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High expectations and increasing needs of citizens have influenced a relatively high
share of private expenditure in total health expenditure (28% in 2014) which is double
the EU average (14%).In 2014, the private household health care spending of a family
with three members averaged 50 KM monthly, which may pose a serious burden for
the families living below or near poverty line. It indicates a certain degree of inequality
in access to health care services among the citizens of BiH.

There is a high level of inequality of public expenditure in health sector among the
cantons by insured person in FBiH (from 453 KM to 875 KM), given that revenues from
the employees’ contributions “return” to the canton they were collected in It can be said
that the principle of solidarity does not extend beyond the cantonal level in this way. In
order to achieve a higher level of equality in the public resources for health sector
among the cantons, it is necessary for the cantons or the Government of FBiH to find
other resources to make it possible.

High dependence of this system on the contributions from the employed is not an
optimal solution for BiH taking into account a low employment rate and population
aging process. Among the EU countries applying mainly the Bismarck's model, a trend
of movement towards the so-called “mixed model” can be noticed — model involving
greater participation of other sources of financing, in addition to the wage-based con-
tributions.

It should be further stressed that the contributions are relatively “regressive” manner
of healthcare financing (they cause more inequality among the overall population), as
they do not tax other types of revenues that are mostly earned by wealthier parts of
population, such as, for instance, profit, dividend, or property income. Taking everything
into account, Bosnia and Herzegovina does not have much choice, but to opt for more
reliance onto so-called “‘non-contribution” revenues.
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Introduction

The subject of this study is the broadest concep-
tual issue of how to arrive to a financial model that
will allow a sustainable and stable method of fi-
nancing the healthcare in Bosnia and Herzegovina,
thus creating the preconditions for making it high-
quality and accessible to all citizens. This issue
is primarily viewed from the aspect of selection
of various sources of financing for the healthcare
sector and the manner in which the citizens ex-
ercise their right to healthcare, which is in direct
connection to the degree of their coverage. In our
analysis of this issue, we did not attempt to ana-
lyze other aspects of the financial model (such
as the arrangement of services with the service
provider, the role of the private sector, quality con-
trol methods etc.), which also have impact on the
financial sustainability of the health care system.

The fundamental principles that we bore in mind
are universality, access to high-quality health-
care, solidarity and equality — the values in the
fleld of healthcare that have been jointly defined
by the EU countries, which is something BiH
gravitates to. Universality means that no one is
denied access to health care; solidarity is linked
to the financial arrangement of the system and
the need to ensure accessibility to all; equity re-
lates to equal access according to need, regard-
less of gender, age, social status or ability to pay’.
The Reform Agenda for Bosnia and Herzegovina
for the period 2015-2018, one of the most impor-
tant reform documents of BiH during the above-
mentioned period, refers a great deal to the health-
care sector, saying inter alia:

“The governments of the Entities, the Cantons and
Brcko District will seek financial and technical as-
sistance of the World Bank to implement the re-
form of the health sector. The reformis to include a
solution for outstanding debts in the health sector,
introduction of the treasury system and the defini-
tion of new models and sources of funding, with a
more precise regulation of the network of health
care institutions.”

1 Council Conclusions on Common values and principles in European
Union Health Systems, Official Journal of the European Union C 146,
2006.

The existing public health care systems in FBiH,
RS, and BD are traditionally based on the so-
called Bismarck Model, in which the access to
health care services is provided through manda-
tory health insurance. The basic source of fund-
ing for the system are the contributions paid from
salaries of the employed, while the contributions
paid for other types of the insured are significantly
lower. Taking into account the population aging
and ever increasing need for health care services,
on the one hand, and low rate of employment and
limited amount of average salary, on the other
hand, the question arises as to whether Bosnia
and Herzegovina requires a reform of the basic
elements of the existing model, and if so, in what
way?

The first chapter offers an overview of the struc-
ture of the health care system in Bosnia and
Herzegovina (its territorial organizations, existing
institutions, degree of coverage, etc.). The second
chapter analyzes the spending in health care from
various aspects (share of GDP, spending per capi-
ta, public and private spending in health care, con-
sumption expenditure by consumption purpose,
etc.). The third chapter represents the movements
and relations between revenues and expenditures
in the public healthcare sector in the Federation
of BiH and Republika Srpska. The fourth chapter
analyzes the sources of financing, the structure of
the insured, potential options and new solutions
in this regard. The fifth chapter gives an overview
of the impact of “out-of-pocket” healthcare pay-
ments on the poor. The sixth chapter analyzes
the models of financing in EU countries, chang-
es/trends in this regard and recommendations of
the European Commission. The seventh chapter
considers various options for reforms in Bosnia
and Herzegovina, and the eighth chapter gives an
overview of the recent political initiatives in this
field.
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1. Health care system structure

Health care system in Bosnia and Herzegovina is
characterized by extreme fragmentation consider-
ing the fact that the system is organized in various
ways in the Federation of BiH, Republika Srpska
and Brc¢ko District. In terms of the organizational
structure and management, this system operates
through 13 completely different sub-systems at
the level of entities, cantons and Br¢ko District,
which significantly complicates the way health
care services are provided, increases manage-
ment and coordination costs and adversely affects
the rationality of management of healthcare insti-
tutions, primarily through the prism of untapped
opportuinities of economy of scope. An overview
of the health care system structure is given in the
text below, separately for the Federation of BiH,
Republika Srpska and Br¢ko District.

1.1 Federation of BiH

Two fundamental laws regulate the health care
sectorinthe Federation of Bosnia and Herzegovina:
Law on Health Insurance?and Law on Health Care®.
The Law on Health Care governs the principles,
way of organization and delivery of health care,
while the Law on Health Insurance regulates
health insurance as a part of social insurance,
which is based on the principles of solidarity and
mutuality of the citizens. In accordance with the
Constitution of FBiH and the relevant legal frame-
work, health care system in FBiH is decentralized
and majority of jurisdictions and responsibilities
are assigned to the cantons.

As shown in the Chart 1, the health sector in FBiH
consists of a network of as many as 11 minis-
tries of health (10 cantonal and one federal), 11

2 Official Gazette of the Federation of BiH,30/97, 7/02, 70/08 i 48/11.
3 Official Gazette of the Federation of BiH, 46/101i 75/13.

Chart 1- Organizational structure of the health care system in the Federation of BiH
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health insurance funds (ten cantonal and one
Federal Health Insurance and Reinsurance Fund)
and 11 public health institutes. The legal frame-
work determines that the health care is provided
according to the principles of solidarity, availabil-
ity and integral approach (regardless of age, sex,
religious background and ethnicity), and health
care services are delivered at primary, secondary
and tertiary levels. Despite the fact that the legal
framework is established within the divided juris-
dictions between the Federation of BiH and the
cantons, there are cases in practice when the fed-
eral policies and laws regulating the health sector
are not being enforced at cantonal level which will
be elaborated in more detail in the chapters below.

With regard to the health care financing, that
segment is predominantly financed from the
compulsory health insurance contributions, i.e.
contributions for compulsory health insurance
paid by employees, contributions for compulsory
health insurance paid by employers, contributions
for compulsory health insurance paid by pension
beneficiaries, contributions paid by the farmers,
for the unemployed and other categories. In so

doing, each canton has its Health Insurance Fund
responsible for the financing of health care ser-
vices at the level of the canton. Although the legal
framework provides for other financing schemes
(cantonal budget, the Federation, donations, rev-
enues of health institutions, participation fees
etc.), contribution-based financing is the primary
source of income in the health sector.

1.2 Republika Srpska

Unlike the organizational structure in the
Federation of Bosnia and Herzegovina, the health
care system in Republika Srpska is centralized
with key authority held by the Ministry of Health
and Social Welfare of RS, Public Health Institute
and Health Insurance Fund. The Ministry of Health
and Social Welfare, as the central institution of
the system, coordinates the activities in the
healthcare sector, creates business policies and
development strategies, plans and coordinates
the work of the health institutions network, etc.
In addition to the Ministry there are other institu-
tions operating within the system including the
Public Health Institute of RS (conducts research

Chart 2 - Organizational structure of the health care system in Republika Srpska
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and education in the field of public health, health
promotion and monitoring the population health
status), Health Insurance Fund of RS and a num-
ber of health institutions delivering primary, sec-
ondary and tertiary health care services. Currently,
364 health institutions are recorded in the Health
Institution Register with the Ministry of Health and
Social Welfare of RS.

