster has an independent Board of Directors, with a Chairman 
from the private sector.  One Board member is a Ministry of Health official.   

There is a CEO in charge of each hospital.  Smaller centres, such as the National Skin 
Center, are run by a Medical Director.  Reporting to each hospital CEO are a Chairman of the 
Medical Board, who supervises the medical staff, and usually a Chief Operations Officer 
(COO) and a Chief Financial Officer (CFO).  There are also Directors for Nursing, Human 
Resources, and Information Technology. 

Staff, including doctors, are employed by the hospitals.  Decisions on salaries are 
decided by the clusters.  The ranges for trainee grades (e.g. medical staff), who are often 
rotated between clusters, have been agreed to and thus are common across the clusters.  Large 
hospitals may contract-out services such as housekeeping and laundry. 

The Government funds the building of new hospitals.  Subsequent purchases of 
equipment are funded by each cluster.  

Balanced Scorecard 

Both the NHG and SHS have started using a “balanced scorecard”7 framework to 
communicate strategy and align the organizations’ objectives and targets.  The framework 
does not create strategy per se.  It helps discuss, align and communicate the measurements 
and activities the group will use to fulfil its strategy.  It also assists in monitoring progress.  
The four perspectives used are: financial, customer/patient, business process and 
learning/growth.   

This is the first year the NHG has used the tool and it has proved an interesting 
challenge.  Different management consultants gave different advice and some recommended 
                                                 
7 Kaplan RS, Norton DP. The Balanced Scorecard. USA,  HBS Press, 1996. 
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many measures.  It thus started with more than 80 at the cluster level.  Eventually it was 
decided to limit the cluster measures to about 24.  Lag indicators are mainly in the financial 
and customer/patient measures. 

Cluster initiatives  

Each cluster is striving to make care seamless within its institutions, much like health 
maintenance organizations (HMOs).  They have started integrating their computer systems, 
purchasing and other processes.  They have also begun to integrate their care-paths.  There is 
growing competition to involve other providers, such as general practitioners (who provide 
80% of primary care). 

With clustering, medical trainees are no longer under the Ministry of Health  
employment.  They are free to choose the cluster they feel can provide the best training.  This 
competition has resulted in improved training programmes and better treatment of trainees in 
departments.  However, there are issues regarding “unpopular” disciplines not getting enough 
staff.   

Service Agreements 

In 2001, a service agreement was drawn up between the Ministry of Health and the 
two clusters.  This agreement specifies service levels the clusters are required to achieve, 
such as waiting times to be given an appointment and waiting times during appointments.  
For example, the average waiting time to get an appointment for subsidized patients is 14 
days and the 95th percentile 42 days.  The average waiting time at a clinic is set at 30 minutes 
and the 95th percentile at 75 minutes.  Quality indicators based on the Maryland Quality 
Indicators Project (QIP) are also used.  Penalties are stipulated for failing to meet the service 
level agreements.  The agreement also specifies the Ministry’s obligations as regards 
subvention payments. 

Under the agreement, clusters are required to limit their rate of increase in fees to 
subsidized patients.  This is over and above the Ministry of Health’s control of “revenue 
caps”.  Under “revenue caps”, if the cluster’s aggregate charges exceed a maximum defined 
by its case mix, government subvention will be cut proportionally.  Thus the provider is 
further discouraged from passing costs to the subsidized patient in charges. 

Regulation of medical capabilities  

The Ministry of Health has defined the “levels of care” each institution is allowed. 
For each specialty various levels of acuity and complexity of cases are defined.  To vary the 
levels within a hospital, Ministry approval must be sought.  Hence, even before a cluster can 
close a hospital, it will have to seek Ministry concurrence as regards downgrading or 
redistribution of services. 

The Ministry of Health involves the clusters in its strategy and priority development 
process.  It holds regular meetings with the cluster CEOs, hospital CEOs and professional 
staff.  The cluster staff are often coopted on to various Ministry of Health committees.  There 
is thus a close working relationship between the Ministry and the clusters. 
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DRG-based funding  

DRG-based funding was implemented in October 1999.  Before this, hospitals were 
reimbursed for subsidized care on a per diem basis.  Differences in case mix were not 
considered.  The per diem basis financing has a perverse incentive to lengthen stay.   

Singapore adopted a model based on the Australian DRGs.  At the time, both 
Singapore and Australia were using ICD 9 codes, on which the Australian DRG system is 
based.  There were also clinical practice similarities between Australia and Singapore.  

The Ministry of Health made the point that shifting to case mix was not to decrease 
funding.  Instead it wanted funding which was equitable and gave incentive to support 
efficient choices of use.  Indeed the Ministry did not cut total funding, although there were 
inevitable redistributions among providers 

While the Ministry of Health has provided guidance to institutions in the 
implementation of DRGs, it has also left it to the hospitals to do the follow up.  At the 
hospitals, DRG funding does provide incentive to shorten length of stay, be more accurate in 
capturing information in case notes and consciousness as regards improving clinical and 
operational processes. 

Implementation has varied from hospital to hospital.  Clustering has increased the 
pressures for hospitals to review their processes within the cluster hospitals.  Prior to 
clustering, hospitals would take issues with cost weights and classifications directly to the 
Ministry of Health for resolution.  With clustering, many of these issues can be resolved at 
cluster level.    

Conclusions and concerns 

In the author’s view, the clustering process is progressing well.  Competition between 
the two clusters is leading to integration of their systems and care across their units.  Coupled 
with increased price sensitivity due to the economic downturn, the two clusters are increasing 
their market share at the expense of private providers.   

Singapore’s solutions to provision of care are based on a unique philosophy of 
emphasizing individual responsibility and the Government augmenting, but not replacing this.  

Access to subsidized care has, until recently, not been means tested.  There has been 
reliance on “product” differentiation, such as different ward classes, to encourage patients not 
to select subsidized services.  This is proving increasingly unsatisfactory.  Several factors 
work against this: 

More conditions are moving to ambulatory care where such differences in comfort of 
care are not as significant.  As inpatient care becomes more intense, larger proportions of 
costs are due to procedures, intensive care, high dependency care, and medication.  There are 
improving service levels and physical conditions for subsidized patients. 

 
An attempt is being made to better define the basic medical package available to 

subsidized patients.  It is hoped that this will act in concert with means testing to ensure that 
those in need get the subsidy.  Proposals being considered involve linking increases in 
government subsidies to improvements in clinical care provided under the subsidy.  At 
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present there is a list of “standard” drugs for which a subsidy is provided.  Patients have to 
pay for non-standard drugs at full cost.  This concept could be extended to investigations and 
procedures.   
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Organization and management of health services in 
Bangkok  
Chatri Banchuin 
Senior Advisor in Health Economics, Ministry of Public Health, Bangkok, Thailand 

Background 

Bangkok, the capital city of Thailand, has a population of nearly 8 million, more than 
one-tenth of the total population (62 million) in the whole country.  It has been estimated that, 
during the day, the total population in Bangkok increases to 10 million due to people 
commuting to working sites in the city. Bangkok is the centre of social, economic and 
technological development.  The high population density in Bangkok, at 4028.92 per sq. m, is 
34 times higher than the national density of 118.1.   

Bangkok Metropolitan Administration (BMA) 

The BMA is a municipal organization which is responsible for the physical and 
psychological well-being of the population in Bangkok, including improvement of the 
environment in metropolitan Bangkok.  

Functions of the BMA 

According to Article 89 of the Bangkok Metropolitan Administration Act 1985 and 
other related laws, the BMA has been authorized to perform the following principal functions 
within its area of jurisdiction: 

1. Maintainance of law and order and enforcement of city ordinances; 
2. Registration as dictated by related laws; 
3. Prevention and relief of public disaster; 
4. Maintainance of the cleanliness and orderliness of the city; 
5. City planning; 
6. Provision and maintenance of roads, waterways and drainage system; 
7. Traffic engineering; 
8. Provision of transportation services; 
9. Provision and control of markets, ferry-pier and car parks; 
10. Maintenance of public places; 
11. Building control; 
12. Slums improvement and housing management; 
13. Development and maintenance of public recreation areas; 
14. Environmental development and conservation; 
15. Provision of utilities and facilities; 
16. Provision of public health, family hygiene and medical services; 
17. Provision and control of cemeteries and crematoriums; 
18. Animal husbandry control; 
19. Provision of animal slaughtering control; 
20. Control of orderliness and sanitation in theatres and other public places; 
21. Provision of compulsory education; 
22. Provision of infrastructure; 
23. Provision of social welfare and services; 
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24. Sports promotion; 
25. Occupational training and employment promotion; 
26. Management of the BMA enterprise; and 
27. Performance of other functions as assigned by the Cabinet or by the Prime 

Minister or by the Interior Minister or as specified by laws. 

The BMA comprises three offices, 14 departments and 50 district offices as follows: 

1. Office of the Secretary to the Governor of Bangkok 
2. Office of the BMA Civil Services Commission 
3. Office of the Secretary to the Bangkok Metropolitan Assembly 
4. Department of Permanent Secretary for the BMA 
5. Department of Policy & Planning 
6. Department of Medical Services 
7. Department of Health 
8. Department of Education 
9. Department of Finance 
10. Department of Public works 
11. Department of Drainage and Sewerage 
12. Department of Public Cleansing 
13. Department of Social Welfare 
14. Department of Law Enforcement 
15. Department of Community Development 
16. Department of Traffic and Transportation 
17. Department of City Palming 
18. 50 District Offices 

The two major departments of the BMA combating all kinds of illnesses in 
metropolitan Bangkok are the Health Department and the Medical Services Department.  The 
primary goal of the Health Department and the Medical Services Department of the BMA is 
to improve and develop a healthy quality of life for the citizens of Bangkok by improving 
current health services, encouraging healthy behaviour and creating a healthy environment. 

