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Abstract

The study is about the role of the health care (HC) financing system in creating an institutional environment that is supportive for inbound medical tourism (MT) to develop sustainably, especially in the case of Georgia. Contemporary trends in medical tourism are driven by low-cost health care in developing countries. In order to reveal some of the factors that make for low costs and high quality care, the examples of medical care in Singapore and the USA are compared. This comparison then enables us to investigate the case of Georgia, and to find that the same factors that made Singapore a successful model can also apply in Georgia.  The conclusion is that the low income status of developing countries is not the key explanation of why low medical costs can attract medical tourists.  The extremely expensive USA HC is contrasted with the low cost of medical care in Singapore, and a similar potential in Georgia.  Singapore is known for attracting record numbers of foreign patients for medical interventions.  Four important factors of any low-cost and sustainable health care policy are identified through the study: 

(i) ‘third party payer’ elimination, (ii) universal HC coverage, (iii) benchmark prices controls and (iv) ‘basic care’ allocation to the public sector. None of these policies, however, can be effective without a strong and appropriately regulated public Health Care sector. Central to the logic of this study is that the findings of the comparative study have served as the basis for both an analysis of Georgia’s Health Care financing system at present, and for some recommendations, given that Georgia’s health care institutions are in the process of being reformed.
Relevance to Development Studies

Medical tourism (MT) is a recent but fast growing trend in some of the developing countries health care (HC) industries. In the mainstream literature pros and cons of MT are calculated in terms of costs and benefits it can inflict on public health. On the other hand institutional environment, backing success in MT as well as public HC, suffers from little attention. The present study discuses HC financing system’s significance for HC costs influencing MT sustainable development and public goals in HC. 
Keywords

Medical tourism (MT), health care (HC), healthcare financing system, public healthcare, health insurance, universal coverage, basic care, healthcare quality, healthcare costs
Chapter 1  MACROBUTTON  DoFieldClick Introduction 
1.1 Introduction 

The present research addresses medical tourism (MT) and its premises in terms of policies and institutions. Several important features, constituting the MT phenomenon have been identified.  The first is that travelers’ flow from developed countries to developing ones in search of low cost and high quality health care (HC) (Hopkins et al. 2010). Secondly, the combination of the HC services with conventional tourism is another feature of this sector of the economy (Behrmann et al. 2010). Thirdly, medical tourism is a lucrative and rapidly growing part of international trade, especially since the 1990s (MacReady 2007).  For instance, in 2002 Singapore was aiming to increase annual medical tourist visitors to one million (MIT Singapore. 2011). Is this a positive trend in terms of sustainable development for developing countries?  Can Georgia replicate some of the successes of countries such as Singapore, or others like Thailand and Mauritius, with medical tourism, in combination with sustainable development? 

1.2 Challenging Mainstream Medical Tourism Discourse

According to the dominant discourse in the medical tourism-related literature the general answer is negative rather than positive. First, the literature suggests that the cost of HC prices, which attract tourists, are low because of the low incomes in developing countries, and thus represent a form of labour exploitation.  From this perspective, one can conclude that developing the economy, raising incomes and so on, will eventually undermine the economic basis for Medical Tourism (MT). Mainstream literature also generally highlights public-private conflicts of interests in HC and MT. According to this approach, MT expands the private healthcare sector, and exacerbates the public-private conflict, hindering the achievement of public HC goals for citizens and residents (Hall 2011; Vijaya 2010; 

ADDIN RW.CITE{{347 Chanda, R. 2002}}Chanda 2002, Hopkins et al. 2010 Johnston et al. 2010, Amodeo 2010). According to these authors this damage to public health is an unavoidable cost of MT development. 

As this study will show, however, this widespread perspective may be an example of what John Davis would call ‘herding in research’ (John Davis. 2011). The same literature cited above often provides contradictory evidence of the alleged public-private healthcare conflict of interests.  It is often acknowledged, for instance, that many of the successful MT countries have also improved their own public HC systems (Chongsuvivatwong et al. 2011).  Authors in the ‘mainstream’ generally explain the lack of evidence by referring to the need for further study and collecting of data, whilst the considerable available counter evidence is regarded as negligible or unconvincing. 

1.3 Identifying a Gap 

There is thus a certain weakness in present discourses about medical tourism. Researchers so far have shown little interest in revealing the institutional factors that enable low cost medicine to emerge in MT countries.  What are the key institutions that enable medicine to remain low cost, even when a country is economically highly developed?  If low cost medicine is good for the public sector, can it not also be good for private MT?  The gap in evidence around the supposed private-public conflict over MT may be because we need to pay more attention to institutions, at least in some cases? All these questions point to a gap in mainstream discourse about MT and its potential role in sustainable development.   

1.4 The Purpose of this Study 

From this starting point, the present study seeks to reveal institutional factors that stipulate the role of MT in sustainable HC development.  The contemporary MT model is driven by low cost medicine and HC costs are widely acknowledged to be heavily influenced by a country’s HC financing system.  We will therefore focus on this aspect of health policy. When we speak about the HC financing system we imply not only capital investment and expenditure, but also sources of revenue through taxation and other means. We are interested in such categories as private and public expenditures, out-of-pocket payments and HC insurance. Since investment and subsidies are connected with ownership questions we cover HC delivery system questions as well. 

We thus use a broad notion of HC financing system, which fits in quite well with what Sultz and Young introduce, in the financing system chapter of their “Health Care USA” study, as: “…health care expenditures and sources of payment… major factors that impact health care costs” (Sultz and Young 2006: 241). This highlights well our own approach to the HC financing analysis in this study. In short, our question addresses HC financing systems supportive to sustainable inbound MT development. Answers to this question would also suggest some policies for Georgia’s public HC sector as far as the country is willing to develop medical tourism. 

1.5 The Structure of this Study

These are the key questions and the main purpose of this present research. The results of our investigative, desk-based study, are presented in subsequent chapters. The second chapter will presents a review or relevant literature, highlighting the state of the field of MT research, including definitions of MT, its present character, destination countries, its scale, the role of the state, and medical travelers’ motivations. Chapter 2 addresses the gap in dominant discourse in more detail.  At the end of Chapter 2 the key purposes and questions of the study are elaborated on.

The third chapter presents a comparative analysis of the USA and Singapore’s healthcare financing systems. The extreme case of a high HC costs country, with high outbound MT is compared with a low HC cost country with very high inbound MT.  The purpose of comparing the USA and Singapore in this way is to reveal factors responsible for low-cost medicine, and to relate this to the health care financing system of each country. The chapter justifies the choice of the two cases, and reflects on universal coverage, third party payment factor, controlling benchmark prices through public ownership, and allocating HC products of ‘basic care’ to public sector. At the end of Chapter 2, the basic assumptions of the study hypothesis are identified.

Chapter 4 is about the case of Georgia: its HC system, the state of MT in the country, and the government’s policy towards MT. The country’s HC system is shown as more similar to the Singaporean case than the USA in terms of its evolution. This chapter also describes the actual structure of the HC financing system in Georgia. Chapter 4 also highlights the basic contradiction between the de facto institutions and politically desired outcomes of the system. Based on the cases of USA and Singapore, this study challenges some assumptions about Georgia’s case; namely that the best way to proceed would be through user-payer schemes for the general public. The final chapter reports conclusions. It makes account of the three main findings of the study. The patterns and regularities that emerge help to understand the priorities in Georgia’s case if medical tourism is to remain tied to low-cost healthcare for Georgians, and to sustainable HC development.  The policy recommendations are made in the last chapter. 
It should be noticed here that the proposed structure is quite unusual. We placed research question as well as the main assumptions of our hypothesis not in the introductory chapter. Rationale behind this strategy is that without the background information and the literature overview the research questions can not be understood rightly. Likewise, the assumptions of our hypothesis are understandable only after USA and Singapore cases comparison. In fact, the final formulations of the questions and the hypothesis were done after the considerations given in the 2nd and 3rd chapters. Trough its structure the paper tries to convey the logic of the study process. Critical look at the mainstream discourse led us to the question, which paved way to the main assumptions of the hypothesis. We tested these assumptions through Georgia’s case and only after being convinced in their explanatory power we formulated our policy recommendations.
Chapter 2 Background and Literature Review
2.1 Background: State of MT field today

This chapter highlights how literature on the contemporary global MT industry tends to address the shift in the direction of medical travellers in the past few decades, the flows involved and scale of those flows, and the main destination countries. Another issue reviewed in the literature are medical tourists’ motives for seeking treatment abroad.  The state’s role in supporting the growth of the MT industry in the context of wider sustainable development is also discussed.

Formal definitions 

Medical tourism (MT) is also known as ‘medical travel’, and has been defined in various ways. According to Carrera MT, it is “…organized travel outside one’s natural healthcare jurisdiction for the enhancement or restoration of the individual’s health through medical intervention” (Carrera and Bridges 2006: 446).  More simply one can refer to it as travelling abroad for medical services during a vacation (Heung et al. 2010). At the same time MT combines medical goals with traditional recreational tourism.  Heung distinguishes MT from wellness tourism, which together constitutes the broader phenomenon of health tourism (Heung et al. 2010). His point is that medical treatment is the core product only for medical tourism. On the other hand, more important than defining MT are to see its contemporary meaning reflected in its ascribed features. 

From developed to developing countries – the reverse flow of MT

Some authors underscore that MT is a “manifestation of global commercialization of health care” (Hopkins et al. 2010: 187). Others’ definitions stress the point that MT is about developed country citizens travelling to developing countries (Horowitz et al. 2007).  This kind of medical tourism is quite a recent phenomenon. For instance, in India it “has gained momentum over the past few years” (Hazarika 2010: 248).  Previously MT was about developing countries elites travelling to the developed countries for health care (HC), which was “inadequate or unavailable at home” (Pocock and Phua 2011: 6). “Now, however, the direction of medical travel is changing towards developing countries”(ibid.). This shift in the direction of MT has taken place since the 1990s (MacReady 2007). It is interesting, and perhaps relevant for Georgia also, that MacReady considers the Asian 1997 financial crisis as a turning point for medical travel, responsible for the shape of MT flows we see today.  

Destination countries: scale, role of the state and travellers’ motivations

Medical travellers flow turned from USA and Europe to such countries in East Asia as Thailand is (MacReady 2007). Among the most considerable MT destinations are Singapore, India, Thailand, Cuba, Malaysia, Turkey as well as some Latin American, Eastern European, and Arab countries.  However, Asia is the most important MT destination nowadays (Heung et al. 2010). In this region Thailand is apparently leading by the numbers of attracted patients – 1 million from the 2.5 million attracted in 2005 by India, Malaysia, Singapore, and Thailand together (Heung et al. 2010).

In terms of scale, the newly emerged healthcare services exporters are welcomed by the developed world. Many economists (especially in the US) argue that “exporting patients to developing countries is the simplest and most cost-efficient solution to its [the US] health-care problems” (Hopkins et al. 2010). While by 2007 projected number of outbound medical tourists from America was 750,000 (Horowitz et al. 2007) this number can increase up to 23.2 million by 2017 (Hopkins et al. 2010). Global MT industry turnover approximates to US$60 billion for now and has potential to grow 20% annually (Heung et al. 2010) . 