Concerning the health care system financing in
Republika Srpska, the contributions for health care,
similarly as in the Federation of BiH, constitute the
main source of the Fund's income including the
contributions for health insurance paid from sala-
ries, the contributions for health insurance paid by
the pension beneficiaries, contributions of farmers,
for the unemployed and other categories.

1.3 Brcko District

In accordance with the Statute of Br¢ko District
and the Health Insurance Law of Bréko District,
enforcement of laws and regulations of the re-
sponsible authorities in the institutions of BiH and
Brcko District in the health sector as well as other
services are under supervision and instructions
of the mayor. In line with that, the Department of
Health carries out professional, administrative
and other duties within the powers and competen-
cies of the Government which relate to the health
sector in that region. The health care is organized
through a number of health institutions providing
the services to their beneficiaries at primary, sec-
ondary and partially tertiary level (General hospital
in Brcko, Health center in Brcko, Health center in
Bijela, Health center in Maoca, Center for mental
health, etc.).

The health care financing in Bréko District is per-
formed through the Health Insurance Fund, as in
the Entities, primarily from the contributions paid
for the employed, unemployed, retired persons,
self-employed, farmers, etc. The Assembly of
the Brcko District, at the proposal of the Health
Insurance Fund, passes the Decision on the base
and rate of contribution for health insurance. *

1.4 Health insurance coverage
4 Official Gazette of the Bréko District of BiH, 37/2009

The Laws on Health Insurance in both Entities rec-
ognize the persons obliged to pay contributions
and fall in the category of the insured persons.
The insured are divided into several categories,
depending on whose name the insurance is paid
to and the level of insurance coverage. In addi-
tion to the persons who pay health insurance in
their name and who are directly insured, there is a
category of persons who are insured although the
insurance is not paid for them?® (family members
of the insured), persons insured just on the ground
of occupational diseases and work-related inju-
ries, and foreign nationals insured on the ground
of the signed bilateral agreements. The citizens
of BiH prove their right to health care by a certi-
fled health insurance card. A health care card, as a
rule, is certified (extended) at least once a month
in the branch office of the Health Insurance Fund
while the health insurance cards for the particular
categories such as children and farmers are certi-
fied (extended) on quarterly basis. In both Entities,
personal health insurance for children aged over
15 who do not continue schooling is obtained by
their registration with the Employment Bureau.
The unemployed persons acquire their right to
health insurance by their registration with the
Employment Bureaus.

Regardless of relatively high share of population
covered by health insurance, the manner of exer-
cising the right of access to public healthcare ser-
vices yet results in the exclusion of certain groups
from the health care system and therefore leads
to discrimination.® In practice, more than 15% of
BiH population is outside the public health care
system and are not covered by health insurance.
The percentage of public health insurance cov-
erage is lower in Republika Srpska (about 70%)
compared to the Federation of BiH (about 86%).
The reasons for that may lie in a higher share of
population engaged in agriculture, commonly not
included in the public health care system through
payment of compulsory contributions.

5  Those persons are insured through the insured persons, i.e. holders
of insurance and no contribution for health insurance is paid for them.

6  Mostly, they are the workers whose years of service have not been
"linked”, self-employees not paying their own health insurance contribu-
tions, the unemployed who failed to extend registration with the employ-
ment bureau, and the like.
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Table 1 - Overview of the health insurance coverage in FBiH and RS
2008 2009 2010

2011 2012 2013 2014 2015

Federation of BiH  83.9% 85.1% 84.6%

85.6%

86.5% 86.5% 86.4% 85.9%

Republika Srpska  67.1% 71.2% 66.1%

69.5%

68.7% 77.84* 77.74* 77.76*

*Methodological explanation: Abrupt increase of the coverage in RS is primarily a result of the change in the health insurance coverage calculation
Namely, the preliminary results of the 2013 census were somewhat lower in RS as opposed to the population estimates being used up to that period
Had the previously estimated population number been retained, the health insurance coverage in RS would have remained around 70%

Table 2 - Overview of health insurance coverage in FBiH by cantons

CANTON POPULATION HEALTH INSURANCE COVERAGE - in percentages

Year 2010 2011 2012 2013 2014 2015
Una-Sana 72.98 73.25 73.78 73.96 73.35 72.16
Posavina 79.11 79.12 79.31 76.69 76.44 75.46
Tuzla 87.82 87.87 89.4 89.72 88.86 88.11
Zenica-Doboj 82.47 86.29 86.65 86.9 86.75 85.9
Bosnian-Podrinje 77.62 78.24 79.2 80.82 79.37 78.6
Central Bosnia 84.23 85.32 86.82 85.46 86.32 85.79
Herzegovina-Neretva 84.36 84.21 85.07 85.22 86.13 86.61
West Herzegovina 89.65 92 91.79 97.32 99.95 96.5
Sarajevo 93.94 94.49 95.74 95.08 94.92 95.64
Canton 10 66.84 66.7 67.07 63.84 63.94 63.7
TOTAL 84.55 85.55 86.52 86.47 86.43 85.96

Source: Federal Insurance and Reinsurance Fund

When analyzing the data on health insurance cov-
erage significant differences can be seenin terms
of health insurance coverage by the cantons in
the Federation of BiH. It is evident that the high-
est health insurance coverage is in the Sarajevo
Canton and Western-Herzegovina Canton (over
95%) while, for example, the coverage in the
Canton 10 is below 64%.

Having in mind that the health care system in both
Entities is based on the principles of equality, sig-
nificant differences in health insurance coverage
between two Entities and cantons suggest that
certain population categories are at risk of dis-
crimination (rural population, the poor, the Roma,
uneducated persons etc.). It should be noted here
that the part of the population without publicly
funded health care provided by the law is forced

to seek the health care services in the private sec-
tor which imposes an additional, and often very
considerable, burden to their budget.

2. Health care sector expenditure

The latest National Health Account data of the
Agency for Statistics of BiH show that total spend-
ing in the health sector in Bosnia and Herzegovina
amounted to 2.669 billion at the end of 2015. Out
of that, the public expenditures amounted to 1.895
million KM or 71% and private 774 million or 29%.
Moreover, the growth in total health expenditure
is evident. In the period from 2010 to 2015 only, it
increased by 600 million KM.

Public and private expenditure have proportionally
grown together with the total expenditure, whereby
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Chart 3 - Total expenditure in health sector in BiH
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Table 3 - Total health expenditure in BiH by type of service (in 000 KM)

Types of health care services

Sources of funding

All sources % as public

expendit.

% as private
expendit.

All sources of funding 2,669,796 71% 29%
HC.1 Treatment services 1,461,119 80% 20%
HC.2 Rehabilitation services 72,832 65% 35%
HC.3 Long-term medical care 26,617 100% -
HC.4 Ancillary health care services 211,359 83% 17%
HC.5 Medical equipment for outpatient care 729,341 45% 55%
HC.6 Preventive health care 43,651 100% -
HC.7 Health administration and health insurance 124,876 97% 3%

Source: 2015 National Health Accounts

the private expenditure for health increased from
693 million KM in 2009 to 774 million KM in 2015.
Analyzing the structure of health spending, it is
evident that the highest share of spending goes to
the medical treatment services (more than 50%),
followed by medical supplies for outpatient-care
services (financed mainly from the private re-
sources), ancillary health care services etc.

In addition, if we place total health expenditure
in the international context, in relation to GDP, it

may also be observed that the expenditures for
health in BiH are relatively high considering that
BiH allocates more than 9% of its GDP for health,
which is more than in the majority of the European
countries (Chart 4).