The major responsibilities of the Health Department are disease prevention and 
control, health promotion and curative and rehabilitative health services, carried out through 
12 divisions, 61 public health centres and 82 sub-public health centres.  The twelve central 
divisions of the BMA Health Department maintain official responsibility for technical 
support, while the 61 health centres and 82 sub-public health centres throughout the city are 
the operational centres.  The Health Department is also involved in community health 
education and technology through coordination with other agencies.  The objectives of all the 
Department’s activities are to promote good health for the whole population in Bangkok.  All 
the activities of the Health Department are considered to be primary and secondary care.  In 
addition, there are several Health Department projects aimed at alleviating illnesses in 
Bangkok, such as: the polio campaign; duality and safety of street-vended food; clean and 
safe food in the marketplace; food inspection and food safety in the supermarket; inspection 
of pesticide residue in fresh vegetables; control of cooking gas in food outlets; communicable 
diseases surveillance; rabies control and prevention; oral health week; and haemorrhagic 
fever prevention campaign. 
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The major responsibilities of the Medical Services Department are the treatment of 
diseases and providing health services, together with training of BMA medical students in 
BMA Medical Schools.  The Medical Services Department comprises seven hospitals, Vajira 
(883 beds), Taksin (405 beds), Central (429 beds), Charoen Krung (356 beds), Luang Pho 
Thawisak (69 beds), Latkrabang (50 beds) and Nongchok (60 beds).  In 2000, a new hospital, 
Ratchaphiphat, was built and started to provide services in 2001.  The objectives of all the 
Medical Services Department’s activities are concerned with curing diseases and developing 
technology for effective treatment and research.  The activities of the Medical Services 
Department are considered to be secondary and tertiary care. 

Community Health Care Policy of the BMA Health Department 

The BMA has reformed Community Health Care Policy based on four missions: 
effectiveness of health services, quality of health care, equity of human rights and social 
accountability.  Qualities of health care services are monitored in terms of: 

1. Holistic care, which includes everyone in the family and is concerned with the 
whole body, mind, emotions, society and the environment. 

2. Continuous care, which includes the whole life span, with all family members’ 
records and home visiting. 

3. Integrated care, which includes curative care, health promotion, disease  
prevention and control, and rehabilitation. 

In the BMA, because of a lack of personnel, family practitioners and family nurses 
take part in all of these responsibilities. 

The Health Department 

The Health Department comprises 12 divisions, 61 health centres and 82 sub-public 
health centres.  The 12 divisions are:  

1. Secretarial  
2. Public Health Promotion  
3. Environmental Health  
4. Veterinary Public Health  
5. Health Promotion  
6. Dental Health  
7. Public Health Nursing  
8. Disease Control  
9. Drug Abuse Prevention and Treatment  
10. Pharmaceutical  
11. Aids Control  
12. Health Laboratory  

Secretarial Division 

The Secretarial Division is responsible for the general administration of 
correspondence and secretarial work, office supplies, financial and budget administration,  
and coordinating and supporting work activities with other agencies. 
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Public Health Promotion Division 

The Public Health Promotion Division provides support to other divisions in the 
Health Department for public health services and has responsibility for study, research and 
analysis in health education, social welfare and nutrition.  The Division also produces 
audiovisual media and follows up and evaluates public relations. 

The Environmental Health Division 

The Environmental Health Division is responsible for planning, study and research 
material relating to environmental health; drafting and revising ordinances, regulations,  
standards and guidelines according to Public Health Act and related laws; controlling, 
monitoring and inspecting businesses detrimental to health; and nuisance abatement.  The 
Division provides consulting technical support to the districts as well as conducting other 
assigned duties. 

The Veterinary Public Health Division 

The Veterinary Public Health Division is responsible for the control of animal 
slaughter, meat inspection, meat microbial examination and rabies control.  Its 
responsibilities also include promotion of livestock raising, animal health examination, 
prevention of and cure for diseases in pets and livestock which will, in turn, prevent the 
spread of animal diseases to man.  In addition, the division cooperates with related 
governmental units or supports their work and carries out assigned work. 

The Health Promotion Division 

The Health Promotion Division is responsible for supporting the promotion of health 
and primary health care activities, and providing education and research on health promotion 
and others related activities. 

The Dental Health Division 

The Dental Health Division’s duties and responsibilities are to develop plans and 
projects, promote public dental work, as well as investigate, analyze and research dental 
public health techniques and technologies. 

The Public Health Nursing Division 

The Public Health Nursing Division is responsible for designating and developing the 
nursing quality control system and nursing standards of practice in the Health Department; 
promoting and encouraging professional nurses and nursing personnel to fulfil their own 
potential; supervising, monitoring and evaluating nursing practices and outcomes; carrying 
out research and analytical studies on nursing management; and carrying out other related 
activities. 

The Disease Control Division 

The Disease Control Division is responsible for technical assistance in the prevention 
and control of disease through education, analysis and research, supervision and evaluation, 
including coordination and support with other offices and agencies. 
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The Drug Abuse Prevention and Treatment Division 

The Drug Abuse Prevention and Treatment Division is responsible for developing 
plans and policies to coordinate drug abuse prevention and treatment services, for drug abuse 
information though educational programmes for prevention in and out of school and in the 
community, and for detoxification and rehabilitation of drug abusers. 

The Pharmaceutical Division 

The Pharmaceutical Division is responsible for management of medicines, medical 
supplies and chemicals for medical use.  The responsibilities of the Division also include 
planning and control of procurement, supply and production of medicines;  public relations; 
and monitoring and assessment of research and analysis of pharmaceuticals for public health. 
The Division collaborates with and supports the work activities of other related government 
agencies or others agencies as assigned. 

The AIDS Control Division 

The AIDS Control Division is responsible for planning AIDS prevention and control; 
monitoring, evaluation, surveillance and reporting of AIDS; epidemiological research; 
disseminating knowledge and advice about AIDS for government officers and the public; and 
training of trainers, volunteers and others. 

The Health Laboratory Division 

The Health Laboratory Division is responsible for performing laboratory work to 
support the services of public health centres and other agencies in preventing, controlling and 
curing diseases. 

The Division also acts as the City Laboratory of the Bangkok Metropolitan 
Administration by performing the toxic environmental laboratory services for the 
Environment and Sanitation Subdivision of the district offices in Bangkok and other agencies 
related. 

Public health centres 

The 61 public health centres are the operating units in metropolitan Bangkok, 
providing preventive, promotive, curative and rehabilitative health services and maintaining 
official responsibility for the supervision, technical support and activities of sub-public health 
centres and mini-health centres.  The public health centre also serves as a referral centre at 
the secondary level of the health care services infrastructure, including BMA hospitals, public 
health centres, mini-health centres and sub-public health centres. 

Health centres 

The health centres are responsible for: 

1. Treatment:  primary and secondary care – common diseases; minor surgical 
procedures, etc. using the effective referral system with the government hospitals 
in Bangkok. 
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2. Health promotion – primary health care; school health care; family health care; 
psychological health care, through multimedia health education programmes; 
community health volunteers; mini health centres; family nurses, etc. 

3. Diseases prevention and control – communicable and noncommunicable diseases; 
Expanded Programme on Immunization; endemic surveillance, etc. 

4. Rehabilitation – convalescence from chronic and degenerative diseases; home 
health care for elderly persons and the disabled, etc. 

Community medical centres 

A community health centre is an upgraded health sub-centre in a district that has no 
health centre or sub-public health centre.  Community health centres are staffed by one 
family doctor and two family nurses working as part-time health officers of the BMA. 
Registration is carried out for every household family in the community in order to record 
complete basic health information 

Sub-public health centres 

Sub-public health centres are where public health nurses provide first-aid treatment, 
dispense household medicine, and carry out health promotion and disease control activities in 
those communities far away from a health centre.  In the future, some sub-public health 
centres will be upgraded to health centres or community health centres, to improve the health 
services in every district. 

Community health volunteers 

Community health volunteers carry out activities to correct misinformation and 
provide helpful health information and suggestions on correct medical services.  They are 
also involved in cooperating with public health activities, alleviating poverty, and acting as 
good role models for the community. 

Community drug boxes 

Community drug boxes contain the most commonly used household medicines, 
prescribed by a well-trained community health volunteer.  There are found in communities 
where there is no mini-health centre. 

The BMA mini-health centres 

Since 1980, the Thai Ministry of Public Health has been following the WHO policy of 
Health-for-all by the year 2000.  In order to achieve this, developing countries realized that 
“Health for all” should be “All for Health”, meaning everyone must be responsible for 
himself and concerned about health care activities in his own community.  Under the strategy 
of the Primary Health Care Project, literate persons are trained to be health providers in their 
communities, called community health volunteers.  Each volunteer takes care of about 
20–25 households. 

In the Megacity of Bangkok, the Bangkok Metropolitan Administration has also been 
following The Ministry of Public Health’s Primary Health Care Strategy since 1983.  To date, 
more than 10 000 community health volunteers have been trained to take care of the 1084 
communities in Bangkok; and 1084 mini-health centres are set up as the offices of the 
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community health volunteers and the centres for public health activities in the communities. 
Thus health care services in the urban setting (as the BMA) start with the mini-health centres 
for primary care by the community health volunteers, with an effective referral system to the 
health centres or community hospitals for secondary care, and to the general hospitals of the 
Department of Medical Services for tertiary care.   

Activities of mini-health centres: 

1. The centre for public health activities in the community. 
2. The office of the community health volunteers. 
3. The coordination point between community (or private sector) activities and 

official health care services. 
4. The centre for self-care knowledge, technology, materials and medical equipment, 

supported by the BMA 
5. The centre for community development and public health organization. 

Conditions for setting up a mini-health centre: 

1. Place:  public spaces, such as schools, temples, churches, common rooms, etc. 
2. Personnel:  3–5 well-trained community health volunteers who have six months 

experiences in public health. 
3. Equipment:  supported by the Health Promotion Division, Department of Health, 

BMA. 
4. Administration:  by the community committee, community health volunteers, 

supervised by a Health Centre Officer. 

