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1. Introduction

1.1 General

This is a brief overview of the data collected so far (September 1996) on health services in CEE by the PSPRU. The work has consisted of collecting information on:

developments and privatisation in health services in CEE

employment and earnings of health workers in CEE

the companies involved in privatisation, and their strategies



This information has been fed into the database and linked with other information there. It can be  connected with other information about the countries (eg developments in water and energy sectors); the companies (eg other activities of  companies active in CEE healthcare); and the sector (eg information about US healthcare multinationals, private finance intitiative in UK health service).



1.2 Sources

The sources of information used include:

the WHO European Region HiT studies on countries, and the relevant WHO data from its “Health-for-All” database

the WHO summary report “European Health Care Reforms - Analysis of Current Strategies” (June 1996)

press and other reports obtained via FT Profile

report by Judith Healey for ILO on “Healthcare personnel in CEE” (draft, Dec 1995)

other information on the PSPRU datbase eg on company activities



1.3 Approach

This paper seeks to provide an overview which identifies:

the aspects of health services in CEE which have been subject to privatisation, or may become subject to privatisation

the companies which are involved, or could become involved



2. Privatisation trends



2.1 Types of privatisation

Changes to health services can produce privatisation in a number of different forms:

decentralisation of administration from state to municipal level - not ‘true’ privatisation; 

conversion of primary care doctors from employees to self-employed contractors;

creation of private health insurers;

sale of  units such as pharmacies and spas 

privatisation of drug manufacturers, and liberalisation of drugs market

contracting-out or sale of  functions such as hospital management, computer systems. 



This last form has happened very little so far in CEE. 

There are a number of distinct sub-sectors in the health services of CEE, which have been differently affected. They are:  primary care; hospital care; administration and computers; finance and insurance; spas; pharmacies; and pharmaceutical manufacturing. 



2.2  Decentralised administration

The decentralisation of hospital administration to municipal level is not of itself ‘privatisation’.  However, the shift may fragment and undermine bargaining arrangements. In the Czech republic, the Klaus government has proposed ending national pay scales for hospital workers in favour of hospitals being allowed to apply personal pay systems. 



Under-funding may also encourage municipalities to support full privatisation of hospitals in future, in order to be rid of a financial, managerial and political burden (or to resist decentralisation in the first place, as in Slovakia, according to the WHO HiT). However there has been strong opposition in the Czech republic to proposals for further true privatisation of hospitals. 



2.3 Private practice

Doctors providing primary care have been to a large degree converted to self-employed sub-contractors in the Czech republic, Hungary and Poland.  This form of privatisation is unlikely to result in private companies, national or transnational, taking over practices. However, it may also fragment the employment status of the other health staff  who work with primary care doctors, such as nurses. 



New health insurance systems also allow the development of private practice by specialists, although the treatments remain linked to public hospitals. The creation of private medical practice may encourage upward pressure on health workers pay levels and on health spending. In the Czech republic, a number of breakaway profesional associations were set up, including a doctors’ union, LOK, which has been seeking pay parity with other professions such as lawyers, police etc. by demanding more state funding.  Over some issues, especially defending national pay scales, the other health unions have supported LOK’s actions, but have also maintained general pressure on the government for improvements in health care. 





2.4 Private insurance

Private health insurance funds have been encouraged or created as a matter of state policy in the Czech republic, Hungary and Poland. These funds have been the source of many problems, as they have tended to go bankrupt, failing to pay hospitals, and needing to be bailed out or restructured by the state.  In one recent case in Poland a USA-based consortium, WHN, have expressed interest in taking over such a bankrupt insurance firm. 



They have had very little direct impact on employment status of health workers - except, presumably, to create more administrative posts - but their financial short-comings are one of the major reasons why cost-cutting pressures are falling on public hospitals in Hungary, Czech republic and Poland. 



There appears to be only one example so far of an independent private health insurance programme. This is the scheme set up by ABC Medicover in Poland, which sells insurance policies to companies and employs  110 people to provide medical services. The market for such expensive premium services is still very limited, however. 



