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Abstract

Even in countries with well-developed health systems, the economic cost of demand for health care is pushing at the limits of affordability. This is most obvious where health sector infrastructure needs upgrading, where staff costs consume an increasing proportion of running costs, and because of cost escalation in hospital technologies. Conventional thinking is that health sector investment represents a cost to government and that perhaps some form of privatisation would enable a more efficient use of resources. The main objective of this paper is to challenge this conventional political and policy wisdom. Using current EC debates on health, the economy and regional development to set the policy context, the paper then draws on case study material from the UK, Hungary and Australia. Overall, it is possible to define the areas in which health sector investment can be maximised to benefit economic growth (and social cohesion) and to give examples of practical measures. The main conclusion of this paper is that we are still near the start of understanding how to maximise public sector investment beyond a narrow service delivery agenda. 

1. Introduction

The economic cost of demand for health care is pushing at the limits of affordability. This is a challenge shared by EU members, accession countries and other European countries. This challenge is most obvious where health sector infrastructure needs upgrading, where staff costs consume an increasing proportion of running costs, and because of cost escalation in hospital technologies. Conventional thinking is that health sector investment represents a cost to government and that perhaps some form of privatisation would enable a more efficient use of resources. At a time when states are tending to shift from a provider to an enabler role, this perspective has been very successfully exploited by the private sector into shaping a new orthodoxy that if allowed to continue unchallenged will come to dominate some dimensions of public service policy development. In that respect, the main objective of this paper is to move us from seeing Health Ministries as purely spending vehicles to a new perspective that views them as investment vehicles strategically managing assets not just to achieve finite efficiencies but contributing significantly to economic growth and social cohesion. 

2. Health and the economy

Recent reviews of both European and international health care reform agree on at least five areas of challenge that will drive health policy and management in the short to medium term [Gaál, Rékassy and Healy 1999; World Bank 1999, WHO 1997; Williams R. 1995]. These are to:

· Increase the population health outcomes from health sector investment,

· Help to reduce inequalities in health, and among EU accession states to help manage the impact of economic and social transition on the most vulnerable groups,

· Improve access to services, based on values of solidarity, inclusion and equity,

· Involve patients and local communities in planning, prioritisation, design, evaluation and review of services, 

And finally, to do this while containing health sector costs.

These challenges do not exist in a vacuum. Many serious commentators have noted that this is a period of discontinuity in the evolution of society. So far, no one has yet shown that they know the new rules of the game. But for the purposes of this paper, three related insights are significant and are reviewed briefly in this section: 

1. Public and private sector world-views are converging, driven by changes to markets, communities, organisations and technology within the ‘emerging culture of a highly connected world’.
2. Publicly funded health systems are or can be a net generator of GDP. But, nobody has worked out how to release and maximise this hidden capacity effectively.
3. Regionally located clusters combining public and private sectors in successful partnership, will be a significant part of the twenty-first century’s social and economic structure.
2.1 The convergence of public policy and the market

We are living through a period of significant socio-economic and political transformation caused by major technological and economic changes. It might seem that Governments
 and individuals are swept along by such changes. One consequence of such complexity and uncertainty has been recognition of the need for more effective coordination and teamworking in policy development. This has been a necessary response to the diversity that has ensued from globalisation and poses a challenge for policy domains such as health that remain locked in particular policy and professional jurisdictions.
Relatedly, there is a better understanding of the multi-factorial and interdependent nature of the determinants of many enduring and emerging challenges such as population health, child poverty and sustainable development. At a crude level, the effect of these changes is to erode certain forms of governance while giving birth to others. For example, one response to the complexity of conducting government in the midst of such uncertainty has been sought in apparently flexible horizontal (joined-up) rather than static vertical (silo) modes of government. 

This convergence goes beyond old positions adopted by advocates of the state, society and the market. It is being driven by the reshaping of communities, markets, households, organisations and technology within the “emerging culture of a highly connected world” (Institute for the Future, 2003). Perhaps, this can best be illustrated by using a few key quotes (see diagram 1 above). 