Community hospitals 

Community hospitals are upgraded health centres with 10 beds for patients required to 
stay overnight for observation or convalescence, for example for dengue haemorrhagic fever, 
acute diarrhoea, diabetic ulcers, diseases of ageing, etc.  Health centres refer patients to 
polyclinics for secondary care.  It is expected that in the future health centres may have 
specialist staff to take care of more seriously ill patients. 

General hospitals 

There are eight general hospitals under the organizational structure of the Department 
of Medical Services, BMA.  They are responsible for the secondary and tertiary levels of care 
for patients referred by the community hospitals and health centres. 

Strategies/policies to manage health problems 

Each BMA health centre, as a primary medical care unit, is responsible for 10 000 
people in its given area.  If the population in that area is more than 10 000, but does not 
exceed 30 000, the health centre will increase the number of doctors according to number of 
the people served. 

A total of 17 000 community health volunteers have been trained and are working 
primarily to prevent illnesses in the communities at an early stage.  They have been trained in 
various aspects of primary health care and apply their knowledge in real situations in their 
own communities. 

105 



In order to fulfil its responsibilities for promotion of health and prevention of diseases 
in metropolitan Bangkok, the Health Department employs several strategies to promote 
access to health care services, including: 

─ l10 000 community health volunteers in 1085 community health centres in 1500 
communities provide services to people in communities in metropolitan Bangkok. 

─ 61 elderly centres in BMA health centres and 142 elderly clubs provide services 
for older people and are scattered all over metropolitan Bangkok. 

─ School nurses in each health centre are responsible for health care of BMA, 
Ministry of Education and private schools students in that area. 

─ 300 family nurses in health centres are responsible for home health care work in 
the communities. 

─ Practical nurses in health centres are responsible for promotion of health and 
prevention of diseases, as well as home visiting in the communities every 
weekday morning for disease surveillance and campaigns. 

─ Health centres provide vaccines to promote immunity and prevent diseases among 
children 0-6 years old, according to the EPI system.  The vaccinations include 
BCG, DPT, OPV, measles and rubella, and T.T.  In addition, health centres 
provide well-baby, antenatal and family planning clinics. 

─ 31 health centres extend clinic hours from 4–8 p.m. on weekdays. 
─ Each of the 82 sub-public health centres has two nurses who are responsible for 

promotion and prevention in that area.  A doctor works at sub-public health 
centres 1–2 days a week. 

─ Several programmes provide more access to the health care system such as 
polyclinics in health centres, special dental clinics, active oral health services for 
underprivileged groups, community care for AIDS, drug abuse prevention club in 
schools, mobile health centre services and health promotion through mass media. 

─ According to Thai Government policy, the 30 Baht (70 cent) Golden Card per 
visit for medical services concept will be applied to all medical government 
institutions, including those of the BMA.  This policy aims to relieve economic 
problems and promote access to health care services for the low-income 
population in Thailand.  The Health Department is applying this policy to its own 
health care system. 

Access to health care services  

Thailand is a developing country and has, for several years, been facing an economy 
which led its population to experience difficulties in accessing health care services.  These 
difficulties might originate from economic problems and/or low education, causing poor 
health and sickness among the population.  The Health Department, BMA, is concerned 
about this problem and has launched several programmes to promote access to the health care 
system for people in Bangkok. 

Health Department data show that in 2000 the number of outpatients receiving 
treatment form BMA health centres was 1 436 795.  With the various programmes to promote 
access to the health care system, the Health Department expects to receive more patients in 
the next few years. 
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The Health Department of the BMA has been working closely with the Ministry of 
Public Health and has adopted government policies to promote access to the health care 
system.  The role of community health volunteers in the communities, together with the 
involvement of the mass media, has created public awareness on health issues. 

The Health Department, BMA will expand its work and initiate more projects to 
improve the quantity and quality of services in the health care system to better serve the 
health care needs of the people in Bangkok.  Essential health programmes will be initiated in 
order to prevent illnesses and promote good health.  A training programme to maximize the 
capacity of Health Department personnel and a programme to motivate more participation in 
health among people in the community are part of Health Department plans for the future.  

“30 Baht for All Diseases”  

“30 Baht for All Diseases” is one of the three main policies of the Thai Government, 
led by Lt Col Taksin Chinawat, the Prime Minister of Thailand.  It is a good policy for all 
Thai citizens during the time of economic crisis.  However, with 30 Baht it is impossible to 
cure all diseases.  The people might have misunderstood the principle of this policy, which 
actually, emphasizes the participation of the people in health promotion and disease 
prevention, rather than fixing or treating health problems.  Promotion and prevention is much 
cheaper than treatment.  So people who have received a 30 Baht Golden Card have 
responsibility for health promotion and prevention of their own health problems. 

This policy needs public cooperation to make savings in the health expenditure of the 
country.  Thailand has spent more than 200 billion Baht for treatment of diseases per year and 
that amount is expected to increase every year.  The “30 Baht” policy is forcing health 
institutions in Thailand to reconsider the necessity of treatment procedures.  Otherwise the 
budget received would not be enough to allocate to all patients coming to the hospital. 

The Health Department is a municipal organization responsible for the health of the 
population living in Bangkok Metropolis.  A total of 62 million people are registered in 
Bangkok and it has been estimated that another 3.1 million are relocating in Bangkok all the 
time. 

The Health Department planned to adopt “30 Baht for All Diseases”, the Ministry of 
Public Health’s policy, for its own activities in September 2001, and on 1 October 2001 the 
Department started to put the policy into practice in three zone areas in the location of the 
three hospitals networked under the Ministry of Public Health, Nopharatrachathanee, 
Phumipoladulyadej and Prapinkroa hospitals.  In those three zones, there are 11 Health 
Department health centres.  Since health centres are outpatient units, they work as primary 
health care units. 

To adopt the “30 Baht for All Diseases” policy, the Health Department, BMA, has 
proceeded as follows: 

─ 61 Health Centres have been given responsibility for primary health care as sub-
contractors of the hospitals, which are responsible for secondary and tertiary care, 
and as the main contractors in the zone areas. 

─ Health centres have been given responsibility for health promotion and disease 
prevention for the population in Bangkok Metropolis. 

107 



A solution to the problem of budget allocation for the Health Department to carry out 
the “30 Baht for All Diseases” policy is still being discussed, since health centres are not 
24-hour treatment facilities and the Government provides 80 Baht per head for promotion and 
prevention.  However, the Health Department expects to resolve this problem in the near 
future. 
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Modernizing the United Kingdom National Health Service  
Gerry McSorley 
Chief Executive, Nottingham City Hospital, United Kingdom 

Challenges facing the NHS 

The National Health Service in the United Kingdom currently faces many challenges 
including: 

• rising public expectations of the speed, quality, and consumer focus they receive 
from health services; 

• translating medical advances into frontline clinical practice as quickly as possible; 
and 

• changes in the population, with more older people who live longer. 

Although a ‘national’ health service, the NHS has historically been hampered by a 
lack of national standards, old demarcations between staff and barriers between services, and 
a lack of clear incentives and levers to improve services.  In addition, overcentralization has 
given rise to a sense of disempowerment among patients. 

The Government’s vision for health care 

The old model of health care had the following attributes: 

• Free at the point of need 
• Spending an annual lottery 
• No national standards 
• Monopoly provision, largely by the NHS 
• Patients handed down treatment 
• Rigid professional demarcations 
• The system is top down 
• Long waiting times 

Under the Government’s new model, however, while health care is still free at point 
of need, spending is planned over a 3–5 year period.  In addition, the system has:    

• National standards 
• A plurality of providers, NHS, private and voluntary 
• Choice for patients of where and when they get treatment 
• Modernized flexible professions benefiting patients 
• The system is lead by frontline staff - devolved to primary care 
• Short waits, booked appointments 
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National Standards 

• National Service Frameworks (NSFs) in coronary heart disease, cancer, mental 
health and services for older people have been created.  Future NSFs are planned 
in services for children and in people with diabetes.  These will ensure that 
patients receive the same services no matter where they live. 

• A National Institute for Clinical Excellence has been created to assess new 
medical technologies/drugs, decide whether they should be introduced, and if their 
use should be obligatory. 

• A national Commission for Healthcare Audit and Inspection has been created 
to rigorously inspect NHS and private hospitals and primary care for quality and 
efficiency. 

• Quality will be promulgated through a national programme of clinical 
governance. 

Clinical governance: 
- A framework by which NHS organizations are accountable for continually 

improving their services and maintaining high standards of care by creating an 
environment where excellence in clinical care will flourish. 

- The Chief Executive is accountable for the clinical governance of their 
hospital or primary care organization. 

- All medical staff will take part in appraisal processes to ensure competence, 
professional and personal development. 

Plurality of providers 

• The need for plurality reflects a chronic shortage of capacity in the NHS acute 
hospitals, along with a desire to offer choice. 

• Primary care institutions may choose to send their NHS patients to private 
hospitals. 

• NHS hospitals may send patients to private hospitals when they do not have the 
capacity to treat within the required period of time. 

• Private providers may establish new diagnostic and surgical centres to treat NHS 
patients. 

• Overseas providers will be invited to establish services for NHS patients in the 
United Kingdom (such as the Kaiser-Permanente model in the United States of 
America) 
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Improvements In Waiting Times For Admission To 
Hospital
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Choice for patients 

• Patients will be given a choice as to where they are treated once they have waited 
for a certain length of time with a NHS hospital.  This may be to go to another 
NHS hospital, a private hospital in the United Kingdom, or abroad.  Initially this 
will be for patients awaiting heart surgery. 

• Patients will be given a choice of appointments to choose which is convenient for 
them.  They will be able to compare waiting times in different hospitals. 