2.5 Pharmacies and spas

Most countries have privatised these facilities, or are proposing to, with the former employees becoming the new owners. The effects of this privatisationare presumably to make pharmacy staff more vulnerable to market forces, and lower pay through loss of solidarity, but these factors may be offset as a result of the boom in pharmaceutical sales.



Spas - which are profitable and major earners of foreign currency - have been privatised in Hungary and the Czech republic, and are slated for privatisation in Slovakia. In Hungary, one spa company has expanded into hotels. 



With both spas and pharmacies privatisation may make it harder to maintain union membership.



2.6 Pharmaceutical manufacturing

Privatisation of  drug manufacturing units has been common, together with liberalisation of prescriptions. This is one area where the multinationals have made major inroads: because of the surge in demand for drugs resulting from the new system, they have greatly increased their sales to CEE, and are now also buying local drugs companies.



In Poland 20 per cent of drugs are imports, but they account for about half of expenditure and drugs.    



The net employment effects for employees in pharmaceutical production may be positive so far, especially as some west European drugs companies are now buying CEE manufacturers with a view to manufacturing generics for re-export eg in Hungary.



The effect on other health employees of the surge in expenditure on drugs is however likely to be damaging, because the proportion of health spending going on drugs has risen sharply, thus increasing the squeeze on other expenditure (mostly labour). The drug companies, both domestic and multinational, can be expected to lobby to keep up this spending. Campaigning to curb drugs costs, as supported by eg Polish consumer groups and the WHO, may thus be an important strategy for health employees. 



It is also worth noting that pharmaceutical companies may be well placed to move into other areas of health services when they feel it is useful. Examples are discussed in the next section: they include a ‘health education’ project funded by drug multinationals in Hungary, and the strategy of wholesaler Gehe to expand into distribution of  non-pharmaceutical equipment and services. Apart from the effects on the quality of services, such intitiatives could result in contract workers displacing employees. 



2.7 Hospital management

There appear to be very few hospitals set up by, or transferred to,  private companies  (except for a few hospitals run by churches and private organisations in the Czech republic, and one or two hospitals transferred to church organisations in Slovakia and Lithuania). One case of an attempt to set up a private clinic for day surgery, CM Klinikak in Hungary, failed rapidly amidst a network of coruption  offences.



Privatisation has allowed for a range of  smaller scale private facilities. In the Czech republic, for example, one man, Miroslav Macek, is  described as ‘ the co-owner of a maternity clinic, a biochemical laboratory and of a company which is interested in providing health and social services’.  The effect on employment of these being privatised may be small. 



Two attempts to use private companies for facilities management of hospitals in Hungary have been embarrassing failures. In one case, a local company was given a management contract but failed to make it profitable; in another, an investment in a private clinic never got off the ground and has become the subject of criminal charges.



2.8 Computerisation

Both Poland and Hungary are using World Bank finance for developing computer information technology (IT) in their healthcare systems. Work has been put out to tender for hospital information systems (HIS), which become more relevant if payments to hospitals are shifted to a per item basis. Some health IT  has in the past been done by local companies, but multinationals are likely to bid for the HIS work, including SMS, which regards itself as world market leader in HIS systems.



2.9  Corruption

It is worth noting that, as is usual with privatisation processes, there are already a number of reports of cases of corruption connected with the health sector, in the Czech republic and Hungary. This may be most serious in pharmaceuticals, where companies have large interests in getting their drugs on approved lists and in maintaining policies which result in high spending.



3. Companies



The main impact of foreign companies has so far been through pharmaceuticals and insurance. These activities have an indirect but significant effect on employment in, and standards of, healthcare provision. 



The large healthcare multinationals are not so far in evidence in CEE.  These include the major USA, French and German hospital chains (Tenet, Sun, Columbia/HCI, Generale de Sante, Paracelsus) and the support service multinationals (Marriott, ISS, Rentokil).  