The European countries that allocate more than
10% of their GDP are Switzerland, Sweden, France,
Germany, Netherlands, Denmark, Belgium and
Austria. Unlike them, the total health spending
lower than 6.5 of GDP was recorded in Romania,

10
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Chart 4 - Total expenditure for health as a percentage of GDP
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Latvia, Estonia, Lithuania, Luxemburg and Poland.
To illustrate this, total health expenditure in
Germany amounted to 321 billion EUR in 2014 -
the highest amount among the EU countries and
300 times higher

Viewed statistically, the data point out to relatively
high level of health expenditure in BiH; however,
when one adds to that statistical picture the data
on total health spending per capita, then BiH with
464 USD’ per capita is placed at the lower end
of the European scale. For the sake of compari-
son, in countries such as Germany, Netherlands,
Denmark, Norway and other developed countries,
those expenditures are by 10 to 20 times higher
per capita. It means that health expenditure per
capita in Bosnia and Herzegovina is really low,
primarily due to low GDP. That is partly the rea-
son for the increase in the demand for health care
services in the private sector. In other words, pri-
vate health expenditure in BiH is conditioned by
relatively low public expenditure per capita that
obviously cannot satisfy high expectations of citi-
zens in terms of health care services (high level of
population awareness, availability of information,
links to the European countries etc.) which further

7  Data of the World Health Organization for BiH in 2014.
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influences seeking those services from private
sector®. The data on private spending for health
services (Chart 5) confirm the foregoing claim.

Unlike the low total expenditure per capita, Bosnia
and Herzegovina has a relatively high share in
private expenditure the population allocates for
health care. Observed in relation to GDP, the private
expenditure share in BiH is relatively high — 2.76%
of GDP. For the sake of comparison, the 2074 data
of the World Health Organization showed that pri-
vate healthcare spending in Croatia amounted to
1.4% of GDP, in Slovenia 2.6%, while the EU aver-
age stood at 2.2%. Private healthcare spending
in BiH is high and if observed in relation to the
total expenditure, it is significantly higher than in
the majority of the European countries and the EU
average (see Chart 6).

The system of public healthcare in BiH based on
present financing scheme cannot keep up and sat-
isfy the needs, expectations and habits of the popu-
lation in terms of health care services. The needs,
demands and expectations from the healthcare
have increased globally, primarily due to the fact

8  National Health Accounts in Bosnia and Herzegovina — report for
peiod 2009-20171, Reform of Public Health Il in Bosnia and Herzegovina
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Chart 5 - Total health expenditure per capita in relation to GDP per capita
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Chart 6 - Share of private expenditure in total health expenditure
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Chart 7 - Average consumption from the compulsory health insurance per an insured person in FBiH
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that healthcare is one of the most precious and
most important aspects of personal spending. In
addition to this trend being present in Bosnia and
Herzegovina, the continuing development of medi-
cal technology also creates new needs for health
services. A wide range of healthcare services
available to the population in the previous system,
hasn't significantly reduced. For instance, unlimited
access to all services provided in the area of pri-
mary health care, a large number of specialist con-
sultancy diagnostic services, hospital treatment in
the country and abroad, spa facilities, hospitaliza-
tion and a number of other health services, were
available to the population at the time of SFRY. In
a way, that created with the population the habit of
irrational use of health care services, without taking
into account the financial capabilities of the previ-
ous and the current systems of public health care
in BiH. Due to the low public allocations per capita
for healthcare services, an increasing number of
people opt for seeking health services in the private
sector.

Private expenditure has further been stimulated
by much more efficient availability and more com-
parative supply compared to the public sector, es-
pecially in the areas such as dentistry, diagnostics,
over-the-counter drugs, and therapeutic and spe-
cialist services. Confronted with serious financial

13

problems, public health insurance funds do not
have the opportunity to invest in new technol-
ogy, equipment or development of new services,
which makes users opt for seeking these services
in private or overseas institutions. Faced with the
disparity between the financial possibilities and
the demands of the population, public health-
care systems in BiH operate in a way that gener-
ates financial deficits from year to year, while on
the other side, customer dissatisfaction grows
simultaneously.®

The problem of health care financing is also re-
flected in a number of other aspects, including
the fact that access to health services and their
quality are not the same throughout BiH. The dif-
ferences in cantons within the Federation of BiH
are particularly conspicuous, as shown in the
Chart 7.

The average total spending from the compulsory
health insurance per the HIF (health insurance
fund) member in the Federation of BiH in 2015
amounted to 606 KM while the average spending
ranged from 453 KM in the Central Bosnia Canton
to 875 KM in the Sarajevo Canton. The principle of
equality and availability is obviously distorted with

9  National Health Accounts in Bosnia and Herzegovina — report for
peiod 2009-2071, Reform of Public Health Il in Bosnia and Herzegovina
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regard to the realized spending per a HIF member
in exercising their right to healthcare service as
well as other health rights including prescription
drugs at the expense of health insurance. Apart
from the health insurance coverage, availability of
health care as one of the parameters of equality
also depends on the size of individual cantonal

territories, health institution network, the level of
infrastructural development and territorial con-
nectedness. Since the healthcare regulation varies
across cantons, it brings about overall inequality .

It is important to note that the financing of the pub-
lic healthcare system in the Federation of Bosnia

Chart 8 - Difference in economic power and health insurance allocations between the Central Bosnia

and Sarajevo Canton — 2015 data
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and Herzegovina is not regulated in a unigque way
but differs from canton to canton. Only the calcula-
tion of the base and the rate of contribution for the
employees with the employer (12.5% for an em-
ployee and 4% for an employer) are uniformly regu-
lated, while the base and the contribution rate for
other categories of the population are determined
differently on the basis of the decisions of the can-
tonal assemblies. Accordingly, the cantonal health
insurance funds are in a different financial position
(depending on the number of employees and the
average gross salary) which has a direct impact on
the scope and categories of rights that are offered
to insured persons.

Such model of financing by cantons, which predom-
inantly rests on the contribution funds paid for the
employees by the employers, stimulates inequal-
ity in the exercise of the rights of insured persons
depending on the economic position of the canton
and the place where the insured persons live. In
the cantons with fewer employees and lower sala-
ries, there is a lower health insurance coverage and
lower allocations for public healthcare services per
insured person. On the other hand, citizens living in
“poorer” cantons have the same needs for health
insurance as those who live in “the richer”. It should
be also noted that the institutional stakeholders in
the Federation of Bosnia and Herzegovina, being
aware of this problem, have attempted to solve it
by establishing the Solidarity Fund and by making
several relevant decisions™ without any tangible
success.

These attempts directed to reduce inequalities in
the exercise of the right to health services have not
so far included interventions and approaches that
imply redefining the structure of funding sources.

10 Decision on Determination of Basic Package of Health Rights and
Decision on the Maximum Amount of Direct Participation of Insured
Persons in the Costs in Using Specific Forms of Health Care in the Basic
Package of Health Rights (Official Gazette of Federation of BiH,21/09)
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3. Income/Expenses Ratio

When it comes to their financing, the health care
systems in Bosnia and Herzegovina have been
encountering serious challenges for a rather
long time. Typically, almost every year, expenses
exceed the income of health insurance funds in
both Entities and cantons. According to the RS
Supreme Office for the Public Sector Auditing
and the RS Health Insurance Fund Report, total
public health sector revenue in Republika Srpska
amounted to 625 million and 700 thousand KM
in 2016, while the expenses in the same period
amounted to 654 million and 230 thousand KM
which means that that segment of the public sec-
tor operated only in the past year with a loss of
more than 20 million KM. The public health sector
in RS lacks an average of 15 million KM per year,
as shown by income/expenses ratio realized over
the past few years.

