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On October 5, 2007, 40 American health care executives representing Medicare and Medicaid health
plans touched down in Berlin, Germany, to spend one week studying how the German approach to
private and public health care coverage may have implications for our own nation’s search for
solutions to the problems of the growing uninsured and rising costs. This report details some of the
key observations of a system that works well for its citizens and some of the challenges that it faces.

OVERVIEW

The Federal Republic of Germany is a nation with over 83 million inhabitants in 16 states. All of its
residents must have health insurance by law (mandatory), but the health insurance system is guided
by social values. The predominant bodies administering its social health insurance are Germany’s
“sickness funds” (think fiscally autonomous, nonprofit, competing health plans), to which 90% of the
population belong (the other 10% of the population, specifically freelancers, the self-employed, and
employees with high incomes, can elect to purchase private coverage from private insurers or
sickness funds). Similar to the American system, Germany’s health insurance program is based on
employer and employee contributions; however, contributions to the statutory sickness funds are fixed
as a percentage of salary and are not tied to health status or risk. All those insured are entitled to the
same comprehensive benefits and quality of care. This is not the case in the private health insurance
system, said Michael Wiechmann, MD, MBA, Head of Claims and Health Management, Allianz Private
Health Insurance, Munich, Germany. In the private system, enrollees pay premiums based on
individual risk underwriting and the scope of benefits desired.

Spending on health care exceeds 11% of the gross domestic product (GDP) and although this
trend has not increased (because of the growth of the overall economy), the amount spent on health
care continues to grow, according to Katarina Janus, PhD, Assistant Professor, Columbia University
Malman School of Public Health in New York. As a percent of GDP, Germany has ranked for a
number of years among the highest health care expenditures in the Europe, surpassed only by
Switzerland. This percentage has not grown markedly over the course of 10 years, she remarked, “but
the actual amount spent on health care has increased steadily from 186.5 billion euros in 1995 to 234
billion euros in 2004.”

The primary role of the government is that of a regulator as opposed to a provider of care,
stated Dr. Janus. One of the fundamental principles of the German health care system is the sharing
of decision-making powers. Locally, sickness funds and 17 regional provider organizations incorporate
committees that define benefits, prices, and standards as well as negotiate contracts to control and
sanction their members. The sickness funds are self-governing, controlled by their members. In
another similarity to how components of the American system pay for care, German sickness funds
directly reimburse ambulatory care providers based on capitation, whereas hospitals are reimbursed
based on diagnosis-related groups (DRGs).

GERMAN SICKNESS FUNDS

The system of statutory health insurance stretches from the early beginnings of the “Bismarckian”
social reforms, circa 1881. Today, virtually all Germans have health care coverage. All employed
citizens with a monthly income not exceeding approximately 4,000 euros are obliged to purchase
“social insurance” from one of the roughly 300 sickness funds. The self-employed may purchase
private insurance. Competition among sickness funds and private insurers remains a hotly debated
topic. It is quite possible that eventually, Germans will no longer have the right to opt-out of the
solidarity-based statutory funds.

Until recently, the general scope of benefits covered has been broadly equal, with small
differentiations in terms of service provisions or in contribution rates. Starting in 2009, the basic
contribution rate will no longer be paid to the individual sickness fund but to a state-controlled
superfund giving the Government the right to fix the general contribution rates and to allocate these
means to the individual funds.



The benefits mandated by German law are generous compared with other nations’ public
health systems. lts coverages range from acute care, rehabilitation, and spa treatments to direct
compensation of income losses due to illness. Care is generally provided by independent institutions,
i.e., private doctors and hospitals in public or private ownership. Patients do not pay claims first and
obtain reimbursement later through the sickness fund. Instead, providers contract with the health
authorities at the regional and central levels.

As mentioned earlier, German health care expenditures now account for 11% of the nation’s
GDP, and it is one of the most expensive systems in the world. Political pressure on labor costs has
been mounting for many years, since employers shoulder one-half of the financial burden of the
insurance contribution. As health costs have risen, so have copayments; these have added
substantially to the burden of the insured, especially when they are ill. Yet for those with chronic illness
and low income or large families, copayments are subsidized by the government.

HEALTH CARE REFORMS

Current reforms target four major areas: (1) universal coverage, (2) increased focus on effective and
economical medications, (3) modernization of the statutory and private health insurance funds, and (4)
reforming the financial base of the health funds.

Universal Coverage. Universal coverage will be reemphasized and extended to the 200,000 German
residents (e.g., indigents) who presently do not have any coverage. Dr. Janus stated all people who
were previously members of statutory sickness funds were mandated to enroll with one in April 2007.
Those who were in private sickness funds are required to enroll with one by January 2009.

Medications. Pharmaceuticals will be subjected to an independent assessment of both benefit and
price.
Patients who are prescribed certain novel, expensive, and high-risk drugs will be required to receive a
mandatory second opinion as to whether the agent in question is necessary and appropriate.