• Their primary care provider will publish a prospectus showing the availability, 
quality and performance of their local health services. 

• Each primary care provider and NHS hospital will be expected to establish a 
patients forum to monitor and review the quality of local services and elect one of 
their members to the governing body. 

Modern workforce 

• More staff will be employed:  15 000 more hospital and primary care doctors; 
30 000 more scientists and allied health professionals; 35 000 more nurses and 
midwives. 

• New pay and reward systems will be introduced to recruit and retain staff. 

• But there will also be greater flexibility of roles and responsibilities needed 
between staff. 

• A new NHS University will be established to promote common programmes and 
lifelong learning. 
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Devolving accountability to the frontline 

The Department of Health has four key roles: 

(1) To secure overall management and accountability of the whole health and social 
care system; 

(2) to develop policy and see through major changes; 
(3) to carry out the overall regulation and inspection of the NHS; and 
(4) to intervene should problems occur in the running of the NHS at any level. 

The developmental component of the Department is the Modernization Agency.  
This Agency will help local clinicians and managers to redesign services around the needs 
and convenience of the patients. 

 

 

112 



Below the Department of Health: 

• Strategic Health Authorities.  These cover a population of approximately 
1.5 million people.  They manage the NHS locally, ensuring coherence of local 
strategy, high quality performance and building capacity for the delivery of health 
care. 

• Primary Care Trusts (PCTs).  These are the cornerstone of the NHS. They 
provide local community health services but also commission/buy hospital care 
from NHS or private hospitals for their patients.  They cover a population up to 
300 000. 

• NHS hospitals (also called NHS Trusts) provide acute secondary/tertiary care. 
Some specialise solely in mental health services.  They are nearly all run on a 
clinical directorate model within speciality divisions e.g. a surgical division may 
have within it clinical directorates in orthopaedics, urology, cardiac surgery etc.  
They all have budgetary control and are responsible for achieving performance 
targets and clinical governance.  Some hospitals are now moving to establishing 
new organizational systems based on pathways of care.  These follow a patients 
journey through the system e.g. all patients admitted as emergencies, whether or 
not they are surgical or medical. 

Local accountability: 

• Primary Care Trusts will have the key task of commissioning/buying care from 
NHS or private hospitals for their patients.  They will be accountable to their 
patients forum and open to scrutiny by their local government body for their 
decisions.  They will also be inspected by the Commission for Healthcare Audit 
and Inspection. 

• NHS and private hospitals will be required to work to the contract agreed with 
their primary care providers, to national standards, and be open to inspection by 
the Commission for Healthcare Audit and Inspection.  NHS hospitals will also be 
accountable to their patients’ forum, and be open to scrutiny by their local 
government body on their performance. 

• Both Primary Care Trusts and NHS hospitals will be performance rated by the 
Commission for Healthcare Audit and Inspection.  This will be through a “star 
ratings” scheme, similar to hotels.  These star ratings will be published in national 
and local newspapers. 

• PCTs and NHS and private hospitals must work together in clinical networks. 
These are semiformal arrangements between health organizations.  They have the 
potential to break away from the traditional boundaries between primary, 
secondary and tertiary care and provide configurations that may be more closely 
aligned to the patient’s pathway and experience of care, rather than institutions or 
professional faultlines.  They may also break attachments to the interests of 
individual institutions, which is often a barrier to change. 
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Organization and management of health services in large 
cities:  A United States perspective  
Thomas A. Massaro 
Harrison Foundation Professor of Medicine and Law, University of Virginia, Charlottesville, 
United States of America 

 

The topic of this Advisory Task Force Meeting is an extremely important one.  The 
challenge of delivering health care services and managing health care costs in large urban 
areas is one of the most pressing and universal issues facing governments throughout the 
world today.  When uncontrolled or unregulated, the individual demand for health care 
services universally exceeds the ability of any society collectively to pay. Over 70% of US 
citizens live in metropolitan service areas of over one million people.  As a result, urban 
health issues dominate policy agendas in our country.  Thus, this important issue is one that 
we, along with most other industrialized and industrializing countries the world over, face in 
health care systems.  I hope I can contribute a small amount toward a better understanding of 
the challenges related to this topic.  

 

To emphasize the universality of the topic, I want to review a set of characteristics 
described as common goals in health care delivery systems in a number of OECD countries.  
This analysis identified six important, relatively common trends, as shown in Table 1.    

 

Table 1. Health care Trends in OECD Countries 
 

• Equity and adequacy in access 
• Income protection 
• Macroeconomic balance 
• Microeconomic efficiency 
• Consumer choice 
• Provider Autonomy 

 
From J Health Econ 11, p.63, 1992.  

 

 

The most widely accepted goal of health systems is to provide adequate access to 
needed care in an equitable manner to all covered citizens.  No society wants individuals to 
be pushed into poverty or lose their wealth as a consequence of their health problems.  As a 
result, insurance systems share risks, with the goal of providing income protection for the 
greatest number of citizens. 

All societies must decide the priorities for investments in health care when compared 
with other social goods and governmental services and strike a macroeconomic balance 
appropriate for its population.  These concerns resonate in the context of this conference.  An 
appropriate balance is achieved, at least in part, by having a relatively efficient delivery 
system at the microeconomic level.  The organizational structures we design to deliver care 
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should be free of excess administrative costs and waste.  This allows the greatest percentage 
of resources to go directly to the delivery of care. 

Patients in general are happier when they have some individual choice regarding 
where their care is delivered and by whom.  And we know that providers, especially doctors 
and nurses, believe they provide better care when they have a modest level of autonomy to 
provide individualized care for patients who come to them. 

There is no perfect health delivery system.  No health system in the world meets all of 
those characteristics to the same extent.  Unique histories, economic environments and 
cultural heritages craft each national system.  But this is a period of great experimentation in 
the organization of delivery systems. In the 40 years immediately following the Second 
World War, only one industrialized country (Canada in the early 1970s) drastically changed 
the structure of its system.  All others simply tinkered around the edges.  Over the past 15 
years, however, many countries have contemplated, some have initiated, and a few have 
completed major overhauls of their systems.  

In this world of relative imperfection and turmoil, it is important that we try to learn 
from each other.  I admit at the outset that the United States health care system is not perfect.  
But we do have some things to offer and much to gain from exchanges like this one.  We do 
not score equally well in all of the ideal characteristics listed of Table 1. Even for a relatively 
wealthy country, macroeconomic balancing is a challenge.  While we do very well in the 
areas of microeconomic efficiencies, getting relatively high productivity from both our labour 
and capital investments, we struggle with the issue of equity in access.  We have 40 million 
citizens who are uninsured.  While they, in general, are able to receive acute and emergency 
care through our public hospital systems, their situation is clearly less than ideal.  Those with 
insurance do have broad consumer choice, but even they are expressing dissatisfaction with 
their range of options.  And even though there have been considerable constraints applied to 
medical practice, our providers continue to have a relatively significant amount of autonomy 
in our delivery system. 

Employment 
Insurance

Out of Pocket

Medicare

Medicaid

Other

Government

Figure 1. Sources of Funds

Other Private

 

The United States system is unique among the highly industrialized countries in that the majority of the 
funds for its operation come from private sources.  (Figure 1.) 
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Government resources cover approximately 45% of all national health expenditures 
and 55% comes from individuals and private firms.  Of the public funds, 70% are from the 
Federal Government and 30% are from state and local governments.  Our Medicare 
programme is the largest publicly sponsored health insurance programme.  It takes 
approximately 38% of the public funds and consumes over 17% of the entire health care 
budget of the country.  Medicaid, which is a federal and state partnership designed to deliver 
care to the most needy populations, including children, expectant pregnant women and the 
disabled, takes approximately 16% of the total health expenditure or 34% of the public 
programme funds.  A variety of other federal, state and local programmes, including our 
network of urban public hospitals, are included in the other 28% of public funds.   

On the private side, funding is predominantly provided by our system of employment-
based health insurance programmes.  Employers are encouraged to make tax-deductible 
contributions on behalf of their employees and their families.  These programmes represent 
the mechanism by which the majority of Americans pay for their health care.  While the 
overall economy in the United States has remained strong, major shifts in the labour markets 
have occurred over the past several decades.  Service firms have replaced manufacturing as 
the major employers, creating challenges to our private health insurance networks.  
Employees are more likely to change jobs regularly.  Long-term employee loyalty is less of a 
business goal.  Consequently, there are increasing pressures from all employers to shift more 
of the cost of private health insurance to the individual. 

The individual employee already assumes a modest out-of-pocket expenditure for 
health care in the United States.  About 15% of the total national health expenditures come 
from out-of-pocket expenditures and that represents approximately 27% of the private funds 
involved.   

 

Hospitals

Physicians
Drugs & 
Supplies

Nursing 
Homes

Administration

Other 
Professionals

Figure 2 Expenditures

 

Where do these funds collectively go?  The United States has historically been very hospital-
centred in its delivery of health care. (Figure 2.)  
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Thirty-two per cent of the total hospital budget goes to care provided within the walls 
of our hospitals.  While there has been significant pressure on the hospital industry to move 
more and more of its care into the ambulatory or outpatient environment, the cost of our 
hospitals and the rate of hospital inflation continue to be important issues in United States 
health policy.  

Physicians and physician practices consume approximately 22% of the health care 
dollar in the United States.  Dentists and other professional service groups consume about 8%, 
so professional labour consumes approximately 30% of the entire funding pool.  The United 
States physician community is heavily weighted toward the specialist and subspecialist.  The 
majority of these are in private practice.  The trend is towards larger groups of physicians, 
often multispecialty in nature.  The independent solo practitioner is rapidly disappearing from 
the scene in our large urban centres.  Only a small number of American physicians are 
employed by their hospitals and, of that group, most are in hospital-based services, such as 
anaesthesiology, radiology, pathology and, to a somewhat lesser extent, critical care medicine. 

