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Payment by results saves
Stockholm 17%
The cost of hip and knee replacement operations has dropped by an
average of 17% for Stockholm County in Sweden. This is thanks to a
new bundled payment system that has replaced DRGs. Even while
reducing costs, this new system earns high patient approval and has cut
waiting lists. We take a look at how it works ahead of its roll-out in the
rest of the country.

The new scheme is being studied by a research team at Karolinska
Institute in collaboration with Professor Michael Porter’s team at
Harvard Business School. The aim is to extend payment bundling not
just to the rest of Sweden, but to the rest of Europe.

The basic idea is that providers are paid a package price for a
procedure. This includes everything from pre- to post-operative care, as
well as the excess costs of any complications within a two-year
window. Patients are free to chose their provider, with their choices
eventually being informed by outcome data which will be put up on
Stockholm County's website. Up until now, these payments have only
been in use for hip and knee replacement operations; they are now
being applied to other areas.

Per Batelson, chief executive of ambulatory surgery provider Global
Health Partner, says that 98% of patients approve of the scheme, which
has also managed to cut waiting lists. “The provider has to take charge
of everything - from the initial consultation and diagnosis through to
surgery and on to rehabilitation - for a flat payment of SEK 56,800
(!6,450).” There is a further bonus of 3% if certain quality standards are
met. Any complications in the first two years are paid for by the
provider, even if the procedure is carried out by another organisation.

So far there are 11 providers in the scheme, four of which are private:
Aleris, Carema, GHP and Capio. Together, they carry out around 4,300
operations a year under the scheme, which equates to around !27
million in revenue.

A recent report found that total volume of operations grew 16% in the
three years to 2011, but that total costs fell 4% with a net saving per
operation of 17%.

The best way of paying people
for healthcare
It is extraordinary how little
innovation there has been in how
operators are paid to deliver
healthcare. It is only in the last
decade that most of Europe has
moved from paying hospitals by the
day for patients, to diagnostic
related groups where they are paid
per procedure. Ireland has yet to
move to DRGs and Switzerland only
made the move this spring.

It is not as if DRGs is a good
system. It encourages hospitals to
do more stuff and it doesn't reward
quality. Whilst hospitals with high
failure rates may be identified and
penalised all too often where
complications arise hospitals are
simply paid more money to carry out
more complex operations - often at
much higher margins. There is
plenty of anecdotal evidence of
gaming on a massive scale.

The arrival of a new bundled service
system in Sweden where operators
are penalised for poor quality by
having to fix complications
themselves is to be welcomed. For
the private sector it may slash
margins. But it should also grow the
market. In Sweden less efficient
public sector operators have
retreated from the sector. Private
operators in Stockholm have grown
their share of the market from 30%
to 60% in three years.

There are lessons here for the
French government in how it should
work with the private sector.

We would like to see more
innovation. Why not guarantees for
dental treatment, for instance?
Ideally, we should move to the
ancient Chinese model where
doctors were paid when patients
were well and not when they were
sick.

Editor, Max Hotopf
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What impact will the spending review have on
healthcare in Italy? Is there a chance that the public
sector will be forced to adopt DRGs? We talk to
Professor Gabriele Pelissero, president of AIOP, the
association of private Italian hospitals.

HCE: So, how is Italy coping with the crisis?

Gabriele Pelissero: The South has been hit the worst; for
us, operating in the North, we’ve escaped the brunt of it.
Right now, everyone is just waiting for the famous
“spending review”, which the Monti government will hand
down soon, probably by August 2012. This will cover all
expenditure, including healthcare.

HCE: Is any region in particular trouble at the moment,
with regard to its health spending?

GP: Lazio and Campagna both have the largest
healthcare budget deficits, and so have been subject to
the “piano di rientro”, or the centrally-mandated plan to
bring health budgets into line.

In the South, however, the AIOP is not very active. The
private sector is paid less than the public sector in
Southern regions, and, unfortunately, the health systems
there are not structurally capable of using the private
sector effectively. We tend to focus on areas such as
Lombardy, which has the highest level of co-operation with
the private sector, as well as the best health outcomes in
the country. Being in the North, our members have been
protected from the worst of the crisis.

HCE: Have any details emerged about what the spending
review will recommend?

GP: We know that it will hit the health ministry, and that it
will specify some areas where cuts need to be directed.
The good news for us, however, is that it is likely that the
cuts will be directed towards public hospitals’ procurement
budgets. We really aren’t expected to to take much of a hit
at all.

HCE: And what does the health budget look like right now?

GP:Well, you’ve got to remember that, overall, total health
spending has not done well in this recession. Italy already
spends less than other comparable countries on health
care; and, in 2011, despite the fact that GDP was
shrinking, central government’s health spending on the
SSN [the Italian NHS] fell from 6.3% of GDP to 6.1%.
That’s a big real-terms cut.

When it comes to hospital services, about !70 billion was
spent in the acute sector in 2011. Of this, about !9 billion
was spent on procuring services from the private sector; of

which about !6 billion was spent on services provided by
AIOP members.

HCE: And so you’re expecting this to remain stable after
the spending review?

GP: Yes. Of course, we’d prefer it to rise slightly, to slowly
bring us into line with the rest of Europe. But for now, this
is the best we can ask for.

HCE: Are you in dialogue with central government about
this?

GP: The AIOP has been speaking to the government, of
course. We are making structural recommendations
regarding the health system. There are wild variations in
prices and purchasing methods across the country, and
these need to be tackled.

Take a syringe, for instance. In some places, the regional
public health system will pay 20 cents for it. In other
places, it will cost 70 cents. There is no reason why this
should continue.

HCE: What about the private sector’s role in the spending
review? Some countries are seeing a big expansion in
private provision during this recession. Is Italy one of those
countries?

GP: No, not really. We don’t expect to be damaged, but we
don’t foresee a giant expansion in our role, either. Even
when it comes to public-private partnerships [PPPs],
things are just continuing on as always - in the hospital
sector, PPPs are practically non-existent.

What we would like to see, however, is a more level
playing field.

The single most important recommendation that we have
made to the government is to expand the DRG system
and bring the entire health system under it. At the moment,
only the private sector is paid on a DRG basis; the public
sector essentially has carte blanche. This is despite the
fact that private operators provide services for, on
average, 25% less than public operators. It’s ridiculous,
and it needs to be changed.

HCE: And will it be?

GP: Well... this is where we must be hopeful. The public
sector, obviously, does not want this change to happen.
We have made our recommendation. It is up to the
government to decide. If it were to happen, it could be part
of the spending review, or it might be separate - but there
is a good chance that the change won’t happen at all.

Interview: Prof Gabriele Pelissero, President, Association of
Italian Private Hospitals
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