In addition, it may well be that it was state promotion of MT that made is grow so rapidly, internationally.  Heung explains that governmental level involvement was a consequence of the need for closer coordination between medical care and the tourism industries in order to maximise foreign exchange earnings from medical tourists. He also underscores that while MT is usually a part of private medical sector, there is also private-public sector collaboration in many cases, and this can be considered important for the industry’s growth (Heung et al. 2010). Pocock supports this view, by saying that governments’ promotional role in emerging MT is an observable trend in Southeast Asia (Pocock and Phua 2011). According to Leng, growth of Asia’s MT industry was at first very dependent on the state (Leng 2010). However, a shift in medical travel motivation was probably just as important.

In terms of medical travellers’ motivations, the uniqueness of medical services, as medical tourists’ main attraction, gave way to the priority of low costs as the main motivation.  One study distinguished patients travel reasons as follow: (i) the destination country's advanced technology, (ii) its better healthcare system, (iii) shorter waiting time for service compared with the tourist’s home country, and (iv) lower price of the service (Menvielle, L. 2011: 234). We can also group all MT motives in two broad categories – high quality and low cost. These two factors are almost inseparable from the definition of MT. According to Heung “medical tourism can be defined as the provision of cost-effective medical care to patients in collaboration with the tourism industry” (Heung et al. 2010:  238). 

While the low-cost-driven motivation for treatment in developing countries is almost intuitively assumed, quality factors may be disputed. Assuming a set of trade-off between quality and cost, one could argue that lower quality is accepted because of lower cost. However, the literature shows that this is hardly the case with the emerging MT countries. Rather, they “are capitalizing on their popularity as tourist destinations by combining high quality medical services at competitive prices with tourist packages” (Pocock and Phua 2011: 4 ). Gan describes the MT success of these countries’ hospitals as a result of “improving service quality, as well as more rigorous medical and para-professional training, upgrading building standard, and purchasing the most modern equipment” (Gan and Frederick 2011: 141 ). According to Macreedy this quality “is as good as, if not even better than, anything they medical tourists] would receive at home” (MacReady  2007: 1849 ) . 

As a sign of the quality, usually, the hospitals in MT destination countries are accredited by internationally acknowledged agencies, mainly by the Joint Commission International (Gan and Frederick 2011). This kind of accreditation is done to reassure medical tourists that they do not have to exchange low cost for low quality.  “For example, heart surgery in a US hospital can easily cost more than $200,000”(Baker. 2011: 1). “Hospitals in India and Thailand can offer comparable quality care for $25,000” (ibid.).
2.2 Literature review: a gap in dominant discourse about MT
This section highlights preoccupation of the dominant discourse in the literature with alleged conflict between MT and public HC goals. The discourse implicitly assumes also that the conflict is conducive to unsustainable MT for developing countries. The topic is maintained despite acknowledgment of the evidence absence for this conflict.  On this background a gap is indicated in the literature. We see the missing explanation of the emerging MT through institutional factors bearing meaning for public HC as well. This neglect of the institutional factors and the story about assumed conflict are two sides of one coin – preoccupation with neoclassical market models. If these models had explanatory power than indeed growing demand resulting from Mt would rise HC costs and therefore damage public HC.
Conflicting goals discourse 

Understanding of HC services export as a success of the HC system is almost intuitive. However, literature is more concerned with MT ‘potential’ negative effects. It presents MT as a part of private sector interested in trade liberalization and having objectives conflicting with public HC ones (Pocock and Phua 2011). The literature frequently underscores potential of MT to drain brains  from public to private sector and limit HC accessibility of local population (Garud 2005). According to Hopkins, “skeptics raise concerns about… growth of private markets in developing countries at the expense of adequately staffed and resourced public systems”(Hopkins et al. 2010: 186). These skeptics claim that MT diverts these scarce resources of doctors from public to private sector damaging public HC. 

However, the literature reveals not much evidence of MTs assumed adverse influence. As Shetty refers to Snyder “almost all the published reports on this issue are based on speculations and assumptions”(Shetty 2010: 672) . These authors consider MT negative influence predominantly in terms of potential impact, like in the article – “Medical tourism: its potential impact on the health workforce and health systems in India” (Hazarika 2010). At the same time it is acknowledged that “the impact of medical tourism on health systems is as yet unknown due to a dearth of data and empirical analysis of the phenomenon” (Pocock and Phua 2011: 6). However, it seems that the lack of good data on MTs negative effects can be sign of these effects absence. 

Counter evidence

The same literature acknowledges MT certain positive effects on the public HC. MT is “strongly correlated with improved population health status as a whole, e.g. increased life expectancy, reduced child mortality rates” (Pocock and Phua 2011: 6). After the Asian financial crisis in 1990 s, when MT began its shift from developed to developing countries, East Asian countries “strengthened their social protection mechanisms and essential health services” (Chongsuvivatwong et al. 2011: 434). Moreover, some alleged potential negative effects of the MT point to shared interests between MT and public HC sector. Hazarika says that “private sector is the prime employer of health personnel predominantly trained in public health institutes” (Hazarika 2010: 249) . Further he only assumes that being a part of the private sector “medical tourism could aggravate the internal ‘brain drain’” (ibid). 

It is worthwhile to notice that problematization of the ‘brain drain’ implies that MT unsustainable is for developing countries. If MT taps resources of public HC and these resources dwindle than the MT development also becomes constrained.  But even the ‘brain drain’ existed it could pose no problem on the background of expanding medical professionals’ resources. This expansion was real and evidenced. During the period of MT boom medical doctors’ density in Singapore, Malaysia and Turkey used to be increasing significantly (Figure #2). 

In contrast to what the mentioned MT criticism would suggest the data from countries with fast growing MT sector show no deterioration of public health care. In Singapore, Malaysia and Turkey infant mortality rate
 has dropped and life expectancy increased dramatically since 1990s (tables #1 and #2). Meanwhile in USA, the medical tourists’ source country, infant mortality didn’t drop. It remained lower than in Singapore and Malaysia  even in absolute terms.
Table  MACROBUTTON  DoFieldClick [1] 
  MACROBUTTON  DoFieldClick "Mortality rate, infant (per 1,000 live births)" 
	
	1996
	2000
	2005
	2006
	2007
	2008
	2009

	Turkey
	N/A
	36
	25
	23
	22
	20
	19

	Malaysia
	N/A
	9
	7
	7
	6
	6
	6

	Singapore
	4
	3
	2
	2
	2
	2
	2

	USA
	7
	7
	7
	7
	7
	7
	7


Source:  MACROBUTTON  DoFieldClick "The World Bank"  (The World Bank. 2011)
Table  MACROBUTTON  DoFieldClick [2] 
  MACROBUTTON  DoFieldClick "Life expectancy at birth, total (years)" 
	
	1996
	1998
	2001
	2003
	2005
	2008
	2009

	Turkey
	68
	69
	70
	71
	71
	72
	72

	Malaysia
	72
	72
	73
	73
	74
	74
	75

	Singapore
	77
	77
	78
	79
	80
	81
	81


Source:  MACROBUTTON  DoFieldClick "The World Bank"  (The World Bank. 2011)
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A gap in discourse 

While the HC costs are acknowledged as almost definitive for MT, it is also indicative for HC accessibility and affordability. The latter is main concern for public HC. Nevertheless, the literature, seemingly concerned about public health, fails to discuss underlying factors of correlation between low cost medicine and MT success. Implicit assumption is that low HC costs of emerging MT courtiers are only due to their low income status. But this explanation is refutable by Singapore case, which is not a developing country but champions the MT nevertheless. Its health care costs per capita, if compared with USA, remained low and practically unchanged through the 1990s
 (Figure #2). Health expenditure as a share of GDP also remained flat through protracted period (Figure #3) amounting to 3% of GDP in 1995 as well as in 2006 (The World Bank. 2011). 

Taking this evidence in view it would be logical to look at institutions responsible for the HC costs. One could be interested in medical tourists’ source and destination countries institutions and study MT from sustainability perspective. After all, if now developing countries eventually overcome their low income status, their HC can grow expensive and their MT can die. While such suggestion is intuitively unconvincing, its possibility is also challenged by evidence from Singapore. This country combines affluence with cheap medicine and model MT. But what institutions made its MT sustainable?

The most important of the recent but rare category of articles by Pocock and Phua develops framework for MT systematic study (Pocock and Phua 2011). And it names crucial institutions for understanding MT
. However, it fails to analyse these institutions from a much needed perspective. It acknowledges HC financing system importance for HC costs, but its point is concerned with alleged negative effects of MT. This point once again implicitly questions MT sustainability for developing countries through rising HC costs. It reads - “one policy implication of the increase in medical tourists on health financing is… drive up costs of services for local consumers over time” (Pocock and Phua 2011: 18). This obsession with evidence-stripped assumptions diverts the authors from looking at the financing system mechanisms of runaway HC costs curbing.  

2.3 Conclusion: the central research question

The chapter highlighted  features of t cotemporary MT. It is driven by low cost medicine availability in developing countries predominantly. In this chapter we also discussed preoccupation of the mainstream MT literature with alleged potential negative impact of MT on public HC. On the background of these allegations important questions about institutional factors explaining low cost medicine, conducive to MT development as well as robust public HC, remain neglected. 
We desire to fill this gap in mainstream discourse. As far as HC financing system is acknowledged as largely responsible for HC costs the study aims to be focused on it. It also desires to draw policy lessons for Georgia. Therefore the main question, which can inform Georgia if answered, is as follow.

Question: What are the features of HC financing system supporting sustainable contemporary inbound MT development?

The literature also shows that Singapore is a country of low HC costs and distinguished inbound MT. It contrasts well the US case of expensive medicine and prominent outbound medical tourism. Taking this in view, sub-questions of the study are as follow.

Sub-questions: 1) What institutional factors of HC financing system make Singapore HC more efficient and successful in sustaining MT development if compared with the US? 2) Does the Georgia’s HC financing system transformation experience explainable by the pattern drawn from USA-Singapore comparative analysis? 3) What policies could be recommended to Georgia for obtaining better financial system for sustainable MT development?

Chapter 3 HC financing systems comparative analysis: cases of USA and Singapore

3.1 Reasons for the case selection and comparison

This chapter presents arguments explaining the usefulness of comparing the two selected case studies of USA and Singapore for Georgia’s case. How can this comparison help distinguish the key features of an appropriate HC financing system supportive for Georgia, to promote sustainable MT development?  This question is answered with reference to extreme variables, significant constant factors, and other comparative findings of the two cases, as well as the history of their comparison. Additionally it is argued that basically the ‘costs question’ make the comparison valid. Both countries have tried to curb HC costs, and cost has been identified as the main driving factor for contemporary MT.

The Extreme Variables 

To discover how HC financing systems can curb medical costs whilst building up the bases for successful MT, we can compare Singapore with the USA. The former has one of the cheapest HC systems with HC costs at just 3% of GDP (2006), and yet the medical sector is recognised to be highly effective and efficient in spite of low costs (World Bank. 2011).  The USA, by contrast, is known for having among the most expensive HC costs in the world, accounting for 14,6% of GDP in 2006 (ibid.). However, in terms of quality of provision and efficiency, in 2000 the WHO ranked Singapore’s HC system performance as sixth among 191 countries, allocating 37th place for the USA healthcare system.