Nursing homes and home care services represent approximately 10% of total health 
care expenditures.  In a society where individuals move often and are rarely in the same 
locations as their parents, the family is less of a source of care for the elderly than it was in 
the past in the United States and may remain so in other societies.  This is a policy area of 
great potential concern, as our population is ageing and ageing rapidly.  The pressures on 
long-term and chronic care facilities will become much greater over the next two decades.  
Virtually all policy observers believe that there will be significant inflationary pressures in 
this sector, which has been somewhat constrained historically by the lack of any concerted 
public policy on such facilities.  That posture is changing rapidly and long-term care 
insurance is one of the hottest products in the commercial insurance market.   

If elder care promises to be the inflationary challenge of the future, pharmaceuticals 
and medical supplies are the inflationary challenges in the United States today.  
Pharmaceutical costs represent somewhat less than 10% of the total overall budget.  However, 
their rate of increase has been 15%, 19% and 17% over the last three years, with absolutely 
no signs of that rate slowing down. 

The United States health care system is the most expensive in the world.  We spend 
considerably more per capita on health care than any other nation.  Yet, for the past several 
years with our robust economy, the percentage of resources going into the health care sector 
has remained relatively flat, at about 13% of GDP.  However, with the current economic 
downturn and inflationary pressures from drugs, hospital labour costs, and physician 
reimbursement demands, most observers are concerned that increases in resources will be 
demanded by the health sector and a corresponding response to attempt to reduce health 
inflation will be created. 

This represents a significant challenge in the American environment.  Because of the 
entrepreneurial nature of our system, it is very difficult to put supply-side constraints on 
expensive health care services.  And, as mentioned earlier, it appears that the individual 
demand for health care services continues to increase.  Thus, neither the global supply nor 
demand limitations provide great options for United States policy-makers. 

The experience of the last decade in the private health insurance market does not 
provide significant room for optimism in this regard.  In the late 1980s and early 1990s, there 
was a significant drive to move toward strictly controlled managed care organizations, called 
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HMOs or health maintenance organizations, and these organizations are limited to a panel of 
physicians who provide services to a relatively captured patient population.  There was a 
clear backlash at the employee and at the public-policy level against these restrictive 
processes and organizations.  There has been a general relaxation of restrictions around 
patient autonomy.  The preferred provider organization has emerged as the more common 
structure in the private insurance model, replacing the more restrictive HMO closed-panel 
model attempted in earlier times. 

Point-of-service options, which balance the economies of dealing with a limited 
provider base and the desire for patients to have greater autonomy, have become very popular.  
I recently finished a term on the board of an insurance firm offering a triple point of service 
option to our community.  The concept represents a balance between closed panel restrictions 
and greater patient freedoms at higher out-of-pocket costs.  Most of these programmes 
provide a primary care gatekeeper to help manage care, but give the patient options to 
alternatives if he or she chooses.  If the patient stays within the smaller selected group of 
network providers, the patient’s out-of-pocket costs, in terms of co-payment and deductibles, 
are small.  If one works through the designated primary care physician but moves outside the 
network for specialty care, there is an increased deductible and co-payment.  If one bypasses 
the primary care physician and self-refers to a specialist provider outside the network, the co-
payments and deductibles are elevated much further.  The general theme is to shift an 
increasing percentage of the private health insurance premium to the employee, thus, 
increasingly putting the patient at greater risk for a larger percentage of his or her health care 
dollars.   

A new approach is being evaluated in some locations.  The employer provides a fixed 
contribution to the health insurance costs of the employee.  Thus the employer’s risk is 
limited and the employee is placed at risk for all other expenses.  The net result is that the 
employee sees health care as a personal and discretionary expense and therefore seeks to 
purchase wisely.  In our system this may be one of the few realistic tools in trying to manage 
or control demand.  The public outcry against this approach and the political consequences of 
it are yet to be fully understood.  This goal of having individuals feel an obligation to help 
manage expenses is similar to that in the Medical Savings accounts programme we will hear 
about from our Singapore colleagues. 

As an American, I probably have more experience with commercial health insurance 
schemes than many of you.  The question is how one might manage a system with competing 
services, possibly including commercial insurance in a developing market economy.  While 
the concept of multiple and competitive insurance systems, such as the sickness funds of 
Germany and other European countries, is very positive, the introduction of commercial for-
profit insurance funds into the health sector is not without risk for the delivery system.  The 
commercial for-profit insurance companies in the United States and elsewhere clearly have, 
in addition to their patient care and direct clinical costs, the administrative overheads which 
must be borne by any insurance group.  In addition, however, they have a need to generate a 
profit over and above their operating expenses.  This profit, in a resource-limited 
environment, can sometimes be seen as excessive.  Clearly if any extreme is in direct 
competition to additional services that might be provided in the clinical environment, the 
risks for commercial health insurance schemes in a context like Shanghai may be significant.  
The advantages are equally obvious, however, in that the discipline of the market, with the 
ability to raise capital and provide performance incentives on individual employee behaviour, 
is significant in the commercial enterprises.  Thus these firms, particularly if they come with 
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international investment capital, may provide the ability to jumpstart database collection, data 
repository development, etc., in a time frame that might not be possible if only public funds 
were available. 

As I look at the United States health system, particularly its urban environment, and I 
travel to other countries, there are a few things that become clear to me about the health 
system future.  From my perspective, one of the absolute imperatives for any efficient system 
will be a robust information infrastructure.  Information technology is absolutely crucial for 
efficient operation of any large-scale health system.  This is particularly important in 
multilevel systems where patients can get care in both public and private facilities, such as 
those being considered for Shanghai. 

A patient-based electronic record, available to all providers, provides the best 
opportunity for efficient continuity of care.  A robust information infrastructure encourages 
the use of guidelines and pathways to help with disease management and specific practice 
and procedure elements.  A robust information infrastructure permits benchmarking for 
comparison across institution or provider groups.  It forces a common data dictionary that, in 
turn, allows accurate profiling of resource utilization, errors of outcomes and other 
performance measures.  I am convinced that comparative analysis of performance of health 
systems requires a robust patient classification system.  As most of you know, the United 
States introduced the DRG system into our hospital environment almost 20 years ago.  Many 
other countries have improved on this initial attempt of patient classification.  We (and others, 
including our Australian colleagues here) have extended it from the inpatient environment to 
the outpatient environment and to other specific care settings.  The ability that classification 
systems provide to describe subcomponents of patient groups, based on diagnoses or 
procedure or any other relevant factor, is extremely important for efficient management of 
large systems.  It allows cost benefit analyses to be performed.  It provides the basic data 
elements for realistic outcome comparisons in an environment which, almost by definition, 
will be controversial.  Another component of the information system is that there must be 
plans for a robust patient educational system.  We really need to get patients more involved in 
their care and that in turn will encourage prevention and early detection for some of our most 
serious disease processes. 

This is a conference focused on health care delivery in large cities.  I want to share 
some data regarding the delivery systems in several large cities in the United States.  New 
York, Los Angeles, Chicago, Houston and Philadelphia are five of the largest cities in the 
United States.  While none are as large as metropolitan Shanghai nor show the rate of growth 
that Shanghai is experiencing today, they share many of the same challenges that the 
municipality of Shanghai is facing in providing adequate care to the wide range of individuals 
within their city limits.  The first thing we notice about the characteristics of our large cities is 
that the utilization rates of urban populations are, in general, greater than that of the country 
as a whole.  In 1999, the admission rate for hospitals per 1000 citizens throughout the country 
was 118.  In our five largest cities, the admission rate was between 5% and 100% higher than 
the national average.  Our city hospitals show a higher occupancy rate than hospitals 
nationwide and the length of stay in these hospitals is, in general but not universally, greater 
than that seen nationally.  Los Angeles has the lowest admission per 1000 population and the 
shortest length of stay of the major cities.  They also have a lower rate of utilization of 
outpatient services.   

120 



Largest Cities in US. 

AREA 
(sq.mi.)

POPULATION

1361,585,577PHILADELPHIA

6181,630,533HOUSTON

2282,783,726CHICAGO

4683,485,398LOS ANGELES

3227,322,565NEW YORK
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U.S. Urban Systems 
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The health care sector in California has been one of the most aggressively managed in 
the United States.  Utilization rates, length of stay and visits per 1000 population, are all 
considerably below the national average for all populations.  So, it is not surprising that Los 
Angeles, as the largest city in the largest state and with the greatest pressures on utilization, 
shows a unique pattern.  I suspect that, compared with the nonurban populations for 
California, the city of Los Angeles has a considerably higher utilization rate.  This is 
consistent with the premise that city dwellers demonstrate a more diverse cross-section of 
people.  Those who inhabit modern large urban areas tend to require more health care 
services, tend to have more chronic illnesses, and tend to be disproportionately poor and 
needy in many ways. They thus represent significant challenges to the health care delivery 
systems of our societies.  If we look at the cost per case of our urban hospitals, you will see 
that the cost universally, even in Los Angeles, is significantly above the cost per admission in 
the United States as a whole.  Even when one adjusts the cost of admission for the relatively 
higher labour costs in our urban environment, we find that the difference between the wage-
adjusted cost per admission across our five largest cities is relatively small.  However, the 
difference between these five cities and the average for the United States remains significant, 
thus, reinforcing the idea that urban health care is more expensive and the structures for 
providing it are more complex.  Patients, in general, have higher needs and greater demands 
and the societal demands that are created as are result are very significant. 

This general observation again brings us back to the importance of this conference:  
understanding what works well in large cities is an important international question.  I look 
forward to our discussions on these issues and I will be happy to answer questions if there are 
any. 