The companies are considered below under four categories: pharmaceutical; insurance; healthcare operators; and others. 



3.1 Pharmaceuticals

So far, the greatest impact on the systems has come from the pharmaceutical multinationals, which are beginning to take over the local pharmaceutical indutries. Large pharmaceutical companies present as manufacturers in CEE include Phoenix, Schering-Plough  and Eli Lilley(USA), Glaxo (UK), Sanofi and Servier (France), Novopharm (Canada).  In Hungary, for example, three of the four largest drugs manufacturers are now majority owned by multinationals. 



There are also two examples in Hungary of the companies extending their operations - one of which involves public health education.

Budapest's Lilly Hungaria Kft have signed an agreement with Chinoin Gyogyszer-es Vegyeszeti Termekek Gyara Rt to develop educational and promotional programmes in Hungary. The programme will focus on the Hungarian diabetic community and healthcare professionals. Lilly Hungaria Kft is the Hungarian subsidiary of Eli Lilly and Co, and Chinoin is owned by Sanofi, a French pharmaceutical and beauty products company and unit of Elf Aquitaine.

Servier, a French pharmaceutical company, has just bought a 51% controlling stake in Hungarian drugs manufacturer Egis. Servier’s motive is the new restrictions on French health service purchase of branded drugs - so Egis is seen as a cheap producer of generic drugs for export to France, as well as serving its own home market. 



3.2  Insurance

The collapse of  some of the health insurance funds encouraged by reformers in CEE provides possible opportunities for foreign companies to buy into health business. The two examples so far of such attempts, both in Poland, both hinged on state guarantees for the would-be privatiser.



In the more recent case in Poland a USA-based consortium, World Health Network,  have expressed interest in taking over such a bankrupt insurance firm, Hestja. The consortium has said it will put up $9m, but only if the state insurance guarantee fund provides a further $3m . According to reports “World Health Network was set up by a group of businessmen and physicians planning to start a medical centre in Poznan. WHN is convinced that the insurance company acquisition would fit well into their scheme and back up the medical enterprise with insurance sales revenues.” (Rzeczpospolita 11 Jun 96)



In 1995 a similar offer was produced by Winterthur, a Swiss company, and a local Polish insurer, which were interested in saving Gryf of Bydgoszcz, another Polish insurer, before it went to the wall. The crucial loan finance of  $22 m was due to come from the state insurance guarantee fund, but the plan was dropped. 



3.3  Healthcare operators

There appear to be just two examples so far of  foreign companies planning to take over the operation of hospitals or other healthcare facilities in CEE. Neither is a major healthcare provider in western Europe or the USA. In both cases, the business is based on employer-based health services, one through the military in Hungary, the other through corporates in Poland. It is ironic that neo-liberals like the World Bank see the elimination of employer-based healthcare as a basic aim of  reforms in CEE

HCMI - a UK-based consortium - which has taken on a BOT contract in Hungary’s central military hospitakl - which, since it remains under centralised state control through the ministry of defence, is a safer and different option from operating public hospitals. This contract may not therefore be a sign of any greater interest by the multinationals in running public healthcare institutions.

ABC Medicover - a west-European financed healthcare scheme in Poland which is building up corporate clients rather than individuals - effectively, offerring private care to employees of certain companies.  If successful, it could encourage other similar ventures.  



3.4 Others

There are two other routes for multinational entry into health services in CEE. One is through an extension of pharmaceutical wholesaleing; the other is through developing computer systems.



Gehe, the German pharmaceuticals wholesaler, which is present in the Czech republic and Poland  as well as germany, Italy and the UK,  is expanding to provide home care products and nursing. The company has found that the health funds like the idea of having one company delivering everything: wheelchairs, beds, oxygen tents - and even nursing care. This intiative may not relate specifically to CEE, but the same principle is applicable - the pharmaceutical wholesalers may be well-placed to expand into contract service provision of all kinds.