Singapore has an outstanding record of MT success together with inexpensive HC. Revenues from inbound MT as a share of GDP are even higher than in other comparable countries perhaps more known for their thriving MT. Namely, in Singapore HC exports comprise 0,67% of 2007 GDP (nominal current US$), while in Thailand and Malaysia the Figures are just 0,53% (2006) and 0,04% (2007) respectively
. These data can be contrasted with the level of inbound MT revenue in the USA, relatively very small
 - at just 0,009% of GDP
 (Brookhart et al. 1999). Thus the Singapore-USA comparison makes sense, since it enables us to consider both an extreme case of an explanatory variable (HC costs) and a dependent variable (MT success). 

The additional factor making up the extremities of the comparison are the HC systems themselves.  Singapore’s universal coverage HC system is contrasted with the absence of universality in the USA. This is the sign of a substantial qualitative difference between the two healthcare financing systems of the two countries, and this can be supposed to have an impact on each country’s HC costs.

Important constant factors 

There are also some other reasons for comparing the US with Singapore. The most prominent of them is that Singapore is not strictly speaking classified as a developing country in income terms, unlike many other countries known for their emerging MT industry in Asia and elsewhere. Per capita income in Singapore is practically the same as in the USA
. The UN HDI ranks both countries at a very high level of human development
.   Therefore, choosing Singapore case excludes MT destination countries’ low income status from explanation of low medical service costs. This makes HC financing system more easily studied variable trough comparing the two countries. 

On the other hand, there are number of similarities between the two countries, which are important from the MT development perspective. Existence of these factors enables us to assume that there are no other important institutional variables impacting HC costs except for the HC financing system. For instance, inequality of income distribution is the same in both countries
; overall quality of HC is comparable
, and both of them adhere to free trade policies being members of WTO and GATS.

Historical factors are another constant factor. One can argue that Singapore and USA are incomparable cases because of difference in sizes, for instance. However, our attempt to compare them is far from being original.  There is literature comparing the two HC systems namely from the perspective of HC financing. For instance, Susan Aldridge discusses Singapore experience of medical savings accounts shared by the US (Aldridge and Sundarapandiyan 1995). This Singaporean experience has been shared by other countries as well inspiring respective comparative studies (Prescott and Nichols 1998). John Duff also compares Singapore’s HC financing with financing systems of wide range of countries (including USA) (Duff 2001).  But most interesting is the fact that Singapore’s HC financing policy has been developing through learning from the US negative experience. The white paper issued by the Singapore ministry of Health reads as follows: 

	We must avoid unrestricted and open ended medical insurance as practiced in the US, which leads to the provision of unnecessary medical services and escalating premiums (Singapore Ministry of Health 1993).


These are not the only constant factors. We do not suggest that Singapore devised HC financing system for MT promotion alone. The study tries to show that its system has had benevolent consequences for MT in as far as it creates a supportive institutional environment. We want to be clear about the fact that we do not consider financing system design as deliberate action for MT support. On the other hand, if America had the same MT specific stimuli (coordination between HC and tourism ministries, etc) as Singapore has, than the comparison would be more convincing. However, the ‘costs question’ makes the comparison valid. Both countries tried to lower the HC costs with different results. At the same time costs are acknowledged driver for the contemporary MT.

3.2 An analytical tool: information asymmetry

Information asymmetry is a powerful analytical concept for addressing HC organisation issues.  HC systems are characterized by peculiarity of pronounced information asymmetry and related principal-agent problem (leading to moral hazard and market failure). According to Smith, “health service systems exhibit certain features which distinguish them from normal markets” (Smith et al. 1997: 38).  The issues discussed in this section will be uncertainty and market failure, overutilization of HC, dependency and third party factors, among others. 

Smith notices ‘information difficulties’ for citizens (and even insurance organizations) while understanding the HC services relevance to their preferences (ibid.). Another category of information asymmetry, that he distinguishes, is- ‘uncertainty’. It relates to the fact that “the capacity of individuals to benefit from health care is to some extent unknown by either the individuals or the professionals” (Smith et al. 1997: 38). He also underscores the problem of ‘physician induced demand’ resulting from the fact that fundamentally only the medical experts define amount of care needed for a patient (ibid.). All these factors he blames for market failure in HC – when “traditional market mechanisms fail to operate efficiently” (ibid.).

Other problems created by information asymmetry in HC are known as ‘moral hazard’ and ‘provider induced demand’ (Shi and Singh 2010). According to Shi moral hazard refers to the patients’ incentives to utilize more HC services when insured. The same insurance can be responsible for the ‘provider induced demand’ when the “additional services often provide little or no additional health benefits” (Shi and Singh 2010: 132). This latter notion is a derivative of the more fundamental ‘physician induced demand’ noticed by Smith (Smith et al. 1997). All of these factors exist because of fundamental peculiarity of information asymmetry in HC systems. 

Unlike in other market situations, HC needs determine the supply of HC services instead of demand being price-based. This need is what medical professionals believe it is (Shi and Singh 2010). Because of this peculiarity, HC suppliers bear responsibility to determine the appropriate level of demand. According to Nicogossian, Marc A. Rodwin asserts in his book, 
 this “…unique state of patients’ dependence on provider knowledge… should not be exploited in any way”(Nicogossian 2011: 1).  When the market forces contradict with fundamental ethics, existing information asymmetry can induce such principal-agent problems as ‘moral hazard’ and ‘provider induced demand’.

Another important factor is the third party payer principle.  The well known critique of the ‘third party payment’ for its role in the US HC costs increase was Milton Friedman (Friedman 2001). Nowadays importance of this factor for principle-agent problem in HC is widely acknowledged. A third party payer (government, employer, or private insurer) insulates the patient from the risk of his decision. Thus created ‘moral hazard’ leads to the HC services overutilization (Shi and Singh 2010). The same factor is blamed for increasing costs because of the consumer’s decreased sensitivity to the providers’ price (Singapore Ministry of Health 1993).
Of course there are many different approaches to coping with information asymmetry-induced problems Shi considers as effects of HC financing (Shi and Singh 2010). Different financing systems cope differently with the HC costs’ growth induced by these problems. Systems with national health insurance implement ‘supply – side rationing’ through centralised planning focused on restricting expensive medical technologies overuse, for instance (Shi and Singh 2010). In contrast to this, the systems relying on private insurance resort to ‘demand-side rationing’ by restricting expansion of insurance to all citizens (ibid.). Being responsible for cost-containment the HC financing is probably the very institution, which can cope with information asymmetry born problems.

3.3 Universal coverage factor

This section highlights factors of universal HC coverage, which make Singapore’s HC financing system more cost efficient than the US one. It looks at supply-side-rationing approach of Singapore implemented through basic care principle. It is contrasted by USA system relying on patient recognisable quality of HC and demand-side-rationing leading to ‘cost-shifting’ and inefficiency.  
Singapore case

Singapore has universal coverage system promising access to HC to all citizens. Nevertheless when Singaporeans pay for HC in private they pay out of pocket instead of via insurance. Singapore’s out-of-pocket payments (OOPP) share in private expenditures on health amounts to 93% (2005) (The World Bank. 2011). In contras, in the US, which lacks universal HC, OOPPs are much lower (The World Bank. 2011). Moreover, these low OOPPs coexist with public spending higher than in Singapore (Figures #4 and #5). However, this doesn’t mean that public HC sector is better in the US. What really matters for the universal coverage system is not about amount of public spending, but its purpose.

For understanding the purpose of Singapore’s public HC we should look at its definition of ‘basic health care’. According to the white paper of Singapore’s ministry of health (MOH), Singapore promises universal coverage to its citizens only for this type of care (Singapore Ministry of Health 1993). The MOH defines the “basic medical package” accessible for all Singaporeans (ibid). It should be in line with ‘up to date good medical practice’ and provide ‘essential treatment of proven value’, which is ‘delivered without frills’ (ibid). This kind of care aims at tackling the information asymmetry problems in HC taking in view the mentioned ‘physician induced demand’ factor. Therefore it relies on scientifically proven value of HC quality rather than patients perception. In language of the same white paper this basic care is something ‘absolutely needed’ for maintaining health. 

This ‘basic care’ needs the ‘supply –side rationing’ through scientifically justified need identification for avoiding ‘provider induced demand’ and ‘moral hazard’. As stated by Singapore’s MOH, “market forces alone will not suffice to hold down medical costs” (Singapore Ministry of Health 1993: 3). “The health care system is an example of market failure” and government has to “prevent over-supply of medical services” (ibid.).

USA case

Contrary to Singaporean experience the US doesn’t resort to universal coverage. Here the state relies on financing provided by private HC insurance and takes responsibility only over the vulnerable groups (Medicare program for elderly and Medicaid for poor people) (Sultz and Young 2006). These groups are most costly for treatment and unsuitable customers for profit-seeking private sector (ibid.). 

State also doesn’t resort to basic care approach even through the public programs. Since 1997 the Medicare
 tries to encourage “higher-quality healthcare services” through its new component Medicare Advantage plans (MA) (Mobley et al. 2007: 667). But this quality is not the ‘invisible’ quality of Singaporean ‘basic care’. Rather it relies on patients perception and ‘consumer choice’ value. It attracts customers through, “broader benefits than original Medicare”, which are not always necessary (Merlis 2008: 1). 

Abandoning Universal coverage and basic care, the US hopes for competition, as for the predominant mechanism for cost containment. However, because of the information asymmetry, this have resulted in reduced services and respective consumer discontent known as “managed care
 backlash” (Sultz and Young 2006). 

In order to address the problem of competition-induced quality decrease certain non-governmental quality control bodies exist on the market. The most prominent of them - National Committee on Quality Assurance (NCQA) – is financed through the MCOs membership fees. Hence it is not for surprise that, instead of scientifically justified indicators, its quality control system uses measures based on patients’ opinion (Sultz and Young 2006). It is also acknowledged that the “NCQA has ‘pay-for-performance’ initiatives underway that advocate recognition and financial reward” for HC providers (ibid.). Thus the institutions of the system encourage the quality recognized by patients themselves. Due to existing information asymmetry problem this quality is cost-inflating and of suspicious benefit to health.

The absence of universal coverage impacts HC costs through another mechanism as well- the ‘demand-side rationing’. This approach, apart from other things, means cutting demand through higher HC insurance premiums (Shi and Singh 2010). But, it does not mean reduced overall HC cost for the nation. 

Increase of numbers of uninsured, resulting form the mentioned ‘rationing’, means less care for their health until they become eligible for public programs. When they become older enough for the Medicare or poor enough for Medicaid their treatment becomes much costlier then of other people (Frakt, et al. 2011). The uninsured Americans with deteriorated health inflate the costs also through other mechanisms of ‘costs shifting’. They receive more expensive care
 through the hospitals’ emergency rooms, as a matter of right (Shi and Singh 2010). In the result overall HC costs become larger then it would be in case of universal coverage system. This is acknowledged by Americans as well, but the Clinton administration’s plans for turning the system into universal didn’t succeed (Churchill 1999).
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3.4 The financing relevance to HC delivery efficiency

The section highlights another part of the way financing system makes HC delivery efficient. It stresses the factors connected with government organised private payments system and HC delivery facilities public ownership. It discusses the Medisave institution of compulsory private savings incentivizing people for ‘basic care’. Further ways of information asymmetry reduction are shown in terms of ‘the third party payment’ suppression. Role of direct out-of-pocket payments to the public providers is underscored. In addition public control over ‘benchmark prices’ is presented as an efficiency factor. Singapore’s positive experience along all these factors is offset by symmetrical negative USA record.  