Table 4 - Overview of income and expenses in
public health sector in RS in the period
2006 - 2016

Year Income Expenses Results
(in 000 KM)  (in 000 KM)  (in 000 KM)

2006 331,197 334,231 -3.034
2007 345,627 344,838 789
2008 487,274 496,473 -0.199
2009 486,786 496,473 -0.687
2010 483,84 538,188 -54.348
2011 547,728 545,454 2274
2012 549,857 588,915 -39.057
2013 583,405 601,003 -17.597
2014 622918 635,285 -12.366
2015 677,631 667,697 9.933
2016 625,726 654,233 -28.507

Source: Supreme Office for the Public Sector Auditing in RS, Health In
surance Fund reports

The inability to finance the rising costs of health-
care from its own revenues, first of all from the
collected payments on the basis of compulsory
health insurance, forced the Health Insurance
Fund to address the Government of Republika
Srpska for additional funds and to take out loans.
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Chart 9 - Performance of FBiH financial sector as a whole in the period 2009 — 2015
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According to the data for 2016, total credit liabili-
ties of the Fund amount to 185,245,483 KM, out
of which long-term liabilities by credit debts are
138,569,632KM, and credit liabilities falling due
in 2017 amount to 46,675,850KM.™ The specific-
ity of the current financial position of the Health
Insurance Fund is that health institutions are both
debtors and creditors at the same time, consid-
ering the large receivables based on the unpaid
health insurance contributions for the employees
of health institutions themselves and of other bud-
get beneficiaries. 1?

FBiH sees a similar situation. According to the
consolidated data in the Statement of Accounts

11 Answer to a delegate’s question http://www.narodnaskupstinars.
net/?q=la/narodna-skupstina/poslanicka-pitanja-i-odgovori/narodni-
poslanik-milan-%C5%A1vraka-fondu-zdravstvenog-osiguranja-repub-
like-srpske

12 Total debts of all tax payers for the health insurance cntributions as
at 31.12.2016 to the FHI amounted to 279,695,819 KM. According to the
data of Health Insurance Fund of Republika Srpska, health institutions,
the government of Republika Srpska and other budget users, based on
the contributions for health insurance, with payments balance as at
31.12.2016, were debited for total amount of 103,778,313, out of which
amount the debts for 2016 amounted to 73,169,711 KM, and debts from
previous period amounted to 30,116,916 KM.
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of the Health Insurance and Reinsurance Fund,
a consolidated loss in the total amount of
24,422,534 KM was reported in the health sector
of the Federation of BiH in 2015. The excess of ex-
penses over income is reported in federal and can-
tonal health insurance funds in the total amount
of 7,585,478 KM, while in health institutions and
employees (public and private) the loss amounted
t0 16,837,056 KM. Of this, the biggest losses were
generated in three clinical centers (UKC Sarajevo,
SKB Mostar and UKC Tuzla).

When it comes to the financial results of the
Cantonal Health Insurance Funds, there are sig-
nificant differences, both in terms of health care
implementation and the results reported in the
operations of health insurance funds and health
care institutions. The Health Insurance Funds of
Una-Sana Canton, Tuzla, Zenica-Doboj, Central
Bosnia and Sarajevo Canton had positive opera-
tional results and in 2015 they achieved a positive
result in the total amount of KM 7,870,872 while
the other cantonal funds were operating with a
loss in the total amount of 15,456,350 KM.
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Chart 10 Public health sector expenditure indicated as % of the total health expenditure in BiH,

assessment of the World Health Organisation
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As in Republika Srpska, Federal and cantonal
health insurance funds in the Federation of Bosnia
and Herzegovina are also faced with the chronic
problem of illiquidity, and in 2015, total unpaid
claims of funds amounted to KM 120,338,853,
which represents an increase when compared to
the same period in 20714.

4. Sources of financing and structure of
the insured persons

According to the Statistics of National Health
Accounts published by the Agency for Statistics
of Bosnia and Herzegovina, of the total health ex-
penditure in 2014 which amounted to 2 billion and
587 million KM, 71% was funded from public and
29% from private sources.™

Historically, in the post-war period the share of
public sources has increased. In 1995 it was

13 Public sources are compulsory health insurance funds and budget
funds, whereas private sources include various forms of participation,
direct payments at private practitioner's for drugs and other therapeutic
aids as well as informal (i.e. unlawful) payments for medical services.
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37.1%, and in 2009 it reached 70.6% and stayed
on the level of 70-71%, which may be seen in the
Chart 10.

In relation to other 29 European countries with
which it was compared, based on this param-
eter, in 2014 BiH was ranked 17" and below the
average for EU members which was 76.2%. The
Netherlands was ranked the first with 87% and the
last was Albania with 49.9%. Among the former
Yugoslavia Republics, Croatia was the highest
ranked country with 81.9%, and Serbia was the
lowest ranked country with 61.9%, as indicated in
the Chart 11.

What are the sources of public health expendi-
ture financing and what are the sources of private
health expenditure financing in BiH (Table 5)?
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Chart 11 - Public and private sector health expenditure as % of the total health expenditure,
assessment of the World Health Organisation, 2014
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Table 5 - Total health expenditure according to the sources of financing, BiH, 2011*

Thousand BAM Share in the total expenditure

Total expenditure 2,568,806 100.0%
Public expenditure 1,841,871 71.7%
Budget of BiH Institutions 524 0.02%
Budgets of Entities 89,041 3.5%
Budgets of Cantons 73,693 2.9%
Health Insurance Fund/ Institute 1,669,826 65.0%
Local communities 5,924 0.2%
Private expenditures 726,935 28.3%
Voluntary payments 23,484 0.9%
Direct household payments 703,451 27.4%

Note: 2011 data was used due to availability of data on detailed structure of expenditure according to the sources of financing for this year.

Source: National Health Accounts in Bosnia and Herzegovina — Report for the Period 2009-2011, Public Health Reform Project Il in Bosnia and Herzegovina

18



MARKO MARTIC AND OGNJEN DUKIC | HEALTH CARE SYSTEMS IN BIH

4.1 Public Expenditure Funding Sources

According to the detailed data'* available for 2011,
the largest portion of public expenditure is cov-
ered by social and health insurance, participating
with more than 90% in public expenditure (and in
the total expenditure with 65%). Budgets of all lev-
els of government cover only 9% of public expen-
diture (i.e. 6% of the total expenditure).

In BiH budget, the health funds are predominantly
used for capital investments funding and some
public health and prevention programmes. Some
investments on the primary level are financed by
local budgets. The share of Entities’ and cantons’
budgets in public expenditure was 4.9% and 4.0%
respectively, where the share of local community
budgets and institutions from the BiH level was
0.3% in total.

Compared to other countries, the share of budget
in financing the total health expenditure in BiH is
among the lowest ones. It means that BiH largely
relies on financing through insurance (Bismarck
model), primarily from health care contributions
which constitute an integral part of the gross
salaries of employees. This means that economic
cycles (which influence developments in the num-
ber of employees and amount of average salary)
strongly influence the funds available, causing cer-
tain financial instability of the health system.

Contributions accounted for 88.5% of the health
sector public revenues in the Federation BiH
in 2014 (where contributions of the employed
even reached the level of 94.4%)."® The share of
contributions is also high in Republika Srpska.
According to the 2016 data, employers’ contribu-
tions constituted 83.9% of the health sector pub-
lic revenues in RS." It means that the burden of
health insurance financing based on the current
scheme is carried by employees and employers

14 Data from National Health Accounts in Bosnia and Herzegovina-re-
port for the period 2009-2071, Public Health Reform Project Il in Bosnia
and Herzegovina.

15 Calculation of health funds in the Federation of Bosnia and Her-
zegovina, Insurance and Reinsurance Institute of FBiH, 2015.

16 Strategic and Development Plan of the Health Insurance Fund of Re-
publika Srpska for the period from 2014 to 2078, Health Insurance Fund
of Republika Srpska, 2014.
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to the greatest extent. At the same time, they are
the only categories of population contributing to
the public health care system in financial terms
(they pay more than they spend) unlike all other
categories (the unemployed, pensioners, pupils,
students, farmers, etc.).

It should also be noted that BiH has a relatively
high share of the informal economy (which does
not contribute to generating public revenues for
the health sector) whose size is estimated be-
tween 25% and 57% of GDP as various research
have shown."”