I thank you for your kind attention. 
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Promoting people’s health:  Modernizing the health care 
system in Shanghai  
Yang Xiaodu  
Vice-Mayor, City of Shanghai, People’s Republic of China 

The organization and management of health care system in cities is an important 
subject area that attracts attention from health authorities around the world, and to which the 
Shanghai municipal government pays a great deal of attention.  Big cities throughout the 
world have seen increasing demands for better and more varieties of health care and services 
along with the city modernization process.  Shanghai is no exception in this.  While we have 
achieved some progress in providing better health care to society, we have certainly met 
many new challenges.  I would like to take this opportunity to present to you Shanghai’s 
experience in this regard and look forward to sharing thoughts with all those experts and 
scholars present today to benefit from your successful experiences and best practices. 

Shanghai’s health care system:  facts and figures  

Basic background information about Shanghai 

Shanghai is on the west bank of the Pacific Ocean, and is the largest economic centre 
in China.  Covering a total area of 6340.5 sq. km, it has a registered population of 13.21 
million people and a constant population of 16.48 million.  For ten years in a row, Shanghai’s 
GDP has maintained an annual average growth rate of more than 10%.  By the end of 2001, 
the city’s per capita GDP had reached US$ 4500.  Along with rapid progress in economic 
development, Shanghai has always pursued the goal of a healthy city. 

Health care in Shanghai 

To date, Shanghai has a total of 432 hospitals across the spectrum, of which 32 are 
city-level large hospitals and 82 are medium-sized district/county hospitals.  The remaining 
105 are community health centres.  The city has 76 300 hospital beds (or 5.75 beds per 
thousand people), 48 500 doctors (3.65 doctors per thousand people) and 37 000 nurses (2.79 
nurses per thousand people). 

In 2001, Shanghai residents made an average of 4.68 hospital visits per person per 
annum and hospital admissions were 75.7 per thousand people.  On average, 24.8% of those 
hospitalized received surgical treatment.  The bed utilization rate was is 89.3% and average 
length of stay 17.3 days. 

Over the years, major health indicators in Shanghai have continued to improve.  In 
2001, average life expectancy was 79.66 or 3.63 years more than five years previously.  In 
the same year, the infant mortality rate was 5.71 per thousand and maternal mortality ratio 
was 23.36 per 10 000.  In 2001, the occurrence of category A and B infectious diseases 
declined to a historically low rate to 232.35 per thousand.  The primary health problem in the 
city is noncommunicable chronic diseases.  Cardiovascular disease ranks number one in the 
causes of premature deaths, accounting for 33.29% of the total, followed by tumours, which 
account for 27.47% of total mortality. 
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Major efforts in health care system reforms in Shanghai in the last five years 

1. Research has been conducted and development plans for Shanghai’s health 
programme, including medical services, have been formulated.  Guidelines have 
been compiled, identifying development goals and setting priorities. 

2. A tiered medical service structure has been created at community, district and city 
levels, based on the principle of a balanced approach to equity and efficiency.  
Measures taken so far include controlling medical resources, reallocating 
geographical distribution according to demographics, and improving resource 
efficiency through pooling of hospital services.  In the past five years, we have 
readjusted and restructured 886 medical institutions, of which 26 are hospitals. 

3. In 1998, Shanghai became the first city in the country to set up a Centre for 
Disease Control.  With the inception of CDCs, disease prevention and treatment of 
noncommunicable chronic disease and acute infectious disease are given equal 
importance. 

4. The basic infrastructure of a medical insurance system has been formed.  The new 
scheme includes provision of medical insurance to employees in cities and towns 
and cooperative medical funds to rural areas, supplemented by medical insurance 
aid from the labour union, children's medical insurance, optional medical 
insurance and medical relief programmes.  At the same time, a global budget has 
been set up to control excessive growth of medical expenditure.  Budget control is 
intended to lower economic risks while allowing all citizens to enjoy basic 
medical services. 

5. A medical research development system has been set up.  The system includes 
capacity-building in key disciplinary areas, key research projects and human 
resources.  To date, Shanghai has two national key laboratories, 35 national-level 
disciplines, 26 Ministry-level laboratories, 32 city-level centres of excellence for 
disciplinary research, 50 specialized clinics and 40 special medical services for 
communities. Medical professionals in Shanghai include 13.1% of the most 
famous medical staff in the country, including chief scientists, academics from the 
Chinese Academy of Science and Chinese Academy of Engineering, etc.  In the 
past five years, Shanghai has produced 451 awarding winning major medical 
research studies, the highest number in the country.  Many of the studies are 
recognized as being at the cutting edge of medical research internationally. 

6. A citywide law enforcement regime for the medical and health sector has been 
created. The new regime includes administrative procedures, as well as hearing 
and appeal procedures.  In the past five years, 25 local rules and regulations have 
been revised and promulgated 

Shanghai’s health care system:  opportunities and challenges  

Major opportunities 

1. Since the new millennium, Shanghai has continued economic and social progress.  
The continuous and steady improvement in people’s living standards has provided 
the economic basis for market demand for better medical services. 
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2. China's membership of WTO and Shanghai’s new initiative to further liberalize 
the economy has opened up new potential for medical services.  For instance, 
there have been more imports of medical equipment and technical know-how 
from advanced countries, more effort to learn from the managerial and operational 
experiences of foreign countries, and more opportunities for international 
exchange and cooperation.  Also, ownership of medical services has diversified. 

3. Continued reform in the medical insurance area will allow Shanghai to provide 
increasingly better medical services to meet the different needs of its people and 
create a citywide medical service structure through which resources can be 
allocated more efficiently and the supply of services can be better coordinated 
with market demand. 

Major challenges 

One of the biggest challenges comes from the demographic change toward a more 
ageing society, more immigrants and a changing disease pattern.  It is estimated that by 2005, 
the elderly population (65 and above) will account for 12.3% of the total, increasing the need 
for medical and nursing care for the elderly.  To date, the floating population of the city has 
already reached 3.87 million, and is constantly on the rise.  This massive influx of rural 
population to urban centres has also created challenges in city management, disease control 
and medical service provision.  While noncommunicable chronic disease has become the 
biggest health threat in the city, other issues, such as mental disease and new breeds of 
infectious disease, like AIDS, cannot be ignored. 

Second, there is a tension between limited resources and unlimited demand.  In light 
of this factor, the medical service system must go hand-in-hand with the medical insurance 
scheme so that effective measures are in place to curb excessive total medical expenditure. 
The goal is to provide affordable medical services to all strata of society. 

Third, Shanghai needs to continue to reform the state-owned hospitals.  Reform 
agendas may include changing the hospital management regimes and solving the incentive 
problem; creating the right corporate governance structure for all publicly-owned hospitals; 
reinforcing incentive plans within hospitals; improving accessibility, reliability and 
affordability of medical services; and improving internal operational efficiency and market 
competitiveness.  At the same time, publicly owned hospitals should play an important role in 
providing diversified services. 

Future outlook 

Basic goals in Shanghai’s health care system 

Shanghai aims to become a leading medical service centre in Asia by 2010.  Through 
continuous reforms, we aim to create a properly structured and highly efficient disease 
prevention and health care delivery system, capable of providing a broad range of health care 
and services.  A health supervision and law enforcement system will also be created to 
supplement the structure.  The plan calls for the creation of a fleet of modern medical 
institutions, including advanced medical clinical centres and medical experts of international 
standard.  The health care system should be based on low expense and be capable of 
providing basic, but high quality health care to meet a wide spectrum of health needs. 
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To that end, Shanghai will create a broadly based health care structure with extensive 
coverage through district and community medical centres.  In addition, other forms of 
ownership structure will be encouraged to supplement publicly owned not-for-profit hospitals, 
mainly city level medical centres.  It is hoped that a more diversified ownership structure will 
create more optimal resource allocation.  The disease prevention and health system will have 
three tiers:  law enforcement, city- and district-level disease prevention institutes, and 
community service centres. In addition, health supervision and law enforcement will be 
carried out by city- and district-level health bureau and health supervision institutes. 

It is expected that by 2005 there will further improvement in Shanghai’s average life 
expectancy and that the infant mortality rates will be kept within six per thousand and the 
maternal mortality ratio 15:100 000 (the population base includes the floating population). 

Major reforms in Shanghai’s health sector 

Since Shanghai is a growing city in a developing country, the Government has limited 
financial resources to invest in the health and medical sector.  It is important to take the basic 
conditions in China, and particularly in Shanghai, into account when making investments. 
Our aim is to produce the largest possible benefit within the constraints of limited resources. 
We are currently conducting research and experiments in the following areas: 

1. In order to achieve optimal resource efficiency, medical groups will be formed through 
asset restructuring.  

Research studies in recent years have carefully reviewed health sector planning in 
Shanghai, including careful analysis of the current status of the city’s resources.  On the basis 
of this research, the Government has formulated some basic principles governing resource 
allocation. 

First, the geographic distribution of medical institutes has been changed to reflect 
changing demographic patterns as a result of the city's infrastructure building.  A noticeable 
change in recent years is the shift of the urban downtown population to rural and suburban 
areas, partially due to rapid urbanization.  Corresponding changes have been made to the 
medical resources and facilities in urban centres by encouraging more medical facilities to 
move to new settlement areas.  To date, a number of hospitals in downtown centres have 
relocated to new residential areas in the suburbs through real estate swap.  In this way, not 
only have the needs of residents for medical services been satisfied, but relocation costs have 
also been significantly reduced. 