Singapore case

MT critiques suggest that MT, representing private sector, can lead to lower quality HC for poor in Singapore (Pocock and Phua 2011). Meanwhile the richest patients from the top quintile comprise 10% of them who choose class C wards at the public hospitals designed for the most poor (Reisman 2006). Obviously this is not a picture of low quality care for poor in Singapore.

In fact its HC financing system’s design ensures everyone’s access to inexpensive ‘basic care’ what really matters for their health. Poor citizens are incentivized to limit themselves to this care of ‘invisible’ quality and not squander their resources for unnecessary services. This helps to contain overall HC costs in the country. 

At the same time the costly and ‘visible’ quality services are allowed for wealthier citizens at the private as well as public hospitals. Availability of these services at the relatively low prices attracts foreign patients and private as well as public hospitals go to the MT sector.  To show foreigners that service quality is relevant to their expectations “all public hospitals in Singapore are Joint Commission International (JCI) accredited.” (Pocock and Phua 2011: 16). 

Because of deep information asymmetry in HC sector even poor patients tend to pay for unessential and expensive services of ‘visible quality’. Poorest quintile of public hospital patients in Singapore comprised 3% and 14% of those who chose expensive class A and B1 wards respectively in 2004(Reisman 2006). People are also unable to predict the future of their own health and plan the saving accordingly. 

To address these problems Singapore has (since 1984) a compulsory savings mechanism Medisave. It is an element of national superannuation fund - the Central Provident Fund (CPF) - earmarked for health (Reisman 2006). All Singaporeans save money on their Medisave accounts when employed; however, voluntary contributions from unemployed are also welcome (ibid.). The money can be used only for healthcare and only by family members (ibid.). Medisave ensures that people save money and spend it only on the most expensive type of HC services when it is absolutely necessary. To achieve this adherence to basic care Medisave is only for the hospital sector inpatient care, but of proven value for health (Reisman 2006). This allows Medisave to provide relatively small share of the whole HC costs (Figure #4), while ensuring affordability of basic HC for all citizens
. 

HC financial system design, in the case of Singapore, practically eliminates the ‘third party factor’. As we see from the Figure #4, state subsidies and OOPP are the main components of the financing system where private as well as state insurance occupies tiny place. As far as these subsidies go to state owned facilities (hospitals and policlinics) the system becomes reduced to only two parties – provider (mainly the state) and consumer (a patient).

Public and private delivery systems coexist in Singapore. While public sector provides 20% of primary care, it is responsible for 80% of overall admissions and 81% beds in hospitals (secondary care) (Reisman 2006). As far as Singaporean HC system relies more on hospital sector care, public sector dominates in HC delivery. From the table#3 we see that about 64 % of physicians work for public sector.
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	Number
	Percent of total

	Physicians total
	6172
	 

	General practitioners in private sector
	1900
	31

	General practitioners in public sector
	300
	5

	General practitioners total
	2200
	36

	Hospital sector physicians
	3972
	64


Source: Total number of physicians is calculated based on the WB data 2003(The World Bank. 2011); source of the data on general practitioners is David Riesman publication (Reisman 2006).

Only 50% of service provision is subsidised by the government at the primary care public facilities
, but the service prices are regulated nevertheless (Reisman 2006). On the other hand, in public hospitals 79% of services are subsidized for four categories of wards (A, B1, B2, and C class wards) offered to the consumers (ibid.). Wards of A category offer best amenities, like in private hospitals, but are not subsidised; while subsidization level increases from B1 to C class wards (80% subsidised), which offers the least comfort(ibid.). Prices of services at the subsidised wards are directly regulated through indicative caps, but allowed to vary slightly from one to another hospital (ibid.). However, in all wards patients are admitted without any ‘means-test’ and “the standard of medical care is believed to be the same irrespective of the physical amenities” (Reisman 2006: 135). 

One can argue that the ‘third party payment’ factor remains in the system as far as state subsidies exist. However, if the subsidies disappeared instead of seemingly disappeared grounds of consumers’ ‘moral hazard’ we would have unaddressed ‘provider induced demand’. The consumers’ ‘moral hazard’ is neutralised by high share of out of pocket payments (OOPPs) in Singapore (Figure #4). On the other hand providers (even public) if freed to generate revenues, would exploit the information asymmetry and abandon basic care principles. Through the subsidies the Government regulates prices and quality. It wants cheap and proven quality HC affordable for all. It does not want to simply compensate to its citizens for expensive and dubious quality care like other countries do. 

Apart from addressing information asymmetry problems Singapore employs competition as a force for cost containment. However, instead of treating the market based on neoclassical assumptions of ideal competition it tries to capitalise on oligopolistic structure of hospital market. As we have already mentioned the hospital sector provides about 2/3 of HC services in Singapore. There were 15 private and 15 public hospitals in the country in 2010 (Department of Statistics. 2011). However, main bulk of services is delivered by 7 large public hospitals (Reisman 2006). “The public hospitals are grouped into two clusters [west and east]… The grouping is intended to minimise duplication” (Reisman 2006: 135).  These hospitals are ‘corporatized’ (since 1985), have managerial autonomy and “are run as private cost-centres” (Reisman 2006). However, the government imposes certain revenue caps on them and doesn’t allow profits. They are “required to break even within these revenue caps and subsidy rates” (Singapore Ministry of Health 1993: 6). By owning the leading producers on the oligopolistic market the government acquires ability to set ‘the benchmark price of services’ (Reisman 2006).

 Through this kind of government control Singapore achieves competition between public and private providers, which encourages efficiency but avoids price increase. Benefits for a government, by exploiting this kind of market structure, are acknowledged in the literature. Gan writes that Singaporean government imposed “barriers to entry give it [hospital sector] the structure of an oligopolistic industry” (Gan and Frederick 2011: 141). However, because of the government role “performance of the industry differ from those of the classical oligopoly model” (ibid.). “In the end, Singapore's medical tourism hospitals appear to perform well in serving their international and domestic clients”(ibid.).

Unlike hospital care, at the level of primary care private services dominate (Reisman 2006). This has its explanation in market structure. General practitioners are multiple (namely about 1900) what creates resemblance of ideally competitive market. On the other hand, the existing public institutions ensure that private providers can not exploit information asymmetry in terms of ‘provider induced demand’. They have to compete with public policlinics. The price control on hospital care level curbs their prices as well. 

HC costs inflationary information asymmetries are addressed through other methods as well. Despite some easing of rules since 2004, medical services advertisement is restricted (Reisman 2006). To prevent the ‘provider induced demand’ several ‘supply side rationing’ measures are taken. The medical doctors’ number, total bed-stock, share of public and private hospital beds, as well as new techniques and specialisms are controlled (ibid.).

USA case

If we look at the US case, we will see a picture quite opposite to the Singaporean one. The providers have incentives “to oversupply services, which, albeit irrelevant for physiological health, are central for the satisfaction of the citizens” (Kotzian 2008: 254). As we have already mentioned even public programs such as Medicare encourage consumption beyond ‘basic care’ because of value of so called consumer choice. This value, promoted through governmental financial incentives, and ‘visible quality’ lure predominantly poor people
 into a new part of the program (MA) of lower real quality
 (NCPA. 2007). 

In an attempt to emulate Singapore’s Medisave the US has been experimenting, since 1996, with the Medical Savings Accounts (MSA). However, because of restricted scale of its application “it is not possible to draw conclusions about the impact of MSAs”(Smith. 2002: 1). Another reason for its effects invisibility is probably its implementation in the private insurance driven system. This killed basic features of MSAs Singaporean version – to be compulsory and to be an alternative of insurance. USA style MSAs became voluntary and available only for them who had insurance plans (Prescott and Nichols 1998). 

As for the ‘third party payment’ suppression the US tried to make steps towards this objective first in 1970s
. The approach was so called Managed Care. This term refers to “system of integrating financing and delivery in order to provide comprehensive services to enrolled members” (Churchill 1999: 395). Managed care organization (MCO) controls the costs through HC utilization by shifting some of the financial risk from insurer to provider (Sultz and Young 2006). One common type of MCOs – HMO
 - combines provider and insurer into one entity and introduces various incentives for doctors to curb utilization (ibid.). These incentives curb aforementioned ‘provider induced demand’. However, instead of ensuring benefits for patients health
, they encourages physicians “to benefit themselves and their MCOs”(Churchill 1999: 398). The innovation eliminated a unit in the chain of principles and agents by integrating provider and insurer in one. However, still a ‘third party payer’ remains in the US system – it is employer in private sector and government in public programs. Encouraged by the tax benefits, employers pay for the most of the private insurance plans in the US (Docteur et al. 2003).

Nevertheless, managed care introduction and consequent domination of the HC market resulted in curbing HC costs increase in 1990s(Docteur et al. 2003). As we can see from the Figure #6, health care costs share of GDP remained almost unchanged through the decade.  However, this didn’t mean curbing the costs rise in absolute terms (see the Figure #7).   Moreover, this period of managed care proliferation is blamed by many for the increase in public expenditures on HC (see Figure #8). 
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Notwithstanding of some positive effects on HC costs, “rise in managed care and the strong economy in the 1990s provided only a temporary respite” (Docteur et al. 2003: 41). As wee see from the Figure #9 health insurance premiums increase rate had been decreasing since late 1980s and became less then inflation rate during 1995-98 period. But since then it has become incremental again. The temporary effect of early 90s (Figure #9) is largely attributable to so called ‘underwriting cycle’ 
 when MCOs took clientele away from the traditional insurance (Sultz and Young 2006).
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All in all the managed care did not produce desirable effects. It created new patient-physician conflicts, increased number of uninsured citizens and couldn’t curb HC costs in long term (Churchill 1999). It is also remarkable that in 1994 Managed Care was introduced in Singapore’s private insurance as well by the NTUC
 (Aldridge and Sundarapandiyan 1995). However, it has only a modest role - to compete with cost-inflationary fee-for–service (FFS) insurance plans
 on the market where the private insurance occupies small share being limited by government policies
 (Reisman 2006).

As for the controlling providers’ prices through ownership mechanisms, the US experience is also quite opposite to Singaporean. The US treats insurers as well as hospitals market as if they were ideally competitive (without oligopoly) and relies on private providers. Singapore also tried in 1980s to rely on competition between its ‘corporatized’ public hospitals. However, “when subsequent evidence showed that costs were increasing rather than decreasing, in the mid-1990s the government began to reassert its control” (Ramesh 2008: 62). Unlike Singapore most of USA hospitals are private
  and public share 
 declines faster then the hospital sector itself (Washington Times. 2005). Obviously hospital sector in USA is not seen as leading industry through which government could or should control benchmark prices. 
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Instead of this the hospital sector is seen as the main source of HC costs needed to be reduced through competition of profit seeking MCOs. The decline shown on the Figure #10 is a result of the US practice to contain HC costs trough fewer hospital days instead of lower cost of a hospital day (Anderson and Hussey 2001). These costly (but not always of better quality
) and fewer hospital days the market allocates to well-insured patients. Therefore occupancy rate of hospital beds in USA is less
 than in Singapore
 (Reisman 2006). The flip side of the coin is that in the US hospitals emergency departments are overcrowded (Bazzoli et al. 2003). The cause is that uninsured, “cannot be admitted to the hospital until they have an emergency, and, since they frequently cannot afford ongoing care from a physician, they use the emergency room as their only source of care”(Lichtenstein 1993: 312) . This also leads to HC costs inflation.