SMS - a US-based computer multinational bidding for HIS sytem development work



3.5 World Bank (WB)

The policies of the World Bank may have a significant impact on the extent and pace of  restructuring and privatisation. 

the Bank has a positive policy commitment to greater “dynamism in lending for private sector development and on social services”: at the start of  1996  the Bank's chief economist for Europe and Central Asia said that “accelerating these two types of lending will be 'particularly important' in his region 'to stimulate private investment' and 'reduce the social costs of transition'.” (FT Bus Rep 19 Jan 1996)

World Bank finance is already being used to develop parts of the service: one example is the recent tender for $10-$17m  worth of  computer systems for Hungary’s healthcare sytems, which is part of a HUF 200m World Bank credit line to develop Hungary's health and social security system.  

The Bank is also extending its role of political insurer  to guarantee private investors against the risk of change in government policies: “In those countries that are farthest down the road of reform, the bank will continue to develop its recently expanded guarantee authority offering private investors insurance against the risk of governments changing their policies.” (Ibid.). Such guarantees will clearly make foreign companies more likely to risk investing in sectors subject to public policy changes. 



3.6 European Bank for Reconstruction and Development (EBRD)

The EBRD’s policies are even more likely to reinforce privatisation, through its readiness for direct lending and its commitment to privatisation, and specifically through its activities in the field of insurance, which are likely to lead to insurance multinationals taking over more of the business.



in dealing with the reform of insurance of all kinds in CEE, the EBRD always insists on a western company being involved: “The EBRD's criteria for participation in insurance projects include the involvement of a suitable local partner - who may or may not be in insurance - and/or a western insurance partner”. As in its municipal and utilities programmes, the EBRD is lending direct to multinationals, which explicitly affects health insurance funds: “One of the EBRD's most ambitious projects to date involves the Swiss insurer Winterthur. The bank has arranged a 'multi-project facility' to support Winterthur's equity investment programme in life, non-life and health and pensions. The EBRD committed SFr 50m (ECU 32m) which can be used for investing in Poland, Hungary, the Czech and Slovak republics and Slovenia.” (Reinsurance, August 1996) Winterthur was involved in an attempt to take over a collapsing Polish health insurance fund in 1994.  

Again, the EBRD is quite explicit on its aims for the major state insurance companies: “There has been little done so far by the EBRD in connection with the privatisation of the state-owned insurance monopolies which are still dominant in many eastern European markets. The main reason for the slow progress is the poor financial and managerial state of these companies, not to mention the sensitive political situation. 'Our task is to stimulate private sector development, although we are aware of the need for state-owned insurers to be restructured, recapitalised and privatised to enable the development of an efficient market. We are always willing to be involved with privatisation projects,'” (all quotes from article in Reinsurance, August 1996)





4. Employment and pay



Employment levels in health services in CEE have been surprisingly stable since 1990, according both to official statistics and reports from PSI affiliated unions.  This situation may not last, however: Hungary for example has just made a political decision that 10,000 hospital jobs will be cut as part of the solution to the funding crisis in the health service.

Pay levels have been more volatile however, with most countries reporting serious relative drops in health workers pay. There have been a number of pay disputes involving health workers in CEE, with strikes and/or demonstrations in the last year in the Czech republic, Poland, Slovenia, and Hungary. The reasons seem to include: low pay; relativities with private sector - especially for doctors; and pressure on staff costs because of underfunding.

The Czech republic government has been attempting for the last year to end national pay rates for health workers, and allow local managers to introduce ‘personal’ pay. This has been one cause of the unrest. Official statistics appear to show that the pay of public sector workers, including health workers, rose faster than in the private sector in the last year. 

�Appendix 1: Companies active in health in CEE





Country�Company�Sector�Profile��Ceska rep.�Gehe (Czech)�Pharmaceuticals�Czech subsidiary of the German-based pharmaceutical wholesaler Gehe.��Magyar�HCMI�Health care�(Note: is is not clear if this company is connected with Health Care Management, a consortium which is bidding unsuccessfully for hospital BOT contracts in the UK under the UK government's PFI scheme. If so, it is funded by the construction company AMEC and the energy company London Electricity.)