The reforms also introduce some standard American fare: Price competition among drug
manufacturers will play a larger role, as the sickness funds begin negotiating rebates with
manufacturers, and managed care—type techniques for controlling costs and utilization.

Modernization of the Statutory and Private Sickness Funds. The health reform creates stronger
incentives for preventive check-ups for statutory sickness fund members. Beginning January 1, 2008,
a copayment ceiling will be enacted (to 1% of gross income) for women younger than 35 and men
younger than 45 years who utilize recommended preventive and early detection check-ups. Older
residents and those with chronic ilinesses are already subject to the 1% copayment.

Currently, seven associations represent the health insurance system at the federal level.
Under the reforms, one single central association will perform this function.

The reforms will more freely allow sickness fund mergers across fund types and increase
competition, allowing them to merge. A local health fund, for instance, will be able to team up with a
company'’s fund or with a guild’s fund.

The reforms mandate that private health insurance funds will have at least the same scope of
services as do the statutory sickness funds. The premiums charged for this benefit package, must
according to law, not exceed the maximum contribution to statutory insurance. Further regulations
ensure that insured persons are not overwhelmed by the financial burden.

In the German system, people with private insurance are required to utilize part of their
premiums to acquire so-called “old-age reserves,” which are used to pay for higher costs in old age.
This is similar in concept to a medical savings account, in which contributions are made and unused
portions accumulate over time, to be used for the specific purpose of long-term care Reforms will
guarantee the portability of these “old-age reserves” should the insured switch to a competing
sickness fund.

Reform of the Financing Base-The Health Fund 2009. Starting in 2009, all members of a statutory
sickness fund will pay the same contribution, in terms of percentage, to the central health fund.
Although not applicable in the past to health insurance, a standard contribution rate had already been
mandated in the areas of long-term care, pension, and unemployment insurance.



Each sickness fund will receive a lump sum allocation from the health fund for every person it
covers. This allocation is age-, sex-, and risk-adjusted. Thus, the central health fund ensures the
balance of burden or risk equalization among the individual sickness funds.

A sickness fund that yields a savings at the end of the fiscal year may share the savings with
its members. An insurance fund that does not may levy an additional contribution from its members,
not to exceed 1% of their regular contribution. However, members of that fund have the option of
immediately switching to a less-expensive sickness fund.

PATIENT EMPOWERMENT AND PATIENT ORIENTATION: THE PATIENT UNIVERSITY

During the last few decades, German citizens’ attitudes and behaviour toward the health services
have been changing, according to Marie-Luise Dierks, MD, Professor of Medicine at the Hannover
Medical School and The Patient University, Hannover, Germany. Although a survey by the
Commonwealth Fund revealed that Germans believe their health system performs well, patients seem
increasingly willing to acquire health care information, to choose providers, and to make informed
choices. German consumers of the health system are gradually obtaining more decision-making
power.

A report in 2001 by Germany’s Advisory Council for the Concerted Action in Health Care
stated, “Users of the health care system are the most important resource in our fight against
ignorance, quality deficits and waste of money in the health care system.” To better utilize this
resource, patients have free access to registered doctors, including specialists. All sickness fund
members are issued a smart card, which confirms their insured status for hospitals and other health
care providers and obviates the need for referral documentation.

Patient empowerment has been growing in Germany. The Health Reform Act of 1999
provided for independent health counseling, financing of self-help groups, and counseling for patients
who were victims of medical errors (through the sickness funds). The Health Targets program enacted
in 2003 improved patient orientation, provided more transparency, competencies, patient rights, and
improvement of how health care consumer complaints were managed.

The Health Reform Act of 2007 mandated for the first time that patients assume direct
participation in core sickness fund decision-making bodies.

Patients have access to multiple sources of health information, but only a small proportion of
the material is evidence-based, remarked Professor Dierks. “Germans want more access to
transparent information about the quality of physicians and hospitals. They are also seeking better
information on pharmaceutical use and the numbers of procedures performed.”

She pointed out that legislation now mandates that quality reports be compiled by every
individual hospital and published on the Internet by the sickness funds every two years. Data on
structural characteristics and services will also be provided, as well as a description of the quality
policy-the quality assurance and the quality management procedures of each hospital.

The German health care system emphasizes patient’s rights, including obtaining a second
opinion (Zweitmeinung); the provision of understandable, information with respect to a treatment’s risk
and benefits, (informed consent), and the right of access to medical records (Einsichtsrechte).
Patients can file complaints with several institutions, including state physicians’ and dentists’ societies)
as well as patient advisory and complaint offices of various different private and public institutions, for
the clarification of claims and compensation for damages. However, the onus is on the patient to prove
physician causality of a mistake, leading to disability, according to Professor Dierks. Therefore,
although patients have extensive rights, in practice, it is difficult to successfully bring legal claims
against against physicians and hospitals. In addition, many patients are unaware of their rights or can
find limited support when trying to exercise them.