Overcrowded public hospitals and emergency departments mean costlier services for poor who neglected in-time healthcare because restriction of the access. Meanwhile, short waiting lists for richer patient, their comfortable and ‘visible’ quality care, mean unjustifiably high supply of physicians
 and high costs. In general competition in the context of US HC financing system facilitates profit-seeking behaviour rather than cost-containment.

3.5 The financing relevance to consumer groups needs

The section addresses those groups not covered by main modes of HC – affordable HC in Singapore and private HC insurance in USA. It shows how Singapore avoids comprehensive and private HC insurance in public programs adhering to basis care principles. Singapore also marginalises private insurance as such through state imposed incentives and restrictions. USA experience is shown as diametrically opposite to Singaporean one. Private insurance cost-inflationary character is stressed. 

Singapore case

In Singapore HC is affordable for all (Singapore Ministry of Health 1993). It means that the core public funds and facilities are accessible for everybody without any means test. It also means that all can purchase usually needed HC services
 without any catastrophic consequence to their household finances. However, in practice there are groups, which require additional mechanisms facilitating their access to HC – public charity, public insurance, and private insurance (see Figure #4). According to Reisman this system ensures equity without equality (Reisman 2006).
 For those Singaporeans who can not pay for even affordable HC government has a program. However, it is not HC insurance. This program - MediFund - is a charitable endowment dedicated to cover “cost of hospitalisation and other non-discretionary medical interventions” (Reisman 2006: 153). While this program adheres to the same ‘basic care’ principles as other state programs, it is a means-tested program. It has high rate of claims approval
. Nevertheless, it represents only tiny part of the country’s HC expenditure displaying general affordability of Singaporean HC and the program’s efficiency (Figure #4).

Even if a citizen is not poor, unpredictable and grave illness can devastate his budget. The government addressed this problem in 1990. It organised MediShield, which is a catastrophic HC insurance scheme and “protects households from large and unexpected financial losses” (Meng-Kin 1998: 20). Unlike the compulsory MediSave it is optional and not for elderly citizens
, while similarity is that they don’t use taxpayers’ money (Reisman 2006). Its services intend to cover only large hospital bills, but cover adequately – refusing to go beyond ‘basic’ care’ concept (ibid.). The result is that with membership about twice more
 then of the private insurance schemes it bears much fewer costs (Figure #4). 

Despite its cost-curbing features Medishield premiums and deductibles had to be increased in 2005(Reisman 2006). This, probably, was not unexpected for Singapore, which refrained from national health insurance in 1983 observing the fact that “in countries with a prepaid health care system, demand for medical services invariably outstrips the financial capacity to supply them” (Reisman 2006: 153). However, MediShield is justifiable because it competes with private insurance, which have much more negative impact on cost-inflation. 

Because of its cost-inflationary features private insurance market is controlled in Singapore. It is mostly represented by only five insurers participating in the government approved Private Medical Insurance Scheme (PMIS). Their services can be bought through MediSave accounts. “Non-PMIS private medical insurance is underdeveloped” (Reisman 2006: 152). One reason is that Medisave is compulsory and MediShield not expensive” (ibid.). In return to their preferable status PMIS insurers can not promise too ‘comprehensive a package’ or behave cost-inflationary otherwise (ibid.). Another method of curbing private insurance is that tax-exempt medical benefits provided by employers are restricted to only 2% of payroll (ibid.).

Despite Singapore’s achievement in HC costs curbing
 its system could be understood as unfair according to traditional western standards.  In fact WHO 2000 report appraised its ‘fairness of financing’ very low defining this criterion basically as equality in HC spending (Meng-Kin 2004). However, “there is no evidence to show that the 1,436
 [millionaires] enjoyed more disease-free life days or life-saving surgical interventions” (Reisman 2006: 144). This confirms the fact that because of unique information asymmetries prices in HC field does not necessarily reflect real quality. Hence equity can not be judged through spending calculations. Another illustration of this phenomenon is the US case of HC system.

USA case

In the US HC financing system reveals objectives quite opposite to the Singaporean ones even when addressing special populations’ needs. While elderly people in Singapore have no special treatment through a public program, the US has the Medicare for them. Another group - low income people – is covered by public programs in Singapore as well as in the US. However, Singaporean MediFund is a kind of charity, while American Medicaid is insurance demanding even co-payments from the enrollees (CMS. 2011). But the main discrepancy between these Singaporean and American public programs is about ‘third party payer’. Singaporean MediFund eliminates the ‘third party’ by treating its target group through public providers (Reisman 2006). American public programs act through private providers
 and/or private insurers
 (Sultz and Young 2006).
In the US there is no important public program similar to MediShield, which insures only genuinely catastrophic illness. In contrast the US public programs (Medicaid, Medicare) tend to provide quite comprehensive HC coverage (Sultz and Young 2006) going beyond ‘basic care’ in the name of ‘quality’ and ‘consumer choice’.
The US public HC, addressing special groups such as elderly and poor, exists only to offset negative externalities of private insurance. This system is “a combination of private sector players operating in a market environment together with state and federal programs for select populations that are undesirable to private insurers” (Churchill 1999). In the result not only overall HC costs in Singapore is less then in the US (Figure #3), but public expenditures share of the total as well (Figure #4 and #7).

3.6 Mapping the HC financing system factors
We have already compared some components of HC financing systems in the US and Singapore. In this section draw a concise map of the main factors indicating their interrelations. Salient features of the compared systems are underscored - absence of ‘third party payer’ in Singapore and its overwhelming presence in USA. Two instances of USA failure to manage information asymmetries are analysed. In addition the section analyses quality concept through the lens of information asymmetry. It indicates that quality aspect definitive for ‘basic care’ is manageable through public sector, while for MT another aspect is important.

The most conspicuous factor of the system is universal coverage. It renders the Singaporean model an advantage over the US one. Universality avoids public expenses inflation through worsening of its poorer citizens’ health status and ‘cost-shifting’.  

What enables this universal coverage is state adherence to the basic care principles through public programs. By definition universal accessibility and affordability can not be ensured for all the sophisticated and costly services of contemporary medicine. But basic care concept envelopes only absolutely needed and scientifically justified treatment preventing the resource waste and cost-inflation. It also makes grounds for rights-based understanding of HC. 

Adherence to the basic care is possible through information asymmetry management in HC. Singapore does this management through public payments as well as government organized private payments for HC. Public payments, in the form of subsidies to HC facilities, provide incentives for HC providers to stay within basic care principles. Government organized compulsory private savings program – Medisave – incentivizes patients not to go beyond basic care. On the other hand private insurance going beyond basic care is discouraged. This reduces the ‘third party payment’ factor and related cost-inflationary ‘moral hazard’ and provider induced demand’. 

In parallel to the universal coverage and basic care factors, additional control over HC cost-inflation is imposed through benchmark prices. This control is enabled through state ownership of leading HC facilities. In the result we have low cost HC in Singapore. All these factors of HC financing system resulting in affordable medicine are presented on the map #1.

What is not on the map but is worthwhile to notice is that Singaporean system almost eliminates ‘third party payer’. Predominant pattern is that patients pay directly out-of-pocket to the subsidized public HC providers (Figure #4). These factors of affordability of medicine and third party payer absence are mutually enforcing. Low cost enables to pay without the third party and the third party absence enables low cost maintenance.

Almost all the mentioned factors of Singaporean HC financing are contrasted by the US experience as shown on the map #2. In the result USA has high cost HC. Remarkable thing is that this system fails to diminish substantially the ‘third party payer’ factor. Here patients pay predominantly to private providers and through third party – insurers. These factors of third party payer and expensive HC are also mutually enforcing.  High costs make impossible to pay without the ‘third parties’ and the latter sustains the incremental HC costs.

Here we want to analyze additionally instances of information asymmetry reduction failure in USA. The US tried to diminish ‘third party payer’ factor through Managed Care Organizations (MCO) introduction. To mitigate the asymmetry problem MCOs erased one unit in the chain of principals and agents. They place HC insurers and providers in one organization through vertical integration.  However, employers (in private sector) and Government (through public programs) remain the ‘third parties’. In USA the employers, instead of patients themselves, pay to MCOs. On the other hand, Public programs (Medicare, Medicaid) also pay to MCOs instead direct provision of HC services. 

The market failure in the latter situation can be well understood also through ‘privatization failure’ concept proposed by Sappington and Stiglitz. When their ‘ideal setting’ conditions are not met privatization fails to bring about equity and efficiency (Cavaliere and Scabrosetti 2008). On component of this ideal setting is that the agent (to whom the production is privatized) has to be risk-neutral. But the US public programs privatize HC delivery to the insurers (MCOs), which are classical examples of risk-avers agents.  Therefore they have to pay to these most informed parties some ‘risk-premiums’ and rents accrue to them. 

So far we talked about the cost factor in HC, but it can bear meaning only together with related quality factor. Medical tourists seek low cost but high quality, while low cost can signal low quality according to common understanding. However, information asymmetry makes traditional understanding of trade-off between quality and cost/price partly irrelevant for HC services phenomenon. Therefore we tried to facilitate our analysis through these terms: ‘visible’ quality and ‘invisible’ quality. 

Invisible quality relates to the ‘basic care’ concept of Singapore’s HC policy – scientifically justified absolutely necessary treatment. In contrast to ‘visible’ quality, easily related to consumer preferences, it is hardly recognizable by patients themselves. While some medical services reveal only one type of quality, usually the both aspects are present in any treatment. For instance, infectious disease prevention (immunization) is of invisible quality, while quality of cosmetic surgery is basically visible. In-between these extremities there are diseases recognizable by patients but impossible for the latter to assess them without a doctor. Moreover, any invisible quality treatment can have attributes of visible quality such as renovated building or short waiting time.

As we learned from the studied cases in the more efficient HC system ‘invisible’ quality care relates more to public sector responsibility. In contrast, ‘visible’ quality is a realm of private sector. Unlike ‘invisible quality’ it is subject to trade–off between quality and cost and turn market mechanisms relevant. This type of quality is the niche for MT as well. The better financing system creates better incentives to allocate the ‘visible quality’ products to private sector and the ‘invisible’ to public one (table #7). 
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3.7 Conclusion of the chapter: hypothesis

Through this chapter we tried to find out the key institutional factors in the HC financing system, that make the Singapore system of HC more efficient than the US system. This efficiency – low cost high quality medicine – we supposed to be a premise in sustaining contemporary MT development. We discussed reasons for the cases selection and comparison. We chose the main frame for the analysis - information asymmetry concept. We stressed importance of such factors of HC financing system as universal coverage, ‘basic care’ principle, ‘third party payer’, and benchmark prices control. In this section we want to formulate clearly the hypothesis in response to the main research question given in the conclusion of second chapter.  We will also test some assumptions of this hypothesis through the experience of some developing countries with successful MT. However, the main test will be done thorough Georgia’s case in the 4th chapter. If the hypothesis is sufficiently explanatory for Georgia’s HC policy trajectory, our policy recommendations can justifiably relay on it.