Health Care Management International has been given a BOT contract to complete the construction of and later operate the Central Military Hospital in Budapest. It is calculated that completing constuction will cost around $192m. The company has undertaken the financing of the project and has not asked for a government guarantee, 



It has also been involved in Hungary as a consultant and proposed partner in a failed private clinic venture, CM Klinikak. HCMI pulled out because they discovered that the promoter had concealed from them information about a loan from the Hungarian health fund. The promoter of CM Klinikak is now under inbvestigation by police



HCMI have an unconvincing track record. According to a Hungarian newspaper report (Heti Vlagg 6/4/96)

"HCMI recently supplied a list of references of projects on which it had worked, mainly in the Gulf. A random selection of hospitals in the list claimed either not to have heard of HCMI or to have ceased contact with it many years ago. One hospital had definitely been an HCMI project, to wit Clinica Particular do Porta. This was completed on time and was well used. Nonetheless, it has been closed and the employees dismissed. According to HCMI, this was because the locally appointed management had been inexperienced and had been changed three times, leading to the clinic's bankruptcy. (Original articles approx 1,675 words)��Magyar�Lilley-Chinoin�Health care�A joint venture between the Hungarian subsidiaries of two multinationals: Eli Lilley's subsidiary Lilly Hungaria and Elf Aquitaine/Sanofi's subsidiary Chinoin Gyogyszer-es Vegyeszeti Termekek Gyara Rt 

The venture's fundtion is to develop educational and promotional programmes focussing on the Hungarian diabetic community and healthcare professionals. Lilly markets human insulin products.��Magyar�SMS (Hungary)�Computers�SMS is seeking contracts in Hungary for hospital information systems (HIS). SMS (USA-based) claims to be a world leader in hospital computerised information systems.



Shared Medical Systems (SMS) translated its modular system into Hungarian in 1994 and parts of it were implemented in Hungarian hospitals in Debrecen and in Tatabanya. Initially SMS, a software company, was represented by Digital, one of its possible hardware vendors, but in 1995 SMS formed its own Hungarian subsidiary worth Ft100 million (dollars 685,000). 



The problem with large, well supported, internationally based HIS vendors like SMS is the cost of their products. In the West, information systems consume anywhere from 1-3 per cent of well financed hospital budgets. This would be equivalent to as much as 20 per cent of the hospital budget in Hungary.��Polska�ABC Medicover�Health care�West European financed company setting up health insurance and provisdion scheme in Poland for corporate clients. In 1996 claimed to have 1,500 clients already, and expected 3,000. Purports to also be a healthcare provider through clinicvs for day surgery etc; this enables it to avoid restrictions on private health insurance funds.



The company is reported to be funded by Rothschilds, but there is no traceable connection with any west European healthcare provider.��Polska�Gehe (Poland)�Pharmaceuticals�Polish subsidiary of the German-based pharmaceutical wholesaler Gehe.��Polska�WHN (Poland)�Health care�(Note: This company appears to have no connection with the UK medical software company of the same name).



World Health Network is a consortium of Californian doctors and businessmen, which appears to be active only in Polnad, There is no known link with any of the major healthcare multinationals. It seems to be interested originally in private health clinics and secondarily in insurance. 



WHN  has expressed interest in taking over  bankrupt health insurance firm, Hestja, in Poland. The consortium has said it will put up $9m, but only if the state insurance guarantee fund provides a further $3m . 