2.2 Shifting perspectives: health as an investment not a cost

This convergence of public and private interests around social value and sustainable development combined with attempts to join-up policy (Cabinet Office 2000, OECD/PUMA 2000) provides us with an environment in which experimentation in the search for added value becomes necessary and possible. Whether explicit or implicit, such insights are shaping policy choices within the EC and its member governments. For example, the European Union has set itself the strategic goal through the Lisbon strategy of becoming the most competitive and dynamic knowledge-based economy in the world, capable of sustainable economic growth with more and better jobs and greater social cohesion.  The contribution of health not only to longer and better lives for individuals, but also more widely to economic growth and sustainable development as a whole is being increasingly recognised.  

Why should this matter for Accession States, next wave states and third countries? It matters because Member States and those you represent are increasingly concerned with the twin challenges of keeping health care costs under control while providing broad access to high quality health service. Indeed, some Member States recently underlined the need to improve spending efficiency in healthcare as an area of progress needed to meet the Lisbon goals. This is difficult during times of economic stagnation (or decline). As Dowdeswell (2004: 1) has commented In such circumstances the problems are compounded by the EU provisions on debt limitation. It is now clear that few countries have the cash liquidity or debt flexibility to modernise the heath asset base using conventional capital injections without breaching EU conditions.
In this context, strategies such as PPP can seem attractive, politically and financially. However, it is worth considering a more fundamental valuing of health sector assets and investment. Evidence (see Box 1 below) shows that the government funded health sector is a significant economic actor at regional and sub-regional level. Scaled-up to national economies it arguably generates more GDP than it consumes. We know from work in the UK, Spain and Australia that the publicly managed health service sector accounts for a substantial proportion of regional GDP. It is a major source of employment, purchaser of supplies and investment in training and R&D. Moreover, the capital spend in infrastructure development is vast. In 2002, health (and education) was the third biggest area of EIB activity (after transport and energy). In this context, the case for redefining the role of the health sector (and other public sectors) as not only service provider, but also major economic actors in national, regional and local economies seems overwhelming.

Diagram 1: Convergence in Public Policy and Market thinking
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The potential dividend from health sector investment at regional and local levels is twofold. First, it can be used to improve health services efficiency in terms of: improved health care services, better access, enhanced productivity and more cost-effective use of resources. These goals of health policy and the broad thrust of Government public sector spending represent conventional policy wisdom since the 1990s. However, there is a more compelling set of policy goals for accession states, especially in the context of regional development before and after EU accession. These relate to the potential contribution of health sector investment to economic regeneration. In this scenario:

· targeted investment in deprived areas or those with relatively low economic output contributes to economic regeneration,

· helps provide social cohesion in disadvantaged communities,

· increases employment prospects where matched by inclusive employment policies,

· raises the skill base in the regional and local labour markets.

Overall, the combination of social, educational and economic gains, together with improved access to health care for disadvantaged communities, will itself contribute to health gain, which in turn acts as a further economic investment (a spiralling up in economic competitiveness).
	Box 1: Evidence of the role of the health sector as economic actor

· Public sector spending is consistently around 43% of GDP (in both the UK and Western Europe). OECD data also shows that health expenditure as a percentage of GDP (1998) in EU member states averaged 7.84% whilst expenditure for Hungary and the Czech Republic show 6.8 and 7.1% respectively. However, as the WHO Commission on Macroeconomics and Health has shown, investment in health care generates more GDP than it consumes,

· In the UK the NHS consumes 7% of GDP but generates 9% of all jobs,

· In the North East Region of England NHS spend 

· currently accounts for about 6.8% of regional GDP leading to direct employment of 51,100 staff 