The comparative study suggests four main assumptions in response to the research question about HC financing system supporting sustainable contemporary inbound MT development. They constitute our hypothesis: the due HC financing system would provide sufficient premises to do as follow:
· Reduce information asymmetry through excluding/reducing the third ‘party payment factor’ and ‘provider induced demand’ from the system

· Implement universal coverage providing efficiency gains through avoiding ‘costs shifting’ 

· Control benchmark prices through public ownership of HC delivery facilities

· Allocate the products/services of basic care predominantly to public sector, while allowing private sector to occupy the niche of ‘visible quality’ HC products suitable for MT.

We cannot test these assumptions through other countries’ experiences to the same extent as in the case of Singapore and USA. However, in Chapter 4 we present data for selected developing countries with successful emergent MT sectors. This data seems to confirm the first two of our assumptions. The statistical data are from WB sources and show that these countries, all exercising universal HC coverage, have lower HC costs and seem to have effectively suppressed the ‘third party payer’ factor. Figure #11 shows that OOPP is nearly as high as in Singapore pointing to the fact that patients do not pay via ‘third party payers’ as HC insurers are. Figure #12 shows that all these countries maintain low-cost medicine at the same time.
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4.1 The healthcare system in Georgia

Georgia’s HC financing system has some similarities to Singaporean as well as to the US one. The legacy of Soviet era universal HC system, on the one hand, and free market oriented reforms at the other, account for these similarities. While the system gradually becomes resembling the US system, some of its structural features make it closer to Singaporean one. To capture these features we will look at the system from the historical perspective. This will help to reveal our hypothesis explanatory power to Georgia’s HC policy trajectory.

Until its independence in 1991 Georgia had so called Semashko model of HC with “guiding principle of universal access to health care free at the point of use” (Chanturidze et al. 2011). The state used to ensure delivery and financing of HC through centralised system of resource planning (ibid.). The system existed up to 1995, but deterioration of public finances due to economic collapse suggested reforms (ibid.). The economic downturn resulted in per-capita GDP drop from 5213$ in 1988 to just 1326$ in 1995 (Figure #13). As a consequence HC financing “fell from around US$ 149 per capita in 1990 to just US$ 0.45 per capita in 1991–1993” (Chanturidze et al. 2011). This crisis paved way to the next period in HC financing.
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Source:  MACROBUTTON  DoFieldClick "The World Bank"    (The World Bank. 2011).
Between 1995 and 2004 the system was reformed substantially and social health insurance introduced (Chanturidze et al. 2011). It meant collection of payroll taxes in a non-budgetary fund and financing public HC services through numerous state medical programs (Chanturidze et al. 2011). By objectives it resembled Singaporean public HC approach of basic care as far as was oriented on so called Basic Benefits Package (BBP) implementation. However, it was not equivalent to universal Singaporean public HC in that it targeted only certain groups of population. Neither was it complete analogue of Singaporean social insurance (MediShield) as far as was going beyond catastrophic illness coverage. Similar to Singaporean experience
 the insurance payments were predetermined for any episode of illness classified like Diagnosis Related Groups (DRG) (Collins 2006). But in fact “the BBP was extremely complex in terms of which services were free, which required co-payments (and how much) and which were full cost” (Chanturidze et al. 2011). Nevertheless this period was characterised by relative stability of HC costs (Figure #14).
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Source:  MACROBUTTON  DoFieldClick "The World Bank"    (The World Bank. 2011).
This period brought Georgian system closer to Singaporean one in other terms as well. Privatization began, but main delivery facilities remained still in state hands. At the same time, all these hospitals and polyclinics turned into state owned enterprises and “became managerially independent” (Chanturidze et al. 2011). Hence, ending the era of ‘free’ HC, they started delivering all the services for payment. Private insurance was introduced, but occupied little place (Figure#15). OOPP became predominant mode of HC costs financing as public funds of the mentioned social insurance also remained humble (Figure#16).  However, the reforms started with hope of fiscal burden easing did not result in reduced public spending. Public expenses for HC kept rising, with some fluctuations
, as a share of total state budget (Figure #17) as well as a share of total HC expenditures (Figure #18).
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In 2004 the social health insurance was abolished. In 2004-2006 public financing of HC became a part of a new social assistance programme “defining a single group of beneficiaries… based on proxy-means testing” (Chanturidze et al. 2011: 83). During this period public health expenditure markedly decreased (Figure # 18 and # 17), but it was only prelude to the further reforms introducing quite a new system.

The government, in 2006 rejected the policy
  focused on publicly owned HC facilities efficiency improvement (Chanturidze et al. 2011). Reason was  willingness to boost the private provision and insurance (ibid.). The system introduced in 2007 meant providing private HC insurance for poor
 through public funds
. The Government also covered some age categories, unattractive for private insurers, through programs
, which paid directly to the providers. Rest of the population, not being poor and aged 6-59 years, became free to purchase private insurance or pay OOP(Chanturidze et al. 2011).  In addition the Government privatised almost 80% of hospitals during 2007-2008 (ibid.).

These reforms moved Georgia’s system close to the US one. Purchasing comprehensive private health insurance for a target group (poor people in case of Georgia) repeats the US Medicaid and Medicare experience. The same is true for the practice of insuring the groups (elderly and poor) undesirable for private insurers in free market circumstances. During the same period private insurers turned to USA like Managed Care practice. They increasingly acted through the preferred providers’ network or their own HC delivery facilities (Kupatadze 2011) . Nevertheless the result was not cost-curbing in any sense. Public health expenditure (stagnating in 2004-2006) began escalation as a share of total state budget (Figure #17) as well as total HC expenditure (Figure #18). Public HC costs as a share of GDP also rose reaching 2,9%, its historical record,  in 2009 (Figure #19). What is even more important, the overall health care became incrementally more expensive.  Per capita total HC expenditure (Figure#14) exceeded the previous periods speed (annual 29% increase in 2007 and 35% in 2008). Total health expenditure as a share of GDP also skyrocketed in 2007 and hit its record 10,14 % in 2009, which is huge Figure even for European countries (Figure#20). All the evidence suggests that the new financing system revealed propensity to HC costs increase.
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There are stories, which explain the HC costs growth connection with private insurance increased role. According to an interviewed physician  there are patients who approach doctors beyond the network of their insurers’ preferred providers(Davitashvili 2011). However, the insurers manage to convince them for costlier treatment at their own facilities.

 For understanding HC costs better we have to look at quality as well. A report by the Georgia’s MOH acknowledges that quality of HC is hard to assess because of lack of reliable data on some important indicators (MOLHSA 2009). Other sources blame this difficulty on “weak regulatory environment” (Chanturidze et al. 2011). Nevertheless we can judge the HC quality through such health status indicators as maternal mortality and infant mortality rates are (MDGs). According to the same report infant mortality dropped from 20 to 14 per 1000 live births, while maternal mortality shrank from 58.7 to 20.2 per 100 000 live births in 2007 (MOLHSA 2009). If we compare these data with date of the WB on other countries Georgia has infant mortality rates not worse than most of the MT developing countries (The World Bank. 2011). At the same time by maternal mortality rate it surpasses most of them (except for Singapore) and even the US (ibid.). Anyway, there is no report, which denies that these indicators for Georgia are much better than the world averages. 

This quality of HC takes place in the country with remarkably high density of physicians. This excess, unlike the US case, is not a consequence of high HC costs and private insurance, which allocates physicians to the high end market. Rather it is a legacy of Soviet HC system. However, if the rational Singaporean approach
 to the physicians use for the population HC is applied, ample resources could be allocated for MT sector.
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	Physicians density (per 1 000 population) in 2004

	Georgia
	4,22

	United States of America
	2,67

	Singapore
	1,51


Source:  MACROBUTTON  DoFieldClick "World Health Organisation"  (World Health Organization. 2011)
4.2 State of medical tourism in Georgia

No systematic study of medical tourism has been done in Georgia as yet. Therefore there is no statistical data, which could help much in assessing the sector’s present day. However, we have indirect data of tourism sector researches and interviews with stakeholders. Through them we can sketch picture of the MT sector scope, trends, and problems of development. 

To begin with the scope we have to say that medical tourists’ numbers, as well as revenues from MT, are very low in Georgia. According to the Georgian National Tourism Agency (GNTA) data, foreigners’ arrivals are incremental and quite impressive – 2032586 in 2010 (36% increase from the 209 level) (GNTA. 2010b). However, with purpose of health care arrive only 1% of tourist’s
 (GNTA. 2010a). One can calculate that medical tourists  number in Georgia in 2010 was 4 times lower compared with what was in Malaysia in 2007 (table#5). Apart of this, the most lucrative tourists form developed countries have not been attracted as yet, while most of the patient come from neighbouring countries
 - predominantly from former Soviet Union (GNTA. 2010a). This is not for surprise as far as only small part of the inbound tourism is organised by travel agencies (ibid.). Moreover, the country’s tour operators organize only outbound travel for medical care
.
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	Medical Tourists per capita

	 
	Total Medical Tourists
	 Population
	MT per capita

	Singapore 2007
	571000
	4588600
	0,1244

	Thailand2006
	1400000
	67796451
	0,0207

	Malaysia 2007
	341228
	27051142
	0,0126

	Georgia 2010*
	15064
	4388400
	0,0034


Source:  Data on MT numbers (except for Georgia) are provided by Pocock (Pocock and Phua 2011).  Data on population are provided by the WB (The World Bank. 2011). Notice:* Georgia’s data are provided by Georgian National Tourism Agency (The World Bank. 2011)  
Nevertheless there are private clinics attracting foreign patients on their own. Among them is Healthcare Agency International (HIA) advertising itself through MT websites
. HIA takes advantage of Georgia’s lenient legislation and attracts foreign patients for infertility treatment (Medical tourism news. 2010). It offers so low prices for the equivalent services that despite lack of direct cheap flights to Georgia the country becomes one of MT destinations for infertile people (ibid.). 

However, Georgia’s MT is not confined to those services banned in developed countries on ethical grounds. For instance, David Tatishvili Medical Center
 offers some popular services among medical tourists. Nino Kochalashvili, its executive director, says that heir transplantation
 attracts patients from neighboring countries of South Caucasus (Kochalashvili 2011). On the other hand through lucrative bariatric
 surgery they target only locals customers. Reason for this limitation is simple – the clinic, despite low prices
, has no capacity to market outside Georgia as yet. Rather it gives access to Georgia’s market to its partner clinic in Israel. An operation done by Israeli doctor is priced 1,5 times higher then the same one carried out by their Georgian colleague. The latter needed two weeks training to learn this high technology bariatric surgery, which the clinic offers now. It is interesting that the same bariatric operation done without high technology involvement, but with the same effect for the patients’ health, is obtainable for 15 times less price
 at other Georgian clinics. These facts show that these high end market medical services are attractive for medical tourists for ‘visible’ quality and prestige rather than for their true effect on their health.