The data shown in the Chart 6 also indicate the
problem of unequal share in the health insurance
risk. What is peculiar to BiH, unlike most other
countries, is the fact that there is no uniform
contribution rate for all categories of the insured
persons, or the rate with smaller difference be-
tween contributions for the employed and rates
for pensioners. According to the current financ-
ing scheme, the employed (making a little more
than one third of the total number of the insured)
cover “deficit” of revenues from “surplus” of their
contributions in relation to average expenses of all
other categories of the insured persons.

Table 6 - Structure of the insured persons and
shares in the total revenue of the RS Health
Insurance Fund

Category of the Share in the Share in
Insured total number  the total
of the insured revenue
Employees 35.1% 83.9%
Pensioners 33.4% 2.9%
Farmers 0.4% 0.3%
Unemployed persons  24.6% 7.3%
War invalids 0.8% 0.1%
Refugees and 0.1% 0.1%
displaced persons
Foreign insured 5.3% 4.9%
persons
Social Work Centre 0.4% 0.4%

Source: 2014-2018 Strategic Plan of the RS Health Insurance Fund

17 Data from Taxation of Wages and the Informal Economy, GEA Asso-
ciation, 2016.
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Unfavourable structure in the ratio between the
number of employees and the number of pen-
sioners threatens the sustainability of the current
scheme even more. A monthly pensioner health
insurance contribution in RS amounted to BAM
3.1 on average in 2013 and it was far lower than
the average cost of health insurance of this cat-
egory of the insured.

In most of the European countries as well as the
neighbouring countries, the share of pensioners in
the total revenues is much bigger than in Republika
Srpska and the Federation of BiH. According to
the 2011 data in Serbia it was 24%, in Montenegro
19.9%, in Macedonia 21.8%, and in Slovenia 16.6%.
Apart from that, the unfavourable trend of the num-
ber of employees and pensioners suggests that the
health insurance funds in both Entities (particularly
in Republika Srpska) will be exposed to additional
pressure in the coming period as far as their finan-
cial position is concerned.

Data on health funds deficits in FBiH and RS un-
doubtedly point to unsustainability of the existing
healthcare schemes in both entities.

Partially under the influence of the interna-
tional community, the strategic commitment of

governments in BiH is that it is necessary to reduce
the level of labour taxation to stimulate employ-
ment in the formal sector and to strengthen the
national economy competitiveness. Specifically,
the Reform Agenda for Bosnia and Herzegovina
2015-2018 (signed by the Council of Ministers
of BiH, Entity and cantonal governments and the
Brcko District Government) foresees a reduction
of health contributions.

Leaving aside potential health sector cost savings
through various reforms, all the aforementioned
suggests that there is a need of moving toward re-
duction of contribution share and relying more on
funding from other ("non-contributory”) sources of
revenues. The Reform Agenda for BiH has defined
a measure to that effect - increase of excise du-
ties on tobacco and alcohol as direct revenues
for health insurance funds of the Entities, cantons
and Brc¢ko District.

Further reduction of health contributions is pos-
sible by increasing other taxes, e.g. VAT. It should
be underlined that suchtax shifting” (from labour
taxation to final consumption taxation) may have
stimulating effects on economic performance of
BiH through:

Chart 12 - Trends in the number of employees and pensioners in the period 2010-2016
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- Stimulating employment through reduction of
the employer’s total labour costs;

- Enhancing competitiveness of national econ-
omy through reduction of labour costs and
increased taxation of imported products (in-
creased VAT rate);

- Creating possibilities to increase personal
earnings of workers, if one part of labour taxa-
tion reduction is used for this purpose.’®

4.2 Sources of financing private expenditure
According to 2014 findings of the Agency for
Statistics of BiH from the latest national health ac-
counts, the share of private expenditure in the total
expenditure on health was 29.2%. In the structure
of private expenses, the household out-of-pocket
expenses were dominating (96.9%), while the re-
maining percentage accounted to enterprises and
voluntary health insurance.

According to the detailed data for 2011, medicines
and therapeutic aids constituted the biggest share
of household spending, meaning that significant
amounts were paid for medicines which were not
onthelists or cost participation. This was followed
by expenses for out-of-hospital and hospital treat-
ment, and informal (i.e. unlawful) payments have
a big share in hospital treatment, suggesting a
high level of corruption in the health sector. Of the
total funds spent on out-of-hospital dental protec-
tionin BiH, 65% was funded from private sources,
suggesting that vast majority of the population
uses services of private dental practitioners.'

5. Impact of “out-of-pocket” payments
on the poor

It has already been stated that the total health ex-
penditure in BiH in 2074 was over 2.5 billion KM,
where the share of private expenses was 774

18 How to reduce labour taxation without affecting public funds, Bukic,
0. and Tomi¢, M. 2013.

19 Data from National Health Accounts in Bosnia and Herzegovina—
Report for the period 2009-20171, Public Health Reform Project Il in Bos-
nia and Herzegovina.
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million BAM or 29%. With regards to the private
health expenditure, one should bear in mind that
it includes contributions of the private health in-
surances and out-of-pocket payments. Basically,
if the public expenditure is decreasing, the private
expenditure is increasing, and vice versa. It is often
said that the quality of the health system of a state
also depends, inter alia, on the amount of out-of-
pocket payments for the health care. The states
with the best health care systems in Europe, such
as France, the Netherlands, Germany, Slovenia,
Austria, Sweden, also have the lowest contribu-
tions out of patients’ pockets (see Chart 13).

It should be emphasised that direct payments out
of the pocket include formal and informal pay-
ments, where the formal payments, according to
the method of development of the National Health
Account, include participation in public health ser-
vices and participation fee for medicines, other
direct payments to private health professionals
(dentists, specialists, diagnostics, purchase of
glasses, and the like) as well as payment for non-
prescription medicines and other therapeutic aids.
Informal payments for hospital services are the
highest ones and they are related to unlawful pay-
ments for health services.

More importantly, out-of-pocket payments for
healthcare are those contributions which the
poorest households and people usually cannot
afford. These amounts are most frequently the
reason for delaying and avoiding treatment which
is also confirmed by findings of the previous
surveys, suggesting that inequality in access to
health services is generally higher in the countries
with higher out-of-pocket payments (Buzeti et al.,
2011, p. 63). If the data from the National Health
Account of BAM 756 million of private contribu-
tions for health services are compared to the per-
centage of contributions “out of pockets"® and the
number of inhabitants in BiH, then we can get the
amount which BiH citizens give on average out of
their pockets for health services yearly. According
to the 2014 data, those contributions for a three-
member household exceeded BAM 50 monthly.

20 According to the World Bank data (http://data.worldbank.org/indi-
cator/SH.XPD.PCAP) 96.9% of private contributions for health in 2014
related to ‘out-of-pocket’ contributions
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Chart 13 - Total public, private and ‘out of pocket’ payments in healthcare in relation to GDP — 2014 data
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On the other hand, according to the results of the 6. Financing models in the EU countries

2015 survey on household spending, the rela-
tive poverty rate of the population of Bosnia and
Herzegovina was 16.9%. It means that in 2015
over 500.000 inhabitants lived below the relative
poverty threshold (the monthly threshold of rela-
tive poverty for one-member household in Bosnia
and Herzegovina in 2015 was BAM 389,26, and
for a four-member household with two adults and
two children younger than 14 was BAM 817,45
monthly). Monthly out-of-pocket costs for health-
care represent a serious burden to this category
of people. Therefore, almost half a million people
often delay buying needed medicines, seeking
healthcare services and preventive healthcare
especially. There is no doubt that out-of-pocket
payments for health services are a great burden
to this population group of almost a half a million
inhabitants which considerably limits their abili-
ties to get out of the poverty zone.

22

Health care models in EU, according to the source
of financing, are usually divided in three basic
models, as follows:

- Bismarck model of compulsory health insur-
ance where the health care is funded from
public funds.

- Beveridge model of universal health care
where the financing is also provided from pub-
lic funds but they mainly come from general
taxes, i.e. from budget funds.

- Voluntary health insurance model funded by
private payments and it most frequently func-
tions as a supplemental health insurance.