· enables staff and their families to potentially spend £1.23bn in the region

· the £1.73bn NHS operating cost exceeds the GVA of the Construction Industry (£1.3bn) and the £70m NHS spend on Utilities equates to about 9% of the GVA of the Utility sector in the North East

· a minimum of £182m is spent on non-clinical items and services and £228m on clinical supplies and services

· all of this can be explored for its potential contribution to regional and local economies (Watson and Lamprecht 2002),

· There is now overwhelming contemporary evidence that the social environment (incomes, work, social networks) is a major influence determining why some people are healthy and others are not  (Leung and Wong, 2002; Lavis and Sullivan, 1999; Marmot and Wilkinson, 1999; Gillies, 1998; Blane, Brunner and Wilkinson, 1996; Wilkinson, 1996).




2.3 Leveraging development: the health sector and associated economic clusters

Some countries are looking at how to align health sector development and reform within the context of regional development. Why? Because after farm subsidies and rural policy, regional spending and related spending on competitiveness/jobs/development are the largest parts of the EU budget. In that sense, opportunities for mapping linkage between this agenda and fundamental aspects of regional development can be found in the priorities for the European Regional Development Fund and European Structural Funds as set out in the recent 3rd Report on Economic and Social Cohesion A New Partnership for Cohesion: convergence, competitiveness, cooperation (EC 2004).

One way to visualise the relationship between a health sector leveraging its assets and other key stakeholders is given in Diagram 2. This shows three distinct but overlapping groups: policy makers and organisations concerned with governance, infrastructure and service delivery; businesses concerned with competitiveness, access to ideas and markets and skilled workforce; local communities concerned with employment, prosperity and identity. We might refer to this cluster of interests as a ‘health cluster’. For some regions this might equate to a high level biotechnology and information technology, in other areas the starting point could be supporting a market environment in which SMEs can start and grow. This takes us beyond existing understanding of the term ‘cluster’ in a European context. In the literature there are three basic types of cluster definition deal with geographic clustering, clustering of economic (private) businesses (SME Observatory 2002) and dispersed (or trans-national clusters). The European Union does not seem to adhere to one single definition.  

The point is that in regions with low economic activity and poor health, using health sector investment as an economic and social catalyst has the potential to impact on the wider determinants of health (jobs, income, social networks, environment) and on the levers for economic development (education & training, R&D, procurement, capital investment, employment). 
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3. Where and how to realise returns on health sector investment: three case studies
The Commission on Macroeconomics and Health (WHO, 2001) argued that health is a policy priority in its own right, as well as a central input into economic development and poverty reduction. The Commission suggested that increased investments in health would translate into hundreds of billions of dollars per year in increased income in low income countries. Even in middle income and high income countries, where issues of health sector funding and reform are pressing issues, the potential for economic returns on investment in health exist
. However, a question for national and local stakeholders is how such investment returns can be actually realised. The following three examples are indicative of the kind of practical regional and local actions that can be taken.

3.1 Case study: Health and wealth in Hungary
As a result of earlier reforms, Hungary has experienced steady economic growth (although recently adjustments have had to be made because of a ballooning budget deficit. Like 9 other states it is an EU accession country and is considered by some investors to have the potential to mirror the success of the Irish economy in the 1990s. Yet, data from WHO and OECD show that in Hungary health inequalities have got wider during the transition to a market economy. In part, Hungary has tried to manage the impact of transition by developing [image: image2.png]
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five public health strategies since 1989, one WHO/EURO national health promotion audit and a $93m investment in the health sector by the World Bank.  However, the country currently has one of the lowest levels of life expectancy and poorest premature mortality rates for males in the CEE region. These raise a number of questions if the challenges and opportunities of EU accession are to be met and exploited: 

· why have four national public health strategies (Csehák 1989; Kertai 1994; Kökèny and Makara 1995; Varga and Kovacs 1999) not delivered the expected improvements in population health?
· why did the WHO/EURO Investment for Health Audit (WHO/EURO 1998) not lead to an increase in investments for health development and secure an integrated infrastructure for health promotion?
· by what criteria did the World Bank health sector investment programme succeed and fail? 