Pursuit for this visible quality and prestige turns some well-off Georgians in medical tourists. Well known Georgian surgeon Malkhaz Pirpilashvili, from Acad. O. Gudushauri National Medical Center
(NMC), says that neither cost nor quality can vindicate most of the outbound medical tourism (Pirpilashvili 2011). At this tertiary health care clinic there are available modern surgical operations of quality
 comparable with western countries at much lower prices.  For instance, says he, a joint replacement at the NMC can cost 8000Gel (about 3500€ ), while in USA the same amount can not cover even the surgeon remuneration. Georgia could attract medical tourists and ease its hospital sector low occupancy rate
 problem, but nobody is concerned about this, continues he. 

In practice there are private clinics considering medical tourists attraction seriously. Dimitri Makhatadze, general director of the MediClubGeorgia, says that the clinic was built according to JCI
 standards (Makhatadze 2011). Its services are being developed according to the same standards as well. Today many European health insurers chose the clinic as their preferred provider, but only for those foreigners working in Georgia. When these big insurers allow their plans to cover the clinic’s services for other patients as well, MT will turn into serious business says Makhatadze. However, for this to happen the JCI accreditation is needed
, while for MediClubGeorgia alone the respective audit cost is prohibitive, considers he. On the other hand the state also does not coordinate hospital sector for this kind of international recognition so helpful for MT
. 

4.3 Georgia’s Government policy towards MT

Georgia’s government is willing to develop MT. However, the present day MT understanding is basically confined to spa industry. Explanation is comparative advantage strategy. According to the GNTA deputy chairman Beqa Jakeli “there are approximately 100 operating resorts in Georgia today with a potential of double that” (Corso 2010: 1). While MT development assistance is basically GNTA responsibility, Georgia’s health minister, Andria Urushadze, also says it is within the ministry’s (MOLHSA) interest (Urushadze 2011).

In 1990s Georgia adopted two important laws for the sector development: Georgia’s law on Tourism and Curorts (President of Georgia 1997) and Georgia's Law on Curorts and Zones of Sanitary protection of Curort Places (President of Georgia 1998). The former acknowledged curort/spa industry as one of the priority sectors of Georgia’s economy. It also said that investments needed for tourism and curorts rehabilitation and promotion can be financed by the state budget. Further step was done in 2010 when MT, defined as spa industry, became a part of the State Strategy on Regional Development of Georgia for 2010-2017 (Ministry of Regional Development and Infrastructure of Georgia 2010). Thus the MRDI adjoined the list of state stakeholders in medical tourism.

Nevertheless there is evident lack of coordination among the state stakeholders in supporting MT development.  Giorgi Gvalia, director of the curort Sairme, one of the well known Georgian spas, says that no state agency, except for the GNTA, supports their marketing efforts (Gvalia 2011). However, the fact of the curort recent rehabilitation itself is an illustration of the state efforts to attract investments in MT. The curort was sold to a private investor obliged by the contract to rehabilitate and upgrade the curort. Some other prominent Georgian curorts have also been rehabilitated through the same approach.

Recently state support of health tourism advanced even further. In 2010 Georgia's Law on Kobuleti Free Tourist Zone Development Advancement allowed the government to grant tax exempt status and plots for buildings to those who invest in hotel industry (President of Georgia 2010). Kobuleti is a well known resort in Georgia, but the law supports only hotel business not HC facilities development. This is a reflection of narrow strategy with regard to MT. However, things can change as far as Georgia’s policies may become more similar to Singaporean ones.

The country’s political leadership demonstrates its sympathy to Singaporean policies more and more frequently. “President Saakashvili reiterated on February 1 that Georgia should follow Singapore's path of development” (Civil Georgia. 2011: 1). Those, who support Georgia’s integration with Europe, criticize this tendency. Recently The Economist wrote-“the most pressing question is the country’s economic model … [there] is a real choice: between Singapore’s deregulated economy and convergence with EU standards” (G.E. 2011: 1). Labeling Singaporean economy as ‘deregulated’ is debatable. On the other hand, one could see in Georgia some features of Singapore’s developmental state deriving its legitimacy from state’s achievements. From these features, presented by Fritz, at least one could be ascribed to present Georgian state. It is an attempt to build “meritocratic civil service in key areas, imbued by a strong esprit de corps” (Fritz and Menocal 2006: 6).

4.4 Extent of Georgia’s case explanation through the hypothesis

While we discern some patterns of HC financing system, we can not generalize them as universal regularities for any context. Rather we can use these regularities, responsible for efficient HC outcomes, as assumptions of a hypothesis. These assumptions about the institutional factors stipulating MT sustainable development we will test through the Georgian case. They will also help us to recommend certain policies for Georgia’s HC system. 

The first assumption is about HC financing system’s dealing with information asymmetry factors. These are ‘third party payer’ factor and private sector propensity to capitalise on ‘provider induced demand’. The ‘third party payer’ should be, and could be, eliminated and private delivery reduced to scale insufficient for influencing HC prices. As we have seen, comparison of the two periods in Georgia’s HC system development suggests the same. 

During the 1995-2004 ‘period of social insurance’ public delivery was prevailing. The ‘third party payer’ was also minuscule as far as private insurance share was negligible and public insurance small (Figures #15, #18). Besides, this public insurance was paying FFS instead of privatising its task to private insurance, which is an additional unit in principal-agent chain. The core of the financing system was OOPP to the publicly owned but corporatized HC facilities (Figure#16) like in Singapore. In contrast, the period ‘after 2006’ enhanced private delivery and private insurance (‘third party payer’) share on the HC market. The latter effect was caused by privatising ‘special population’ insurance.

The period ‘after 2006’ or ‘privatised public insurance’ period brought about the skyrocketing HC costs calculated per-capita (Figure#14). Public HC expenditures, in terms of total HC costs (Figure#18) as well as total government spending (Figure#17), also began to rise after 4 years long decline period. Public as well as total HC expenditures’ share of GDP also increased significantly (Figures #19, #20) surpassing European levels. All in all the mentioned change in Georgia’s financing system deteriorated HC system overall efficiency vindicating our hypothesis.

The second assumption is about universal HC coverage providing efficiency gains through avoiding ‘costs shifting’. The universal HC system inherited from Soviet era lasted only up to 1995 and there is scant data on this period. However, in terms of total HC expenditure (Figures #14, 20) as well as public expenditure (Figures #17, 18, 19) this period after Soviet state demise remains of the lowest HC costs. 

But we can not be sure about the extent these data reflect advantages of the universal coverage. First, this period was of unprecedented economic downturn and hardship having impact on HC costs restriction. Second, probably quality has also dropped during this time if judged by maternal mortality rates (Figure #21). However, we can not be sure as far as other indicator, infant mortality, continued improving during this period (Figure #22). Third, we had not access to the reliable data on Soviet period HC. Therefore further study of Soviet period universal HC system is needed. 

The third assumption is about financing system’s dealing with oligopolistic market structure. As far as leaders of an industry set benchmark prices, while private sector exploits ‘provider induced demand’, these leaders should be state owned. This enables HC costs curbing through benchmark prices control. 

Georgian experience of shifting form ‘social insurance’ to ‘privatised public insurance’ period supported this part of the hypothesis as well. The latter period of skyrocketing HC costs was about the hospital sector massive privatisation. However, the Georgian case does not show the cause-effect relation between privatisation and HC prices very clearly. This uncertainty is caused by the absence of consistent price setting policies in publicly owned facilities in Georgia. The study lacks data to analyse these policies correlation with HC costs dynamics. Further study of these factors interrelation is needed in Georgia’s case. 

The forth assumption is about financing system’s dealing with quality factors. Efficiency of the system is achieved when the ‘invisible quality’ products of ‘basic care’ are allocated predominantly to public sector. At the same time ‘visible quality’ of private sector should be supported, especially in the export sector of MT. This keeps HC prices low giving a competitive advantage to the country’s export (MT) and achieving HC equity and effectiveness for locals.

Georgian experience provides some evidence in support of this assumption.  Comprehensive insurance for poor in the ‘privatised public insurance’ period was a clear step breaching the assumed rule. An efficient system would treat this population through public sector and only through basic care products. Georgia’s case study shows that going against the rule correlates with incremental HC prices in the country. On the other hand, Georgia has never had any consistent tool for discouraging local population from ‘visible quality’ products’. Therefore Georgia’s case has no much data for testing this part of the hypothesis. Nevertheless, Medisave like MSAs are probably relevant for the country. A reason is that Georgia has cultural similarity to Singapore in terms of social safety concept centred on family values
. 
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4.5 Conclusion of the chapter: policy recommendations

In the light of our study we discern one problem, which seems to be central for Georgia’s policy of MT development. Medical tourism needs to be backed by low HC costs ensuring financing system. However, the country, in its latest tendency shift, enhanced private insurance role entailing deepening information asymmetry and rampant HC costs.  This turn seems even more controversial on the background of the political leadership’s ambition to follow the Singaporean development model. Reliance on private HC insurance and refusal to control the benchmark prices through publicly owned providers assimilates the system to the US one. This means rejection of the Singaporean HC policy principles. However, the country’s HC financing system still contains important structural similarities to Singaporean one – direct OOPPs still dominate the market (Figure #16).

Nevertheless we would not recommend the financial system reform as a starting step. The reason is that right now there are no stakeholders whose interest would support the change in the system. Therefore at the outset it would be better to begin with creating MT stakeholders within the HC industry. This would legitimise, in the eyes of private sector, a type of financial system with greater public sector role. In other words, we suggest a self–strengthening cycle of change. The more MT would support more change in the financial system, which in turn would encourage MT growth. For this to happen we suggest a certain sequence of policy steps.

First, government should provide direct support to MT. This implies steps as follow:

· financing marketing researches for MT (allowed by the current legislation
) 

· providing the same support (through tax rebates and land allocation) to the MT involved HC providers as hotel industry enjoys now
 
· coordinating tourism and HC industry collaboration 

· coordinating and supporting hospital industry for internationally recognised, like JCI, accreditation

As a second stage, the financing system should be changed. It should discourage the local population from MT oriented HC products (of ‘visible quality’) consumption. This could be done through Singapore like MSAs providing local population incentives for basic care (‘invisible quality’). In absence of this step the private sector would target predominantly the local population distracting itself from MT. 

The next step could be more comprehensive HC financing policy transfer from Singapore. After private sector recognises opportunities of MT and its stakeholders emerge, this step will become feasible. At this stage ownership in HC delivery can be restructured and state control of the benchmark prices introduced.

Chapter 5  MACROBUTTON  DoFieldClick Conclusions 
The study has examined the role of the health care (HC) financing system in creating an enabling institutional environment for MT in Georgia in future.  Contemporary trends in medical tourism are driven by low-cost medicine in developing countries. In order to reveal some of the factors that make for low costs and high quality care, the examples of medical care in Singapore and the USA have been compared. This comparison has enabled us to exclude low income status of developing countries from explanation of inexpensive medicine. It also has helped us to identify major features of due financing system.  We have based our policy recommendations on these findings as far as they proved to be instrumental for the Georgia’s HC policy trajectory explanation. Below we briefly present the main findings and topics for further study.