Second, more effort has been invested in disease prevention and control according to 
the latest ageing tendency and disease pattern.  We have found that effective disease 
prevention can significantly reduce medical costs and we will continue to give priority to the 
principle of disease prevention by investing more resources in research, prevention and 
treatment of the most frequently occurring diseases, such as diseases of the elderly, cancer, 
cardiovascular disease etc.  Additional effort needs to be made to formulate and perfect more 
efficient disease prevention programmes focusing on chronic noncommunicable diseases. 
Community health centres will provide integrated services to the community, including basic 
medical treatment, prevention, physical exercise, recuperation, public education on health 
issues and family planning.  The aim of this exercise is to lower the prevalence of chronic 
diseases and improve the efficiency of health resource utilization. 
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Third, asset restructuring among health institutes will be conducted to allow them to 
tap into each other’s complementary strengths.  Most of the city-level hospitals in urban 
centres have a higher level of technical competency and are equipped with better medical 
facilities.  It is not surprising, therefore, that most city residents want to be treated there, with 
the net result of long waiting lists.  On the other hand, district-level hospitals often have 
medical and technical competency constraints and poorer facilities that are underutilized.  In 
order to improve the resource efficiency in these hospitals, we will continue to encourage 
cooperation and partnership between city-level and district-level hospitals, or they can 
restructure their assets through merging or forming a new venture.  This type of asset 
restructuring will allow hospitals to share resources, drawing on each other’s strengths and 
meeting citizens’ needs for reliable and reputable health care and services. 

2. The Government’s function will be changed 

There is abundant evidence, both at home and abroad, that being overly dependant on 
either administrative or market measures to the exclusion of the other does not work in the 
special field of medical services.  China’s health institutions are run by the Government and 
are established as welfare, not-for-profit institutions.  The Government plays a pivotal role in 
medical service provision and in executing important public roles as the administrator of the 
legal infrastructure, planning, guiding reform, formulating public policy, organizing 
production of public goods, implementing disease prevention programmes, making necessary 
investment, providing basic medical service assurance, supervising and monitoring market 
behaviour according to law, etc.  The Government should make ingenious use of the market 
mechanism in purchasing services from hospitals, encouraging competition amongst medical 
institutes, and reducing the purchase price of medicine and medical equipment through 
centralized tendering, etc. 

Not long ago, authorized and entrusted by the Shanghai Government, a Medical 
Service Investment company was created to invest in non-profit medical institutions.  The 
company is charged with the responsibility of managing all assets and incremental funds in 
state-owned medical institutions.  It operates according to market principles, and identifies its 
mission as ensuring sound management of state-owned assets and efficient use of resources. 
The company is also held accountable for efficient asset management by its investors. 

Intensifying reform in state-owned health institutions to improve operational efficiency 

Reforms in the state-owned hospitals include changes in such areas as the 
management system, human resources, remuneration and incentive, and logistics. 

1. Reforming the management system 
 

The Medical Service Investment Corporation will act as the proxy of asset owners and 
investors in managing state-owned hospitals.  This will help the institutionalization of a better 
corporate governance structure, separate management from ownership, and institutionalize 
management accountability under the leadership of a Board of Directors or Board of 
Administrators.  According to the new management system, chief accountants will be 
appointed by the governing body of the investment firm to carry out the fiduciary duty of 
monitoring all financial statements of the hospital and asset management.  These reform 
measures are intended to gradually form an orderly and highly efficient management system. 
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2. Reforming human resources management 

Shanghai is aware of the fact that most publicly owned hospitals lack competitive 
incentive schemes for their employees.  To change that situation, Shanghai conducted a 
number of experiments intended to introduce market forces and competition into the medical 
service sector.  Many measures introduced are intended to break life-long employment and 
encourage competition. At the same time, more efforts are being made to improve 
professional standards amongst medical professionals, encourage job rotation, reduce 
overstaffing and ultimately achieve a better staffing level.  We are only at the beginning of 
this project and many efforts are still underway. 

3. Changing the remuneration and incentive plan 

Incentive plans are indispensable for encouraging improvements in medical 
technology and service quality, as well as higher work efficiency.  Shanghai is currently 
implementing a new incentive and remuneration package amongst publicly owned hospitals. 
Following the new plan, there will be wider salary differences between hospital employees 
depending on different levels of professional proficiency, workload and individual 
contribution.  This is particularly important with China joining the WTO, and the changing 
economic landscape.  We have observed accelerated efforts among publicly run hospitals to 
reform their human resources management function.  Measures introduced in this area 
include differentiating salary levels according to workload and technicality of the work, and 
providing annual pay packages to high-level professionals, etc.  Reform in the remuneration 
system among medical professionals will continue to be a focus of future efforts. 

4. Reforming hospital logistics 
 

The logistics function of the medical institutes will be separated from the hospitals. 
They will form streamlined and more efficient logistics service organizations, providing 
service to medical entities both within and outside their organizational boundary.  Or 
hospitals can freely choose any logistics service providers from the market.  Changes in the 
hospital logistics service are an important reform item.  By separating the logistics function 
from hospitals, the management can concentrate their managerial resources on the quality of 
medical services that they provide to the general public, while at the same time lowering 
operating costs in logistics provision. 

5. Continue to implement the policy of 'total medical budget control' 

Given China’s current economic situation, we are unable to provide high levels of 
medical services.  Therefore, it is necessary to control the excessive growth of medical 
expenses.  This is an issue that requires careful balancing.  In 2002, we continued to exercise 
‘total volume control’ and ‘total budget control’.  Major control items of the plan include 
setting control targets according to funding levels in the same year; deciding pre-set control 
targets for all medical institutes, depending on the number of outpatients, the increase in 
medical expenses and service quality in different hospitals; conducting monthly reviews on 
medical expenses against set targets; and conducting funds clearing and settlement.  In order 
to lower medical expenses, we have also introduced a centralized tendering procedure for 
medicine purchasing.  In addition, we have also lowered the retail price on certain types of 
drugs, medical checks and treatment, which in turn has helped to reduce patients’ medical 
costs. 
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6. Creating better awareness of 'putting people first' to continuously improve quality in 
medical services 

Health care is a special type of service, critical to the health of the general public.  
The concept of 'putting people first' is the basis for changing service mentality and improving 
service quality.  Health institutions, as the providers of medical services, must adopt the lofty 
ideal of working wholeheartedly for the interest of patients by healing the wounded and 
curing the sick.  The mentality of service quality must be ingrained in all medical institutions. 
Educational programmes should be rigorously pursued to instill a sense of devotion, a spirit 
of humanitarianism, a better sense of mission and responsibility.  Continuing improvement in 
service quality is one of the most fundamental tasks for all hospitals and an ongoing process. 
All medical services should be built around the customer, the patient, from medical research 
to discipline building, from competitive hiring to differentiated pay structure, from setting 
quality control targets to formulating hospital rules and regulations, and from creating 
professional quality control centres to expert advisory committees.  All rules, standards, work 
procedures and business processes should proceed from the convenience of patients.  We are 
currently conducting research studies into changing service processes, rules and regulations 
in both inpatient and outpatient departments to create a better environment for all patients. 

In order to provide more transparent information to the general public vis-à-vis 
service items, service quality, fee structure etc, and to encourage healthy competition 
amongst hospitals, Shanghai has, from this year, begun to implement public disclosure of 
medical service information.  Hospitals will regularly disclose information on the quality of 
their services and other relevant information to the public and will accept monitoring from 
patients as well as society as a whole. 

This conference presents a wonderful opportunity for Shanghai to learn from 
advanced experiences in other cities all over the world.  I would like to take advantage of this 
opportunity to request your expert opinion on the following questions. 

1. How should cities like Shanghai create a more efficient and convenient medical 
service model which is both compatible with the current level of economic and 
social development and at the same time able to provide quality service with a low 
fee structure? 

2. How should government, the market and NGOs like professional associations and 
medical institutes play their respective roles in servicing the patient and ensure 
coordinated and efficient interaction amongst all parties? 

3. How can medical expenses be effectively brought under control while at the same 
time providing affordable, but high quality medical services and maintaining the 
dynamics of medical service providers? 

4. How can the choice of improving medical service standards and selecting 
appropriate technology be properly balanced? 

Finally, I would like to express my hope that you will feel free to voice your views in 
this forum.  I sincerely wish the conference success, and that we can make a contribution to 
the organization and management of medical service provision to the benefit the entire 
human being. 

Thank you very much. 
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Health reform experiences and issues in Shanghai  
Hu Shanlian 
School of Public Health, Fudan University, Shanghai, Peoples’ Republic of China 

Experiences of health reform in Shanghai 

After nearly 20 years of nationwide reform and opening up, Shanghai has become a 
below-average developed region (according to the criteria of the World Bank).  The average 
annual GDP per capita has reached to US$ 4500.  The expectations for health services, both 
from government and civil residents, have risen greatly since the1980s.  These changes put 
more pressure on the municipal medical care and services system.  

The picture is quite different too when we compare the medical services of today with 
those of the 1980s.  The era of economic shortages, during which people had difficulties in 
seeking health care, being admitted to hospitals and undergoing operations, is now over.  The 
number of hospital beds has increased from 49 900 in the 1980s to a current 73 000, almost 
46.5% higher than that in 1981.  In addition, the number of ambulatory visits, inpatient 
discharges and total bed-days has increased by 16%, 31% and 72%, respectively.  

While demand for health services has declined steadily in China nationally, medical 
care and service capacity has improved greatly, and the health service utilization rate in 
Shanghai has increased significantly over the same period.  

Figure1: Health care and services in Shanghai
from 1981 to 2000

0

1

2

3

4

5

6

7

8

81 83 85 87 89 91 93 95 97 99

10 million
person times

0

10

20

30

40

50

60

70

80

90

100
10 thousand
person times

No. of beds

No. of outpatient
visits

No. of discharges

No. of operation

 

133 



 

The five main reasons which have led to the continuous increase in demand for health 
care and services in Shanghai areas are as follows: 

There is a relatively complete and sound medical security system in urban and rural 
areas of Shanghai.  The high coverage of the urban basic medical insurance system, rural 
cooperative medical scheme and collaborating fund has made possible the transfer of the 
health needs into health demands for Shanghai citizens.  Government investment in health 
and urban residents’ individual health demands and health investment will further boost the 
development of Shanghai’s economy. 1 2 

The pattern of medical services has changed from a hospital-oriented model to a 
client-oriented service model.  In recent years, ageing has become a big problem, with the 
proportion of elderly people aged over 60 now accounting for 18.3% of the whole population 
in Shanghai.  Chronic diseases have predominated as the main causes of prevalence and 
mortality.3 4  Thus great efforts have been made to establish 105 community health centres 
and to increase home beds, and 47 nursing homes have been established, with 4111 available 
beds.5  Health cards, as a medical aid to subsidize the poor, are frequently used in the medical 
services.  New medical facilities are allocated to areas with immigrant populations.  Health 
staff are improving their responsiveness to patients, who now are more satisfied with their 
services. 