To provide greater information and communication, and to support the growing market
orientation of the German health care system, a “patient university” has been established at Hanover
Medical School.

The early experience and feedback from the patient university experience has reportedly been
positive, according to Dr. Dierks, and expansion of its programs and curriculum is being investigated.

PHARMACEUTICAL REGULATORY FRAMEWORK
Germany is experiencing the same rate of growth in pharmaceutical costs as seen in the United
States. Drugs account for approximately 17% of health care costs, and the drug spend is growing at



8% per year-the fastest growing of the health sector. The sickness funds are currently spending more
on drugs than on physician care.

The pharmaceutical industry spends approximately 5 billion euros on marketing efforts.
Physicians are under pressure to prescribe less, and the government has recently introduced more
regulation into marketing and prescribing practices.

Since 2004, several drug reforms were implemented to slow the growth of pharmaceutical
spending. Some examples include:

. Exclusion of life-style and over-the-counter drugs from sickness fund reimbursement

= Imposition of price limits, using generic and/or therapeutic reference pricing; any cost above
this would be borne by the consumer

= Two-year price freezes on patented drugs

. Increased mandatory discounts (6%-10% discount on drugs) for drugs obtained through the
statutory sickness funds

= The use of physician bonus system to place more economic or budgetary responsibility on the
physician

= Implementation of greater management of high cost drugs (e.g., second opinions before

prescription of specialty drugs)

The overall effect of these reforms will be to restrict innovation, said Erich Schroeder, PR in
Healthcare, based in Manheim, Germany. For example, there will always be less evidence and
experience available on a new medication that is just approved. Playing a role similar to that of the
U.K. National Institute for Clinical Effectiveness (NICE), the Institute for Quality and Efficiency in
Health Care’s (IQWIG’s) recommendations delineate how or if new agents are covered. The Institute’s
assessment of a new product will place it at a relative disadvantage to older, established medications.
In addition, stated Mr. Schroeder, the need for second opinions before the prescription of specialty
drugs can also reduce a manufacturer’s impetus to develop newer therapies.

THE ROLE OF PRIVATE HEALTH INSURANCE IN GERMANY

Of the approximately 83 million people living in Germany, about 9 million have private health
insurance. Unlike the individual insured under the statutory health insurance who never pays for
services or submits a bill, those who are privately insured must pay providers directly and then await
reimbursement from their insurer. Under private insurance, each individual must obtain coverage (no
dependents are automatically covered), and the cost may vary according to the scope of coverage
desired and financial situation.

The private insurance industry may offer some direction in tackling the challenges of the advantages
over statutory insurance. These challenges may be the result of demographic changes, medical
progress, and longevity. For example, like many other Western European countries, aging
demographics have decreased the proportion of citizens who are of working age, resulting in
decreased financial resources for the care and support of the elderly, while the growing population of
elderly citizens is associated with higher expenditures.

Dr. Wiechmann, from Allianz Private Health Insurance, believes that the private market can
address some of these challenges through the use of capitalized premiums, and by increasing
contributions of workers when they are younger to help offset the increased costs associated later with
increasing life spans. He pointed out that another problem is that the employer has to pay half of the
contributions of statutory health insurance. Higher mandated contributions in the statutory health
insurance market will cause a further strain to the labor market, cautioned Dr. Wiechmann.

The German system, though relatively expensive from the European standpoint and criticized
in the United States, remains one of the few European systems that does not have onerous waiting
lists. Will the recent political reforms, focused on potential gains in productivity and growth, more often
than not at the expense of social equity, make it sustainable for the future? This is an open question,
and Germany, like most Western countries, is struggling to find its own answers. The German system,
though relatively expensive from the European standpoint and similar in many ways to that of the U.S.
system in terms of its employer-based financing system and use of health insurance model in the
United States, remains one of the few European systems that does not have onerous waiting lists.



Professor Janus from Columbia University emphasized that the health reforms introduced in
2007, which encompass the four key areas of (1) ensuring universal health insurance coverage, (2)
improving medical care, (3) modernizing the statutory and private health insurance funds, and (4)
reforming the financing base through the incorporation of the central health fund, will challenge a
widely appreciated system to improve even more.

Conclusion. The German system, although relatively expensive from the European point of view, is a
pluralistic system that employs a similar toolbox to that of the United States in achieving excellent
coverage overall. A generous package of benefits, including spa treatments, a reliance on employer-
based financing, and an aging population base has compelled legislators to take some initial steps to
introduce components to manage the growing costs of care. Many of those steps, including increasing
copays, closer scrutiny of pharmaceutical pricing and value, gatekeeping and second opinions, reflect
a similar mindset to that in the United States. Additionally, the German’s emphasis on solidarity and
including all of its citizens in the system, can provide valuable lessons for American health care
executives.