Our study did not collect any clear evidence of the claim, which preoccupies the mainstream MT literature. We can not say whether or not MT diverts resources from public HC. But what we find is that without strong public sector sustainability MT sector development is hardly achievable. By ‘strong public sector’ we mean not amount of public financing, but rather the one, which is instrumental for due HC financing system. This system, creating benevolent institutional environment for sustainable MT, needs public HC of certain aspects. These aspects are public ownership of HC facilities, public subsidies, and publicly organised private payments for HC. Therefore, the dominant discourse in the MT literature is better to be changed in favour of focusing on institutional factors of MT success rather than on potential damage MT can inflict on public HC.
The next conclusion is about HC financing system widely recognised as responsible for HC costs and quality – the factors of competitiveness in HC trade. We identified four important features of the efficient HC financing system enabling sustainable MT development. First, the system is better when eliminates ‘the third party payer’ and this is possible. Second, the system is better when implements universal coverage providing efficiency gains through avoiding ‘costs shifting’. Third, the system is better when uses public ownership of HC delivery for controlling the benchmark prices. Fourth, the system is better when allocates ‘visible quality’ products to MT and ‘invisible quality’ ones to public sector through market based initiatives. 
For Georgia we identified a policy controversy central for its MT development. While Georgia declares values of MT and Singaporean pattern of economic development its latest policies move the country away form the model. Taking this in view we suggested three step policy action aimed at MT sustainable development in Georgia and based on findings about due HC financing system.
The study has also revealed some gaps in existing knowledge and deficiency of the used analytical framework. To address them further research is needed. Here we wanted to mention the two most important topics in this respect.

The first is about HC insurance cost inflationary features. There is no doubt that information asymmetry, brought about by insurance, causes increase in HC service prices. However, if only ‘third party payment’ was the cause, Governments’ FFS payments and subsidies should be as much inflationary as private insurers ones. But the US case as well as its comparison with other cases provides some reasonable doubts? Today’s HC insurance, covering predictable routine care rather than ensuring against unpredictable rare event, is not insurance at all (Sultz and Young 2006). We think this feature may also be responsible for HC costs inflation and requires further research.
Another topic is about our concept limits. Our hypothesis based on Singapore-USA comparison explains HC financial system efficiency through strong public sector involvement. However, there are other types of systems in Europe, which do much better than the US one, but not as efficiently as Singaporean system. Incorporating explanation of these systems mechanisms in the analytical framework would enhance scope of our hypothesis. To do this further research is needed. 
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The Healthcare Financing System in relation to Medical Tourism Development:


Lessons from USA and Singapore for Health Policy Reform in Georgia
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� In absolute terms it still occupies a prominent share of MT global market 
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� ‘Very high human development’ is one of the HDI four broad human development categories. USA ( score 0,960) as well as Singapore ( score 0866) belong to this categories according to the UNDP’s Human development report 2011 �ADDIN RW.CITE{{446 HDR 2011}}�{{446 HDR 2011}}�


� CIA World Fact-book data�ADDIN RW.CITE{{178 CIA 2011}}�(CIA. 2011)�


� If measured through Healthy life expectancy (HALE) indicator (Singapore 70 years and USA 69 years in 2003) �ADDIN RW.CITE{{359 WHOSIS 2008}}�(WHOSIS. 2008)�


� “Conflicts of Interest and the Future of Medicine: The United States, France, and Japan” �ADDIN RW.CITE{{402 Rodwin, M.A. 2011}}�(Rodwin 2011)�


� Medicare is a government managed social insurance program, which provides health insurance to the people older than 65 years �ADDIN RW.CITE{{250 CMS 2011}}�(CMS 2011)�


� Managed care (MC) is the predominant type of HC delivery in the US implying vertical integration of insurer and provider in one organisation. It is discussed in further sections as well.


� Compared with the less expensive in-time care available if insured


� Average household needs 17 month Medisave savings for each episode of hospitalization, which happens once in 10 years on average �ADDIN RW.CITE{{335 Reisman, David 2006}}�(Reisman 2006)�


� community health polyclinics and maternal and child health clinics


� “Seniors who especially value MA are those living in rural areas and those with modest incomes” �ADDIN RW.CITE{{260 NCPA 2007}}�(NCPA. 2007)�


� Because of this low quality “sicker members are likelier to disenroll [from MA] ” �ADDIN RW.CITE{{279 Ng, J.H. 2007}}�(Ng et al. 2007)� and in 2007 only 9% of the Medicare beneficiaries preferred to participate in it �ADDIN RW.CITE{{260 NCPA 2007}}�(NCPA. 2007)�


� HMO act of 1973 �ADDIN RW.CITE{{387 Sultz, H.A. 2006}}�(Sultz and Young 2006)�


� Health Maintenance organisation; another type is –


� See also the “managed care backlash” mentioned in paragraph 7, section- Universal coverage factor


� When market is growing insurers underprice the premiums and increasing them eventually to regain profitability


� National Trades Union Congress


� FFS is cost-inflationary when an insurance company (a third party) pays to a provider. This should not be confused with OOPP when patient pays for a service.


� Unlike the US, stimulating employer provided health insurance, employee medical benefits in Singapore are tax exempt if do not exceed 2% of payroll �ADDIN RW.CITE{{335 Reisman, David 2006}}�(Reisman 2006)�


� “Two-thirds of all U.S. urban hospitals are nonprofit, with the remainder split between for-profit and government ownership”�ADDIN RW.CITE{{404 Horwitz, J.R. 2005}}�(Horwitz 2005: 790)�


� “government hospitals are most likely to supply the unprofitable services that are disproportionately needed by poor and underinsured patients… such hospitals are caregivers of last resort.” (Horwitz, J.R. 2005: 796)


� Hospital beds include inpatient beds available in public, private, general, and specialized hospitals and rehabilitation centres. In most cases beds for both acute and chronic care are included


� “in the United States, for-profit health care is more expensive and often of lower quality than not-for-profit or government care, with much higher overhead costs” �ADDIN RW.CITE{{247 Angell, M. 2008}}�(Angell 2008: 916)�.


� 65 on average (Bazzoli  2003)


� “The occupancy rate of beds [in public hospitals] in Singapore  is 70-81 per cent”(Reisman 2006: 137)


� In the US there is “maldistribution of practitioners and an aggregate oversupply of physicians”�ADDIN RW.CITE{{305 Shi, Leiyu 2010}}�(Shi and Singh 2010)� Physicians’ density per 10000 population was 15 in Singapore (2003) while 26 in USA (2000) �ADDIN RW.CITE{{359 WHOSIS 2008}}�(WHOSIS. 2008)�


� Through OOPP and compulsory savings accounts (Medisave)


� “Since Medifund was created in 1993, it has processed 602,912 claims. Of these, 99.2 per cent were approved” �ADDIN RW.CITE{{335 Reisman, David 2006}}�(Reisman 2006:153)�.


� One can enter the scheme until age of 75 and coverage stops at 80.


� The private medical insurance scheme (PMIS), which represents nearly all the private market, had 0.92 million members, while MediShield 1.9 million  (Reisman 2006)  


� “Household spending on medical care was… 3.3 per cent in 1998” �ADDIN RW.CITE{{335 Reisman, David 2006}}�(Reisman 2006: 151)�


� number of Singaporean millionaires in 2003


� Fee For Service approach


� Basically Managed care organisations – PPOs and HMOs


� Applied through MediShield as well as other sectors of public financing �ADDIN RW.CITE{{335 Reisman, David 2006}}�(Reisman 2006)�


� Stagnant public expenditures on health in 1997-2000 is correlated with sharp economic slowdown, while the same effect in 2004-2005 correlate with cancelation of social insurance program. 


� Proposed by the MoLHSA


� “Vulnerable households living below the poverty line… have been entitled to vouchers with which they can purchase private health insurance coverage” �ADDIN RW.CITE{{423 Chanturidze, T. 2011}}�(Chanturidze et al. 2011: 36)�.


� Health and Social Programmes Agency (HeSPA) pays a premium for a beneficiary who chose an insurer from those approved by the government �ADDIN RW.CITE{{423 Chanturidze, T. 2011}}�(Chanturidze et al. 2011)�.


� They fund primary HC for children up to 5 years old and emergency and hospital care fore those over 60 years, while some co-payments (20-30%) are needed�ADDIN RW.CITE{{423 Chanturidze, T. 2011}}�(Chanturidze et al. 2011)�.


� Singapore’s white paper: “Countries with more doctors, especially specialists, tend to spend more on health care. Therefore we must continue to control the number of doctors trained and the type of training they receive”�ADDIN RW.CITE{{399 Singapore Ministry of Health 1993}}�(Singapore Ministry of Health 1993: 4)�


� 753181 during 6 months period of 2010 �ADDIN RW.CITE{{428 GNTA 2010}}�(GNTA. 2010a)�


� Turkey-29%, Azerbaijan- 29%, Armenia-20%, Russia-8%, Ukraine - 3% �ADDIN RW.CITE{{428 GNTA 2010}}�(GNTA. 2010a)�


� An eexample is MEDTOURGEORGIA  � HYPERLINK "http://www.bigsale.ge/medtourgeorgia/" ��http://www.bigsale.ge/medtourgeorgia/� 


� An example is placidway.com : � HYPERLINK "http://www.placidway.com/profile/817/Healthcare-Agency-International" �http://www.placidway.com/profile/817/Healthcare-Agency-International�


� One of the local clinics suggested by the US embassy to the US citizens �ADDIN RW.CITE{{433 Embassy of the United States Georgia}}�(Embassy of the United States Georgia. )�


� This service is offered in cooperation with another clinic - Talizi � HYPERLINK "http://www.talizi.ge/about-our-clinic" �http://www.talizi.ge/about-our-clinic�


� Treatment of obesity


� Two times lower than the equivalent bariatric operations in Israel, which by itself is a MT destination country and attracts western patients through low prices.


� Interview with Davitashvili


� � HYPERLINK "http://www.gnmc.ge/index.php?lang=eng&id=&cat" ��http://www.gnmc.ge/index.php?lang=eng&id=&cat�=


� NMC purchases only highest quality prostheses from Zimmer (� HYPERLINK "http://www.zimmer.com/en-US/index.jspx" �http://www.zimmer.com/en-US/index.jspx�)  


� Hospital bed occupancy rate in Georgia is “the lowest in the WHO European region, at just 34.4% in 2007” �ADDIN RW.CITE{{423 Chanturidze, T. 2011}}�(Chanturidze et al. 2011: 78)�


� � HYPERLINK "http://www.jointcommissioninternational.org/" �http://www.jointcommissioninternational.org/�


� All Singaporean hospitals have this accreditation �ADDIN RW.CITE{{214 Pocock, N.S. 2011}}�(Pocock and Phua 2011)�


� this kind of accreditation is crucial consideration for the leading internet resources, such as � HYPERLINK "http://www.patientsbeyondborders.com/" ��Patients Beyond Borders�, to promote HC facilities �ADDIN RW.CITE{{432 Corso, Molly 2010}}�(Corso. 2010)�


� Singapore’s Medisave is supported through family based culture as far as makes all family eligible for an account utilization�ADDIN RW.CITE{{335 Reisman, David 2006}}�(Reisman 2006)� .


� Laws adopted in 1990s �ADDIN RW.CITE{{425 President of Georgia 1997}}�(President of Georgia 1997)��ADDIN RW.CITE{{426 President of Georgia 1998}}�(President of Georgia 1998)�


� Law on Kobuleti Free Tourist Zone Development Advancement �ADDIN RW.CITE{{427 President of Georgia 2010}}�(President of Georgia 2010)�
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