According to Polish reports “World Health Network was set up by a group of businessmen and physicians planning to start a medical centre in Poznan. WHN is convinced that the insurance company acquisition would fit well into their scheme and back up the medical enterprise with insurance sales revenues.”���Appendix 2: Employment and pay



Table 2.1: Employment and union membership in Health services inn CEE countries

Source: Healey 1995



Country�Empl-oyees

1989�Empl-oyees

1994�TU mem

1990�TU mem

1991�TU mem

1992�TU mem

1993�TU mem

1994�TU mem

1995��Bulgariya���8,000�16,000�10,000�8,000�8,000�10,000��Ceska rep.�222,370�169,029��224,669�227,639�188,169�103,265�82,513��Hrvatska�68,541�73,746���27,000���3,200��Latvija�63,670�40,000�80,500�64,000�48,500�32,500�30,500���Lithuania�100,000�90,000��10,000�8,430�6,000�5,225�5,200��Shqiperise�33,690�27,610��36,800�32,000�30,090�27,600�25,700��

Table 2.2: Pay 

Source: Healey



��Average monthly pay

�Nat

min�Minimum monthly pay�Maximum monthly pay��Country�Curr�Doctors�Nurses (qual)�Nurses 

(unqual)�All health�All ��Doctors�Nurses (qual)�Nurses 

(unqual)�Doctors�Nurses (qual)�Nurses 

(unqual)��Bulgariya�USD�100�60������������Ceska rep.�USD�555.6�278.5�192.8�289�282�82�206.3�152.2�114.1�440�275.9�204.1��Hrvatska�D�700�450�350�600���450�30�300�1100�550�350��Latvija�USD�160�103�80�132�181�162�83�66�61�123�77�66��Lithuania�LIT�503�389�324�420�470�80�304�216��552�448���Magyar�USD��135������������Shqiperise�USD�63�46�40.5�63�44�41�41�33��220�59���

Table 2.3: Bonus as percentage of pay

Source: Healey 



Country�Curr�Doctors�Nurses (qual)�Nurses 

(unqual)��Ceska rep.�USD�120�64�59��Latvija�USD�70�75�20��Shqiperise�USD�37�40���



Table 2.4: Weekly hours of work

Source: Healey 1995



Country�Doctors�Nurses

(qualified)

�Nurses

(unqualified)��Ceska rep.�45�42�45��Latvija�38.5�38.5�40��

Appendix 3: WHO data on health services in CEE

(to follow)

Appendix 4: Country summaries

(to follow)

�Appendix 5: Pharmaceutical expenditure



								

Expenditure on pharmaceuticals  as % of  all health expenditure 

(source: WHO reports 1996)



�����Country�1991�1995�Comments��Czech Republic�17.8%�22.7% (1994)���Lithuania (1)�7.7%�13.4%�In 1995 drugs were 37% of total expenditure on health. ��Moldova (1)��19.5%�Level in 1994 was 14.0%��Poland���The Polish pharmaceuticals market is reckoned to be worth some dollars 1 billion/year at present, and is expected to rise to dollars 3 billion shortly after the turn of the century. Domestic manufacturers used to supply 90 per cent of the market's needs a few years ago. Now they supply 80 per cent. But the 20 per cent of imports accounts for about half of expenditure. (FT Bus Rep 13.3.96)��Romania (2)(3)�10.2% (1993)�16.6% (Ist half)���Slovakia (2)�16.77%�28.67% (1994)���Slovenia (2)�13.5%�16.4% (1994)���

(1) Percentages of  public spending on health

(2) Percentages of total spending on health



Quotes:



“....in many cases rapid privatization combined with a lack of control and proper regulation has led to chaotic and unmanageable development. High prices, an overflow of imported drugs, and excessive profit margins have led to problems of affordability”   (WHO European Health Care Reforms: Analysis of Current Strategies: Summary, p.25) 





“Pharmaceutical costs are unacceptably high...High fixed costs are competing for relatively low levels of funding. This situation is aggravated by the high proportion of expenditure on pharmaceuticals. As long as this combination factors persists, it is likely to leave policy-makers little room for manouevre” (WHO HCST on Lithuania, p.40)



“Federacja Konsumentow, the Polish consumers' federation, has published a leaflet reminding people that many of the medicines on the flourishing Polish market are either useless, expensive, or both.” (FT Bus Rep 10 October 1995)