Although the source of financing is only one aspect
of a health care model, these divisions are often
used to convey significant political messages. For
example, in many former socialist countries refer-
ence to the reform as transition to ‘the insurance
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system’ is used to send a message about the
change of the previously hierarchically controlled
health system by the state. However, source of
funding does not have to define the sector organ-
isation itself or fund allocation mechanisms. Spain
represents an example of a country which has
made a great change in the sources of financing
(from the system primarily funded from the health
insurance contributions to the system which is
predominantly funded from the general taxes) but
the conceptual change did not occur in the relation
between population and the health system.?!

In most of the EU countries the health care system
is based on one of the first two models (but the
financing is supplemented from other sources).
Universal health insurance is provided in most EU
member states, while the coverage is almost uni-
versal in a few countries, for example in Germany
— 88% through public system and 10 % via private
insurance, in Greece 95 % and Austria 98%.%

We may say that a combination of sources for
health care financing exists in most of the coun-
tries, but the public sector controls most of the
funds. In some countries having the compulsory
health insurance the share of private insurance
funds (which pay for health care of their insured)
is large, e.g. in the Netherlands. Only a small por-
tion of health care financing in EU comes from
the model of direct patient payments for services.

Participation of patients in the health care financ-
ing exists in all EU countries in varying degrees,
but the main reason is higher efficiency in the cost
management. Various forms of participation are
applied, and the most frequent one is patients’
participation in payment for prescribed medi-
cines in a percent amount or in a fixed amount.
The participation for payment of specialist ser-
vices is rather frequent (very rarely the payment
for services of general practitioners) while some
countries apply participation in payment for hos-
pital services. Persons with low income and other

21 Health Financing Policy: A Guide for Decision-Makers, WTO, 2008.

22 Information taken from: Financing Health Care in the European Uni-
on — Challanges and Policy Responses, Thompson,S., Foubister, T., Mos-
sialos, E. 2009.
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vulnerable groups are exempt from participation
in most of the countries.?

As for health insurance contributions, it is known
that a great number of EU countries face the pop-
ulation aging process due to low fertility rates,
which directly results in decrease of working-age
population compared to the total population. As
the share of working-age population is decreas-
ing, it is becoming increasingly difficult to largely
rely on contributions from salaries for funding of
health sector expenses. According to the World
Health Organisation for that reason it is critical for
these countries to further diversify their sources
of financing.?* Indeed, according to Eurostat 2014
data, no country in EU had a share of contributions
and all forms of compulsory insurance (includ-
ing also compulsory medical savings accounts)
above 80 % in the total funding. Germany with 78
% had the largest share of these sources.

The EU countries which largely relied on the com-
pulsory insurance scheme are Slovakia (76.2%),
the Netherlands (75.8%), Luxemburg (73.9%), but
also Croatia (72.7%) and Slovenia (67.6%). On the
other hand, countries which mainly provided for
funding from the government budget are Denmark
(84.2%), Sweden (83.4%), Italy (75.5%), Ireland
(69%), Spain (65%), Portugal (65%) and Finland
(62.2%).

Household out-of-pocket payments account for
largest share in Cyprus (49.9 %) and Bulgaria
(45.8 %), while their lowest share is in France
(7.2%).?° This indicator usually directly relates too
inequality in the access to health services. As it
has already been stated, the main conclusion is
that inequality is higher in societies where out-of-
pocket payments for health have higher share in
the total expenditure.

The voluntary health insurance had smaller shares,
with the biggest share in Slovenia (14.8%), France
(13.7%) and Ireland (12.7%). In seven countries
voluntary schemes had the share below 1%, and

23 Ibid

24 Health Financing Policy: A Guide for Decision-Makers, World Health
Organisation, 2008.

25 Health Inequalities in Slovenia, Buzeti, T, et al. 2011.
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Chart 14 Expenditure for health care according to the financing scheme

(% of current expenditure on health care)

Compulsory
contributory health Voluntary Financing schemes :
Government insurance schemes nealth of non-profit EHETES L= L Rest of the world
i B s < financing out-of-pocket 2
schemes & compulsory insurance institutions serving {non-resident)
i i schemes payments
medical saving schemes nouseholds
accounts

Belgium 114 66.2 4.4 0.2 01 17.8
Bulgaria 8.8 442 0.3 0.5 0.4 45.8
Czech Republic 11.6 718 0.2 24 07 13.2
Denmark 4.2 5 20 0.0 E 138
Germany 6.6 78.0 1.5 0.5 0.5 130 E
Estonia 10.0 G5.6 0.2 0.0 14 227 0.0
Ireland 59.0 0.3 127 = 2.6 15.4 5
Greece 284 N3 36 0.1 0.0 354 12
Spain 65.0 48 5.2 0.4 & 24.7 .
France 4.1 745 137 0.0 07 70 0.0
Croatia 25 727 8.1 i E 16.7 2
Italy 75.5 03 15 04 03 220 E
Cyprus 436 0.6 a8 0.2 15 49.9 0.5
Latvia 59.9 : 09 0.3 4 389 z
Lithuania 10.1 575 0.8 0.0 0.1 31.5 0.1
Luxembourg 85 739 55 14 i 107 E
Hungary 9.4 576 2.8 14 0.6 28.4 0.0
Malta : A ; ; : . :
Netherlands 48 75.8 5.9 0.3 0.9 12.3
Austria 312 447 49 14 02 7T
Poland 9.2 G1.8 45 1.0 0.6 229 i
Portugal 65.0 1.3 5.4 0.0 0.8 27.5 0.0
Romania 14.9 G4.4 0.2 04 0.1 19.9 0.2
Slovenia 34 67.6 14.8 0.1 11 13.0 E
Slovakia 4.0 T6.2 2 14 0.4 18.0
Finland G2.2 132 25 0.7 23 19.1 5
Sweden 83.4 0.0 0.6 o1 0.4 15.9 0o
United Kingdom 79.5 0.1 3.6 1.6 0.6 14.8 0.0
Iceland (") 52.1 290 0.0 15 0.0 175 0.0
Liechtenstein 13.89 491 12.5 0.2 0.6 236 .
Norway 745 10.8 g = 03 144
Switzerland 18.6 46.5 71 1.0 : 26.7

(") Definitions differ.

Source: Eurostat

the lowest share was reported in Czech Republic,
Estonia and Romania (all 0.2%).

Therefore it can be concluded that most of EU
countries use a kind of ‘mixed model’ of health
care financing and that the dominant source of
income in every country depends on the historical
legacy and implemented reforms.

It should be noted that the EU countries have es-
tablished common values regarding health care in
the form of conclusions of the Council of Health
Ministers from 2006, and those values are: univer-
sality, access to high-quality health care, equality
and solidarity.?

According to the European Commission, to
achieve and maintain these values it is necessary,

26 Council Conclusions on common values and principles in European
Union health systems, Oficial Journal of the European Union C 146,
2006.
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inter alia, to provide for stable financing of health
systems bearing in mind the existing challenges:
increase of health care costs, aging of the popula-
tion related to increase of chronic diseases which
leads to increasing of demand for health services
and inequality in the access to health care.

The stable financing allows adequate planning
of investments and health care continuity. Health
systems whose financing is based on less stable
sources bear negative effects of external shocks
more frequently. For example, systems which
mainly rely on contributions from salaries are
more exposed to consequences of the fall of em-
ployment. The European Commission considers
that in these cases reserves or other counter-cy-
clic formulas for transfers from the budget may
help to stabilise the available funds.?”