The specialized and high quality medical care and services attract patients from all 
over the country.  Shanghai has paid attention to the capacity-building of its health 
professionals, who have high quality educational backgrounds.  After a ten-year effort to 
develop medical education and the key disciplines of curative and preventive medicine, 
Shanghai is the leader in China in the field of diagnosis and treatment of special and severe 
diseases.  The rapid economic development and high-tech integrated medicine attract patients 
at home and from abroad. 

The “revenue capping, structure adjustment” policy on hospital revenues has made the 
economic and policy environment flexible.  First implemented in Shanghai, hospitals have 
been carrying out the “revenue capping, structure adjustment” policy for eight years.  The 
policy sets the annual growth rate of hospital revenue each year to match the increase of 
health expenditure to the increase in the national economy.6   Prices have been adjusted many 
times to increase the revenue of medical services and reduce the share of pharmaceutical 
expenditure in hospital revenue (47% in 2000).  Under the target annual growth rate, the total 

                                                           
1 Liu J: A Remark at 2002 Shanghai Health Conference (unpublished). 
 
2 Yang XD. Intensifying the reform of the health system and establishing a leading medical centre in Asia. 
Chinese Health Resources, 2002, 5(1):  3–6. 
 
3 Zuo HC. Carrying out the Community Health Service and advancing the development of services for the 
elderly population. Chinese Health Resources, 2001, 4 (5):  195–197. 
 
4 Sun GZ. The impact and pressure of the ageing population on medical security and its policy research. Chinese 
Health Resources, 2001, 4 (2):  86–88. 
 
5 Zhang EY, Ni JZ. The present situation and development of elderly nursing care in Shanghai. Chinese Health 
Resources, 2002, 5 (1):  31–32. 
 
6 Shanghai Bureau of Health, Shanghai Medical University. An evaluation of the effectiveness of carrying out 
the policy of “Global Control and Structure Adjustment”. Health Economics Research, 1996,  (4):  14–17. 
 

134 



 

revenue in hospitals has increased dramatically, which has produced the vitality and creative 
power for hospital self-development.    

The phased reform approach has been applied in health care and health insurance 
reform in Shanghai.7  Balancing the interests of the various stakeholders, such as society, 
government, medical insurer, hospitals, patients and pharmaceutical industry was considered 
during health service and health insurance reform to ensure development and stability.8  Four 
steps (employee’s inpatient insurance, ambulatory insurance covering some group diseases, 
ambulatory insurance for retirees, and basic medical insurance scheme) have been taken from 
the first implementation of inpatient medical insurance in 1994 to the coverage of 6.65 
million in April 2001 to gradually expand coverage.  

Local additional insurance and 14% of total payroll tax are contributed to ensure 
coverage with the basic benefit package in accordance with the real situation.  Decisions are 
made based on evidence-based policy research in Shanghai.  As accessibility and availability 
of health services have expanded to meet the needs of residents, so the health status of the 
population in Shanghai has improved significantly.  The five points mentioned above 
illustrate the experience and reasons for the success of health system reform in Shanghai. 

Health reform issues in Shanghai  

However, reform, like a coin, has two sides.  Many contradictions and issues have 
arisen in the process of health system reform, which need to be solved. 

The rapid increase in medical expenditure places a heavy burden on the government, 
enterprises, individuals and society.  The underlying reason is that, with the expansion of 
urban hospitals and the rapid development of medical technologies, especially the hospital’s 
irrational reimbursement mechanism and payment into the health insurance system, a large 
amount of health resources is wasted.  No effective cost-containment mechanism has been 
introduced in formulating the medical insurance policy from both the supply side and the 
demand side.  For example, the contribution rate for risk pooling is too low; the basic benefit 
package coverage is too wide; personal medical saving accounts have no risk-sharing 
mechanism for the society; fee-for-service has been used by hospitals for a long time; 
“supplier-induced demand” has a negative impact when implementing the policy of hospital 
revenue-capping; and information asymmetry between doctors and patients causes insurance 
market failure.  Moral hazards and medical fraud are common. 

The reimbursement mechanism does not solve the root problem and distorts hospitals’ 
behaviour.  The insufficient governmental budget and the expansion of hospitals has led 
hospitals to depend on the mark-up from drug sales and the commission from pharmaceutical 
companies or to compensate for the deficits more and more through expansion of medical 
services.  It is a dilemma whether the goal should be profit maximum for the hospital itself or 
utility maximum for the patients.  It is difficult for hospital managers to set priorities on 
whether to expand revenue from the market share or to offer relatively higher quality of care 
to patients at a reasonable price.  The principle of economic leverage shows that if a hospital 
earns one yuan, it does so at the cost of wasting 6.6 yuan worth of drugs.  There is now 
                                                           
7 World Bank. World Development Report 1996: From Plan to Market. Oxford University Press. 
 
8 Zhang XM. The complexity of employee’s medical insurance system reform. Chinese Health Resources. 2001, 
4  (6):  260–262. 
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general consensus on the slogan “Seeing a doctor is expensive, discharging from hospital is 
difficult”.  

A market competition mechanism needs to be introduced in the health care and 
services system.  At present the environment and political condition does not encourages 
competition between public non-profit hospitals and private non-profit or for-profit hospitals 
in the health care and services market.  Whether the private sector should have the 
opportunity for reimbursement from the medical insurance system is still an open question. 
Public hospitals still play a monopoly role.  There are no incentives to contain costs and 
improve the quality of care.9  Making information on hospital performance available to the 
public would certainly promote market competition. 

Unregulated drug price setting and pooled purchasing has increased the cost of health 
reform.  The factors surrounding irrational high drug price setting are complicated and are 
related to the characteristics of drug production and distribution in China.  It has been 
confirmed that the policy of reducing prices in Shanghai on partial pharmaceuticals does not 
have an effect on the expenditures and DDDs in reference to antibiotics and total 
antibiotics. 10   This is due to the theory of the principal (patients) and agent (doctors) 
relationship and the hospital’s own interests.  Many policies implemented to reduce prices 
have no impact on the reduction of total drug expenditure.  At present, pooled purchasing of 
drugs is conducted by hospital groups, with high costs in terms of time and administration.  It 
must be emphasized that competition on price in no way guarantees the quality of drugs.  The 
pharmaceutical industry, especially the state-run GMP companies, are not used to price 
competition.  It might be a good idea to reduce the cost of reform by using a reference price 
system for the essential drug list and increasing out-of-pocket payment for non-essential 
drugs.  Drug prices could be adjusted by the market mechanism.11 

The Government should be aware of the need to combine the development of the 
health industry with reaching the goal of public health.  There need to be health investment 
and financing mechanism reforms in the health care system in Shanghai.12  The purpose of 
financial reform should be to increase the efficiency of hospitals rather than to pursue the 
payback of investment.  The final objective is to develop a modern medical service system 
that builds Shanghai into a “healthy city”.  The quality of health will be improved and health 
targets met through improvement of health care and services. 

The health care system perspective in Shanghai has been guided by the tenth five-year 
development plan and regional health planning.  The Government has a responsibility to 
enforce the input of public spending, which will support public health, preventive care, health 
supervision, community health, the basic medical package and medical aid for the poor.  It is 

                                                           
9 Mills A. et al (2002): What Can be Done about the Private Health Sector in Low-income Countries?  Bull. 
WHO. 80 (4):  325–329. 
 
10 Hu SL, Zhang YP, Xing GS（2002: An Evaluation on the Policy of Declining Prices for Partial 
Pharmaceuticals in Shanghai. Chinese Health Resources.   5 (2):  51–53. 
 
11 Yu GJ, Zheng SZ, Hu SL（2001:  Pharmaceutical Market Interventions in Developed Countries. Chinese 
Health Resources. 4 (5):  233–235. 
 
12 Dynamic Information（2002: Reforming Mechanism of Investment and Finance System in Shanghai. 
Chinese Health Resources. 5 (2):  53. 
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necessary to transfer the Government’s function, strengthening the regulation of the medical 
service market and ensuring the equity of health services.  As the representative of people’s 
interests, the Government should give more consideration to health services from the 
consumer (demand) standpoint in order to obtain good quality health services at a reasonable 
price.  However, the efficiency of the health services could be promoted by another invisible 
hand, the market.   

The World Health Organization put forward the issue of health system performance in 
2000.  Since then, the issues of attainment of good health, responsiveness, and fair financial 
contribution have been given more attention by governments in various countries throughout 
the world.  It has become a tool to evaluate the success and failure of health system reform in 
any country or region.13  The Millennium Development Goals, adopted at the Millennium 
Summit of the United Nations in September 2000, call for a dramatic reduction in poverty 
and marked improvements in the health of the poor.14  I think it is necessary for Shanghai to 
reach those goals, and that was also the reason for organizing this Cities and Health Advisory 
Task Force Meeting on Organization and Management of Health Services in Shanghai. 

Thank you for your attention. 

                                                           
13 WHO (2000): The World Health Report 2000: Health System: Improving Performance. World Health 
Organization, Geneva. 
 
14 Sachs JD et al (2001): Macroeconomics and Health: Investing in Health for Economic Development. Report 
of the Commission on Macroeconomics and Health. World Health Organization, Geneva. 
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