· what factors determine why published analyses of the effects of transition and their implications for healthy public policy are used or not used to inform strategy and policy development?  
At the same time, a recent OECD economic survey for Hungary commented that 

Even assuming a moderate rise in immigration and significant improvements in both fertility and life expectancy, the population is expected to decline by as much as 20% [by 2050]. Therefore the need to make better use of the country’s potential workforce will only grow. (OECD, 2000)

So Hungary has fair economic growth, a declining population and poor health status
, especially among men of working age. This does not represent a sustainable basis for medium term growth. In this context, public health programmes are an inadequate although visible response. A different approach would pose the challenge of asking how can the overall programme of Government policy be adjusted to realise health improvement as well as wealth creation. Traditional public health actions (that primarily are designed to affect the health of individuals and families) need to be complimented and supported by more profound community and societal level action on the wider economic, social and environmental determinants of health. However, discrete initiatives such as labour market reform or cost efficiency initiatives to contain escalating drug costs advocated by competing spending ministries will not, by themselves, resolve this dilemma (Cooke 2001). What is required is collaborative action by a wide range of sometimes competing interests e.g. health and non-health care sector Government departments and agencies, the business sector, local government, NGOs and local communities. In this, health sector investment, especially at the developing regional level, can be used as a catalyst for change. 
3.2 Case study; Action on unemployment

The question then becomes ‘how can health sector investment be used to leverage added value? Lets take an example from Leeds, a big English city with areas of wealth and major social deprivation (Watson and Whitelaw 2001). In this example, the Chief Executive’s of the city council and a group of local hospitals wanted to find different ways of recruiting staff (from disadvantaged and vulnerable groups in the city) to non-professional jobs in the hospitals. The programme is based on a partnership between the health sector, local government, other local agencies and the local community. So, the city council supported funding for a programme coordinator, who is based within the hospital. The first thing she did was speak with local community groups to find out what types of employment opportunities would help them. With the input of the local community a programme was designed that has since become a part of the main human resources strategies for the local health sector and city council.

In brief, this programme involves: 

· Offering people from disadvantaged groups the chance to attend a 3 week ‘taster’ programme. During this they can sample different types of job. At the end of this period they are provided with a professional reference

· if they decide that they would like a regular (part or full time job) then the programme coordinator searches all vacancies, an assessment is made of the fit between the individual and a job. Once they start the job, they are provided with ongoing support by the programme and formal and informal training opportunities

· in the first 2 years of this programme 196 people had been on the 3 week programme and 90% of those had gone on to get a job in the local hospitals.

A number of key points can be made about this example:

· There was a strong belief that the hospital should be closely linked to the community in which it is located and act as an active example of good and supportive practice

· As such, the hospital was seen to have a wider responsibility to address problems of social disadvantage and exclusion by creating access for disadvantaged people 

· In specific employment terms, it was felt appropriate that, in partnership with the local community, the hospital and should “grow its own staff”

· Finally it was suggested that the project makes ‘business sense’ to the Hospitals in that, in theory, it would deliver higher quality of staff by attracting a diverse client base that reflects the community from which the patients come and additionally there were potential savings on recruitment costs, retention and training.

3.3 Case study: Procurement and enterprise 

This second example must remain anonymised as it is still work in progress. In an English region, a broad coalition of regional and local agencies (ranging from Small Business Associations, local government, primary care trusts, to regional government, the regional development agency and venture capital) were bought together in a whole systems event 
 to explore possible practical links between two apparently diverse policy agendas: enterprise development and reducing health inequalities in the most deprived communities in the Region. 

These deprived communities range from inner city to rural areas
. However, investment had been made in regenerating inner city communities, and alliances between local universities and development agencies had played an important part in this. Similarly, data on small and medium-size enterprises (SMEs) showed that more businesses tended to be started and to survive in clusters around University towns and cities in the Region. By contrast, SME start-ups and survival rates were more fragile in deprived communities in rural areas and in former mining areas around the periphery of the Region where, coincidentally, unemployment rates tended to be higher and health inequalities greater.