27 Communication from the Commission on effective, accessible and
resilient health systems, European Commission, 2015
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7.  Current initiatives for reform of
health financing schemes

Chronic problems in financing of the health insur-
ance system in BiH triggered several initiatives
and reform processes in the past. The latest one
is an attempt to implement the health sector re-
form within the Reform Agenda for BiH for the
period 2015 -2018. Precisely, the Reform Agenda
stipulates that: “The governments of the Entities,
Cantons and Brcko District will seek financial and
technical assistance of the World Bank to imple-
ment the reform of the health sector. The reform
is to include a solution for outstanding debts in the
health sector, introduction of the treasury system
and the definition of new models and sources of
funding, with a more precise regulation of the net-
work of health care institutions. Through a DPL pro-
gramme, the World Bank will be asked to provide
technical and financial support for the reorganisa-
tion of the health sector. The Entity, Cantonal and
Brcko District governments will use these funds
for the settlement of outstanding liabilities of the
health sector (contributions in particular). In paral-
lel, the authorities in BiH will support an increase
in excise duties on tobacco and alcohol which will
be the direct income of the health insurance fund
of the RS and health insurance funds in the FBiH,
Cantons and Brcko District.”

In addition, the Reform Agenda foresees that
within public finance the burden on labour will be
decreased, through reduction of contributions,
whereas the provision of additional funds from
the excise duties, the health sector may expect
only after the reforms have been implemented.
According to the adopted Reform Agenda the gov-
ernments of both Entities have developed and ad-
opted the action programmes. One of them is also
the initiative of the FBiH Government attempt-
ing to reduce the health insurance contribution
rates, by extension of the basis for contribution
calculation.

Several other initiatives also addressed the need to
change the method of health funding in the past.
The health development strategic plans in both
Entities suggest that the current financing scheme
is not sustainable, primarily from the perspective
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of the number of those persons who pay the con-
tributions, and those who use the public health
system services. In that regard Strategic Plan for
Health Development in the Federation of Bosnia
and Herzegovina from 2008 to 2018 states"We still
have a high percentage of the uninsured in FBiH
(16%). In the structure of the uninsured persons
the number of the insured from the categories
for whom the contributions are paid in symbolic
amounts (pensioners and the unemployed) shows
an increasing trend in relation to the employed by
employers who carry the burden in provision of
funds for health care from the compulsory health
insurance, therefore the question is raised how
long the employed, or their employers will be able
to carry the burden of the health solidarity in such
disproportions, which is the basic principle of the
established health insurance system. The issue of
the health sector financial stability is raised under
such circumstances and trends.”

Unequal possibilities for exercising the right to the
health care in cantons of the Federation of BiH is
particularly serious problem directly related to bad
financial position of the Federation and cantonal
health insurance institutes. To start solving the
problem, the Government of the Federation BiH
has prepared a special decision on equal financing
of the missing portion of funds per canton by the
Government of the Federation BiH, but it has not
been rendered yet, because currently it is impos-
sible to allocate additional funds from the budget
for its implementation.

In the light of equitable healthcare financing in the
Federation of Bosnia and Herzegovina, it is nec-
essary to mention current initiative by the mayor
of Tuzla, Jasmin Imamovic, who advocates ra-
tionalization of the healthcare system in FBiH by
abolishing the system of healthcare management
at the cantonal level and transferring competen-
cies to the Entity and local levels. This initiative
came into being due to the evident irrationality and
unequal regional representation of public health
services seen through expenditures of cantonal
health insurance funds, as has already been elab-
orated in the previous chapters of this document.
The initiative proposes the merging of health in-
surance funds and accordingly the rationalization
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of costs (the estimates presented indicate poten-
tial savings of tens of millions of KM annually).
On the other hand, it should be mentioned that
this initiative caused different political reactions
in FBiH and that there is still no unanimous politi-
cal opinion on the matter nor the willingness to
implement the solutions proposed by the initiative
in the current administrative and political frame-
work of FBiH. Without further elaboration of the
feasibility and quality of the initiative itself, it can
certainly be stated that it has contributed to the
public dialogue on the necessity of the reform on
health insurance funding system in FBiH, a well
as throughout BiH.

Examples from other countries can contribute to
the discussion on the benefits and possible nega-
tive effects of (de)centralization of the healthcare
system. Among others, examples from Sweden,
Switzerland and Netherlands prove the advantag-
es of decentralized healthcare systems, primarily
through greater flexibility, quality of services, ad-
aptation to the users' needs and increased com-
petition among health service providers.?®

On the other hand, what can be used as a good
basis for the analytical process of redefining pub-
lic policies in the Federation of BiH are certain
studies by World Health Organization as well as
experiences of other countries where reforms
have been undertaken in the direction of unifying
of institutions of the healthcare system, proving
the benefits of the centralized system in terms of
better cost management, greater efficiency and
more rational approach to business.?

Also, the Strategic Development Plan of Republika
Srpska Health Insurance Fund for the period 2014
— 2018, states the need to redefine the existing
sources of health services funding, as follows: If
the contribution is the only source of compulsory
health system financing, with reduced contribution
rates and current health system organisation, it will
be almost impossible to maintain the existing con-
tents and scope of health insurance entitlements

28 Fiscal Federalism and European Health System Decentralization: A
Perspective - Joan Costa-i-Font, The London School of Economics and
Political Science, December 2012.

29 The Health Systems Financing: The path to universal coverage, WHO
— World Health Organization, 2010.
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and to achieve the stability of health care institu-
tions.” Seriousness of the problem is illustrated
also by the information that the first strategic
goal refers to achieving the sustainable financ-
ing. Accordingly, the Management Board of the
Health Insurance Fund adopted the Programme
of measures for overcoming financial problems,
which, among other things, proposes introduc-
tion of additional sources of financing as it has
been done in Slovenia and Croatia. To that end,
in September 2012 the Analysis of compulsory
health insurance financing was adopted whereby
the RS Government has revisited the proposal of
introduction of additional sources of financing
and pointed to possible rationalization of expens-
es within the health system.

Conclusions and possibilities for reforms

We have established that there is an extremely
heavy dependance on health funding through in-
surance across BiH, classifying our country in the
group of countries with the so-called Bismarck
model, where contributions of the employed
both in FBiH and RS account for over 80% of the
total public revenues used for the health care.
Contributions for other groups of inhabitants
fall under the remaining portion of public rev-
enues (the unemployed, pensioners, farmers, dis-
abled, etc.), transfers from the budget and other
revenues.

High depence of the entire system on contributions
from the employed is not an optimum solution for
BiH having in mind the low share of the employed
in the overall population and the population aging
process. This situation with increasing expenses
and needs of the health sector leads to the lack of
funds, losses and debt accumulation

Economic recessions followed by a drop in the
number of employed persons (as it happened in
our country from 2009 to 2012) and irregular dis-
bursement of salaries indicates the health sector
financial instability based on such model. Here we
can mention an absurd phenomenon that employ-
ees in some companies in BiH have no health in-
surance due to delay in payment of contributions
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unlike the unemployed who are registered with
the employment offices. It is evident that using a
ban on access to the health system, as a sanction
for "those who do not pay”, leads to a departure
from the principle of universality and equality in
the health care.

Considerations of possible reform directions for
BiH in this research are based on the basic values
in the health care which have been jointly defined
by the EU countries in the form of conclusions: uni-
versality, access to high-quality health care, equal-
ity and solidarity.*® These conclusions will also fully
apply to BiH, after its accession to EU, and the val-
ues mentioned above have already been incorpo-
rated into the existing legislation to a great extent.
Those values, inter alia, mean that each person
should have equal access to a high-quality health
care and that the public health should not depend
on their social and economic status.

Employment rates and amount of salaries used to
calculate health care contributions vary to a rela-
tively large extent between the cantons in FBiH.
Given that the revenues from the health insurance
contributions of employees usually "return” to the
canton were they have been collected, there is a
high level of discrepancy in expenditure for health
care per capita among cantons. In that regard, the
average expenditure on health care in 2015 was
ranging between BAM 453 per the insured person
in the Central Bosnia Canton and BAM 875 per
the insured person in the Sarajevo Canton. It can
be stated that by such solution the principle of
solidarity, as defined by the Law on Health Care
of FBiH,*" in that regard is not applied beyond the
canton level. If a higher level of equality is to be
achieved in the health care financing between
cantons, it would be required that cantons or the
FBiH Government find other funds to ensure that.

For the level of BiH — if financial preconditions
should be established for equal public health ex-
penditure developments per capita throughout
BiH, it is necessary to plan adequate funds of the
Entities and BD.

30 Council Conclusions on common values and principles in European
Union health systems, Oficial Journal of the European Union C 146, 2006

31 Official Gazette of the Federation BiH, no. 46/10 and 75/13.
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Out-of-pocket payments for health care of an aver-
age household in BiH in relation to the household
budget are higher than the average of the same
payments in other OECD countries. This suggests
the risk of unequal access to health care services
among BiH citizens. In 2014 average health care
expenditure of a three-member family from the
household budget was around BAM 50, which
may be a great burden, particularly for the families
below or near the poverty line. In 2015, monthly
relative poverty threshold for one-member house-
hold in BiH amounted to 389 KM.

Due to all the aforementioned, it is evident that the
health systems in BiH need to change to establish
the basis for sustainable and stable health care
financing model, which is a precondition for it to
be good in terms of quality and availability to all
citizens

Croatia and Slovenia are the countries in EU which
predominantly rely on the compulsory insurance
for health care financing (Bismarck model) sug-
gesting that the legacy of the former SFRY has a
strong influence on the current models. However,
in the group of EU countries shifting towards the
so-called mixed model, i.e. the model where other
sources of funding are getting bigger share is no-
table. Considering the process of decrease of the
share of working-age population in those coun-
tries as well (aging of the population), it is natural
that the share of contributions by the employed
in the total health sector expenditure also de-
creases. In accordance with that, the World Health
Organisation emphasises the importance of diver-
sification of sources of financing.®? The European
Commission points out that it is more difficult to
ensure the health care continuity when the current
financing depends on the payment of contribu-
tions and the employment drops considerably.®?

Given that this research addresses the issue of
finding the adequate financing model for the
health care systems in BiH, the question is raised
as to what needs to be changed in that area to

32 Health Financing Policy: A Guide for Decision-Makers, WHO, 2008.

33 Communication from the Commission on effective, accessible and
resilient health systems, European Commission, 2015.
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create preconditions for achieving the aforemen-
tioned values in health care.

In any case, we have seen that it will require the
continuous increase of health expenses in the
coming years. The existing high salary tax rates
in FBiH and RS, as well as the low standard of the
majority of other groups of the insured (pension-
ers, farmers, entrepreneurs and others) indicate
that the revenue ranges through the increase of
the health care contribution rates are limited. It
can be stated that a possibility to increase rev-
enues from contributions exists through decrease
of the informal sector and developing higher
tax responsibility, but this can only be a gradual
process.

Accordingly, this leads to the conclusion that BiH
does not have many choices but to start diversi-
fication of the funding sources and relying more
on the so-called “non-contributory“revenues. It
can be said that certain institutional initiatives
have been started in that direction (Government
of FBiH, the Republika Srpska Health Insurance
Fund) but they still haven't resulted in any concrete
improvements or financial effects. The Reform
Agenda for the period 2015-2018 forsees, among
other things, defining new models and funding
sources for the health sector. It is often forgotten
that the health care financing from contributions
is a relatively “regressive” model for it (causes
higher inequality) because, apart from salaries, it
does not include other types of revenues which
richer groups of population gain, like for example,
profit, dividends or revenues from the property.

Therefore, the question is only to what degree and
how to optimally pursue the mentioned diversifi-
cation. We may conceptually divide intensity and
type of diversification in three groups:

1. Ensuring alternative sources of revenues
maintaining the same level of the contribu-
tion rates. Alternative revenues may be pro-
vided though planning of systemic increase of
budget transfers to the health insurance funds
(which would require adequate allocations
within the budget) or through introduction of
additional earmarked revenues (e.g. increase
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and/or introduction of new excise duties on
tobacco, alcohol, fuel, harmful soft drinks and
luxurious products). Earmarked taxes that tax
harmful products stimulate the reduction of
usage of such products thus providing ad-
ditional funds for financing treatment costs
incurred by their consumption.

2. Ensuring alternative sources of revenues by
reduction of rates of contributions paid from
the salary - tax restructuring. This option in
relation to the previous one includes also the
tax relief on salaries through decrease of
health insurance contributions. This approach
has been planned in the Reform Agenda for
BiH, and in addition to reduction of contribu-
tion, the increase of excise duties on tobacco
and alcohol has been foreseen. It has been
written and said a lot about the tax relief on
salaries in BiH, and those advantages include:
stimulating further employment, stimulating
the decrease of "illegal” and “semi-legal” em-
ployment, increase of price competitiveness
of national economy and creation of space
for increase of earnings of the employed.3
Depending on the financial needs of the
health sector, this reform may also include
additional alternative revenues (e.g. increase
of any other indirect tax, including VAT, and the
property tax). One of the major elements of
such reform is assessment of the impact on
the most vulnerable groups of population and
adequate addressing of negative effects, for
example through directed social transfers.®

3. Total modification of the model - transition
to financing of health care from the bud-
get revenues. This reform requires transi-
tion from the compulsory health insurance
scheme (Bismarck model) to universal insur-
ance scheme (Beveridge model). In essence
it means that all citizens would be entitled to
access to the health care provided by the state
without any preconditions (naturally, it does
not mean that participation, private insurance
or private expenditure on the supplementary

34 See How to achieve lower labour taxation without affecting public
funds, Buki¢, O. i Tomi¢, M. 2013

35 Ibid.
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health services would be excluded). In terms
of tax, there are many ways in which this re-
form could be implemented, and all imply
termination of health insurance contributions
and introduction or increase of one or more
other direct or indirect taxes. From the point of
view of the aforementioned values-universali-
ty, equality and solidarity - this scheme surely
contributes to their implementation because
persons such as employees for whom no con-
tributions are paid, farmers and entrepreneurs
would have ensured access to the health care.
Apart from that, if a great part of health ex-
penses would be covered by consumption
taxes, such as excise duties on luxury goods
or VAT, the health system financing would be
more progressive (i.e. paid more by the richer
classes of the population because they con-
sume more). The bigger progress would be
achieved in case of higher funding degree
from direct expenses such as taxes on prop-
erty and profit. In 2007 Spain adopted this
radical reform of health financing.®

All the above considerations were made without
analysing other aspects of the financial scheme
(method of fund collection, method of service
contracting with service providers, role of private
sector and others) which also have a direct effect
on the financial sustainability of the public health
sector. Therefore, all reforms leading to improve-
ments in those areas should be supported.

36 Health Systems in Transition: Spain, Duran, M., Lara J., van Waveren,
M. World Health Organisation, 2006.
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Abbreviations and Acronyms

BD Brcko distrikt Brcko District (BD)

BDP Bruto drustveni proizvod Gross domestic product (GDP)
BIH Bosna i Hercegovina Bosnia and Herzegovina (BiH)
DRG (DTS) Novi model pla¢anja bolni¢kih usluga Diagnosis Related Groups (DRG).

(srodni dijagnostic¢ko-terapijski slucajevi)

Dz Dom zdravlja Community Health Centre (CHC)

EU Evropska Unija European Union

FBIH Federacija Bosne i Hercegovine Federation of Bosnia and Herzegovina (FBiH)
FZORS Fond zdravstvenog osiguranja Health Insurance Fund of Republika Srpska

Republike Srpske

(HIF RS)

JPP Javno-privatno partnerstvo Public-private partnership (PPP)
KM Konvertibilna marka BAM
KSZ Konsultativno-specijalisticka Consultative and Specialist Health Care (CSHC)

zdravstvena zastita

MZSZ Ministarstvo zdravlja i socijalne zastite Ministry of Health and Social Care (MoHSC)
PDV Porez na dodatu vrijednost Value Added Tax (VAT)

PURS Poreska uprava RS Tax Authority of RS (TARS)

Pzz Primarna zdravstvena zastita Primary Healthcare (PHC)

RS Republika Srpska Republika Srpska

RZZS Republicki zavod za statistiku Republic Institute of Statistics

UKC Univerzitetsko-klini¢ki centar University Clinical Centre (UCC)

UsD Americki dolar US Dollar

Z0 Zdravstveno osiguranje Health Insurance (HI)
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