In searching for possible solutions, the idea of local health services as economic agents was discussed. A number of innovative ideas were generated and worked on by participants at the whole systems event. One of the more interesting ideas to emerge, looked at the potential for local health services:

(a) reviewing procurement policies and working with the Regional Development Agency to see how the implementation of such policies could be used as a lever to source supplies and services from local SMEs rather than simply going to big brand name suppliers nationally

(b) becoming more active partners in local access training and enterprise development initiatives, helping to ‘grow’ local suppliers.

3.4 Case study: Capital investment

Capital investment is a further area for consideration. Evidence suggests that most countries could reframe service delivery models in a manner that will take pressure off the continuing tendency to ‘invest for growth’. What does this mean in practice? The problem for politicians is the conflict between long-term investment in change and the need for rapid results to fit within the time lines of electoral span. There is reliable evidence to suggest that almost 50% of patients currently in acute hospitals could and should be cared for in less capital-intensive surroundings – more care in the community. Furthermore the EU emphasis on public health will over longer time scale contribute to improvements in health status. These initiatives will however take time to structure and impact. In any event experience shows that downsizing hospitals in favour of community provision is likely to be resisted by communities, local politicians and professionals alike. The alternative option is simply to ‘buy off’ off incremental demand and expectation through yet more announcements of new infrastructure investment, almost always the high cost acute hospital - the ‘me-too’ status issue. This approach provides the politician with the most tangible and obvious public declaration of intent despite its questionable relevance to the problems in hand.

These equations are well understood by global corporations, the international finance houses, networks of legal firms, architects, consultancies and the construction industry; their vehicle for resolution - public private partnerships. The offer is irresistible for hard-pressed governments. The corporations can generate business on a sufficiently large scale thus enabling them to have designed templates and tool kits for accelerated provision of health facilities. These are simply off the shelf solutions suitably refreshed to fit local circumstance. They offer speedy, apparently low cost solutions. The problem with these solutions is threefold:

· Ease of provision through PPP masks the more fundamental question; is this investment needed or are there better alternatives e.g. community provision? They aim to lock governments into long term fixed commitments often before this question is even posed,

· PPP tends to have a relatively low threshold of viability – currently around £20 million. More realistic scenarios based on community investment however still fall below this level, but will take longer to set up (invariably needing service restructuring) will require conventional capital provision and will thus reintroduce the debt dimension (although this can be overcome with new forms of financing, albeit less well developed than PPP). In this event it is easy to understand the tendency for governments to ratchet up the agenda towards the more popular acute hospital PPP solution, particularly as this can be outsourced to independent agency processing and provision,

· PPPs shift debt from capital (where it can threaten macro economic principles) to revenue – typically payment by instalment over 30 years. At a stroke the capital debt issue is resolved; new hospitals can be announced and capacity built at seemingly affordable levels. Little wonder PPP is fast becoming the first major growth strategy of the new millennium.

That is not to say PPP is an unsuitable investment vehicle for health, in some circumstances it can be a useful element in health policy when used judiciously. However those countries early into PPP strategy (principally Australia) are finding 5 years or so down line that the affordability question has re-emerged. The cost escalation in hospital technologies is squeezing PPP corporations’ abilities to service their embedded debt. Governments for their part cannot let the corporations fail as they have become implicitly part of the public service framework – the result is that corporations are usually bailed out by Governments through generous increases in tariff payments; which in turn exerts even more pressure back on government finances. Interestingly the Australian States are now rebalancing their books by introducing a new focus on shifting more care into community and to low cost local treatment centre provision! The wheel has come full circle. There are clear signs this pattern is now emerging in Europe. These lessons need to be learned.
4. Conclusions
We are at the start of a process of developing and using model policies, good practice examples, economic modelling and scenario planning that will give decision makers, whether in Finance, Health or other relevant ministries the confidence and capability to shift their sense of what is possible. 

In conclusion, in thinking about the challenges of health care sector reform in CEE/NIS states, this paper argues that we could all benefit from a shift in perspective regarding what the business of the health sector is. If national policy makers, health care providers and local government engaged with some of the ideas presented above, then the argument shifts from health care spend as a burden on national and local economies to health care spend as a lever for the economic development of local economies and subsequent health and social gain in local communities. This is about doing differently what we are already doing. 
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Market share





We think of medicine in terms of sorting out, or at least patching, the NHS. This is a worm-eye view of the industry: the big issue really ought to be what share of the world market in health care we have and whether we could increase that by developing a stronger health-related export industry.





Hamish McRae. Financial Opinion. The Independent, 2003.





It all matters





The policy challenges and opportunities to building successful, cohesive, dynamic and healthy regions do not lie with any one sector of Government or of society. We need to take a systems approach and this leads to the conclusion that ‘it all matters’.





Cabinet Office 2000 and OECD/PUMA 2000





Health Care Clusters 





This is the centre of the nation’s health care economy. Just as chips do it for the Bay area and Boeing does it for Seattle, health care drives the economy in this [Northeast] corridor.





Mark Zandi, Chief Economist of Economy.com, 





Making Services Work





Services work especially well when we recognize that resources and their effective use are inseparable ... They work when we take a comprehensive view of development.





James D. Wolfensohn, President, World Bank, World Development Report 2004.





Future health care markets





Strategic advantage will go to companies that succeed in crossing this boundary [between traditional health care and the market for health systems], and health information will be the key to their success.





Institute of the Future, ‘Map of the Decade’, 2003





Social Investment





A recent study of the UK’s top 500 occupational pension funds identified that 59% of the funds (representing 78% of the assets) now have some form of SRI [socially responsible investment] policy. The trend is already established in the US and now looks set to spread to Europe. 





CSR Europe, SRI Press release, 2002.





Added value from public policy





We will review the issue of the EU Structural Funds and other instruments to ensure that they address health needs in the most productive manner. In our forthcoming Health Policy Communication we will propose to develop a ‘health economics framework’ for the European Union…a coherent approach to bring together health, social and economic policies and agendas.





David Byrne. European Commissioner for Health and Consumer Protection, 3 October 2003





Health sector supply chain





Local communities and networks





Sustainability through: 


competitiveness


innovation


cohesion











Diagram 2: The health cluster triangle











� Special Professor of Health & Public Policy, University of Nottingham, Nottingham, UK and Managing Director, CCL Associates Ltd – health development & research


� Working from Budapest, Hungary


� Executive Director, European Health Property Network, The Netherlands


� The term ‘government’ in this paper encompasses supra-national, national, regional and local government. Of course, economic policy is one way in which we shape our relation to nature and to each other. It helps to define the type of society we wish to create. Government’s ‘control’ these relationships by implementing certain kinds of economic models.


� Although, we still lack some necessary economic modelling at macro and micro levels to assess impact of investment under different scenarios.


� If we look at some recent data relating to the size and costs of the health care sector in Hungary we find the following:


Health care expenditure = 6.5% of GDP,


Around 162 hospitals, 5 medical universities and 18 national institutes,


Nearly 130,000 posts filled by medical and social skilled staff ,


Not clear how many and many administrative, domestic and maintenance staff,


No data on procurement activity by the health sector.


� A whole systems approach helps people make connections between and within organisations that enable them to find sustainable local solutions to local concerns.


� To give just one example of the gap in health outcomes between affluent and deprived communities seen in this Region: the prevalence of limiting long-term illness varies from under 10% in areas characterised by growth and prosperity to over 20% in the former coalfields and industrial ports (Wiggens et al, 1998).
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