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The Director for Hospitalization and Healthcare Organization, Jean CASTEX, should have
made the opening speech to this conference. Due to a very busy planning and some last-
minute changes made to it, he is unable to do it and expresses his regrets. He asked Martine
AOUSTIN to welcome in his name all speakers and participants and to open the debates in
his name.

OPENING SPEACH

Martine AOUSTIN
Head of the Casemix-Based Hospital Payment Group

French Ministry of Solidarity, Health and Family

It is the duty of healthcare administrations and their partner institutions to decide for the most
efficient use of the means which a country is willing to call up for its healthcare system. They
account to the citizens for the good use they make of these means. A payment system is a
capital element of resource allocation. It is a tool for governance, but also for the
management of a supply network.

Since 2003, France has committed itself resolutely to the implementation of a major reform of
its hospital payment system called Tarification à l’Activité (T2A), or casemix-based hospital
financing system. Regarded as an essential tool for the modernization of hospital supply, this
reform aims at making more rational, equitable and transparent the private and public
hospitals financing system. She must facilitate resource allocation, healthcare expenses
regulation and facilitate cooperation between hospitals.

Four objectives have been assigned to the new system:

- increase the medicalization of financing;
- improve equity between hospitals;
- develop the accountability of all actors involved;
- promote the development of medico-economic piloting tools (management accounting).

For two year now, the Casemix-based hospital payment project team (Mission Tarification à
l’Activité) and the Direction for Hospitalization and Healthcare Organization (DHOS), actively
supported by all actors of the French hospital system, have worked hard to ensure an
efficient and quick implementation of the T2A reform. Today, the new system has come to
life.

In the public sector, a first transitory phase has consisted in 2004 in adjusting the hospitals’
budgets according to their activity as measured by our patients classification system (PMSI).
In 2005, a new budgetary measure will complete the implementation of the new system.
The private sector has undergone in 2004 a phase of billing testing based on real inpatient
cases. Regional committees, under the responsibility of the Regional Agencies for
Hospitalization and in cooperation with the Healthcare Insurance Funds and the private
hospitals unions, have supervised these tests. The implementation of the reform will be
effective on the 1st of March 2005.

The evaluation of the impact of the reform and the necessary adjustments to be operated
have recently led to the creation of two structures. The Evaluating Committee, under the
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responsibility of the Director of the Haute Autorité de Santé (High Health Authority), is in
charge of evaluating the impact and the consequences of the implementation of the reform
on the healthcare system (healthcare supply, economic efficiency, healthcare access). The
Audit and Accompaniment Committee is responsible for the analysis of the difficulties
encountered by the hospitals. It will report to the Mission T2A and make propositions to
favor, adjust, modulate the implementation of the new financing system.

All the countries which historically have been part of the European Community (with only a
few exceptions) and a great number of the new members use or will shortly use such a
system as our T2A for part or the whole of the financing of their hospitals. Their experience is
a source of learning for the implementation of the French reform. In order to better
apprehend the kinds of systems which have been implemented, the technical options which
have been chosen, the difficulties which have been encountered and the way they’ve been
solved by France’s neighboring countries, it seems very important to organize such a
conference. Indeed, and despite existing differences between healthcare systems, the
various casemix-based hospital financing systems have been implemented here and there all
share important common features, while all countries more or less encounter the same
problems, challenges and questionings as France today:

- tariffs building modalities;
- how to take into account specific charges which are unevenly supported by all hospitals;
- reimbursement modalities of medical devices and expensive drugs;
- how to operate the transition from one system to another;
- modalities of hospital control, regulation and planning;
- changes induced in management methods and medical practices within the hospitals.

The Mission T2A has made contacts with people all over Europe in order to gather
information drawn from the experience of our neighbors and draw lessons from it. This
conference aims at presenting to a great number of actors of the hospital sector and of the
healthcare sector in general some of these experiences related by experts from Germany,
Britain, Sweden, Italy, Switzerland, Belgium, Portugal. A few things will also be said about
the US experience.

This conference has two major objectives: on the one hand, to give answers to some of the
many questions that actors and managers of the hospital system regarding foreing
experiences; on the other hand, to provide elements for reflection to hospital managers and
hospital practitioners for whom the reform constitutes a deep change in the way they work
and manage a hospital.

To reach these goals, choices had to be made. Regarding the countries, priority was given to
the countries whose healthcare system is comparable to ours and which either have had
time to take some critical distance with the system, or on the contrary are at the same stage
as France in its implementation. Rather than to describe the most general features of each
system, we chose to focus on a few specific and technical issues in order to draw lessons
from them which are applicable to the French context. A stress will be put on advances and
progresses, without occulting difficulties and hurdles. The interventions will be as interactive
as possible, both through the questions & answers sessions and during the round tables.

The Mission T2A hopes this conference will bring to all of you the information they lacked as
well as the necessary perspective required to handle such a tough issue.
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SOME FACTS ABOUT THE US EXPERIENCE

Thomas D’AUNNO
Professor of Healthcare Management and Organizational Behavior at INSEAD

The US health system relies, more than other countries, on private payments. Nevertheless,
public payments accounted for $ 5,7 billion a few years ago. The government payments
come mainly from MEDICARE, a public insurance system introduced in 1966, the US
government coming to realize that many of the countries’ elderly were not able to pay for
their hospital care. As a result, MEDICARE was founded and became funded by a
combination of payments from employers and individuals workers. The original financial
incentives in the system encouraged hospital spending, because the more money the
hospitals spent, the more they were paid. There existed no incentives to limit spending. In
response to this the US Congress opted for the development of a new system to control
costs. The MEDICARE prospective system was born.

Hospitals are paid according to the diagnosis of a particular patient. The patients are
classified into 23 major diagnostic categories and 500 (or so) subcategories called
Diagnostic Related Groups. The formula by which hospitals are paid calculates the average
amount of resources consumed in treating the average patient with any particular diagnosis.
Averages are computed each year, and payments are adjusted. The formula also takes into
account the organizational and social situation of each hospital. Adjustments are made
depending to whether or not the hospital is located in an urban or rural setting, whether it is a
teaching hospital or a general hospital, etc.

There are several ways to evaluate how well the system worked. The average length of stay
was reduced sharply in the first few years of the program. However, an interesting question
was raised: did the government funding agency save money as a result of this? Hospitals
were allowed a four years transition period, to reduce their costs and draw benefits from their
efficiency. They reached in average about 14% profits in the first four years. Hospitals were
able to keep the amount of money that they saved on the payment system. As they were
more efficient than anyone ever thought they could be, they were financially rewarded with a
nice profit margin. The question for France is whether the government will be able to set a
payment rate that will not be so generous…

The case-mix index, i.e. the average severity of the patients that were treated according to
their diagnosis code, actually increased (36%). Why did the hospitals treat patients that were
sicker? Is it that they were able to keep healthy patients out of the hospital? Is it that the
hospital managers were clever enough to find a way to make the patients sicker and get
more money? The issue raising concern, the Congress decided that they would implement a
new law called the “budget neutrality law”.

Inpatient admission decreased sharply in the few several years. Outpatient care increased by
a large percentage in the first 10 years.

What were the Hospitals financial performances? Rural hospitals did worse. Urban hospitals
have done better. Teaching hospitals have done even better. Hospitals serving a high
percentage of poor patients also did well, as they were able to lobby the Congress to get
good payments.
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As far as quality is concerned, the many studies published on the subject are unfortunately
rather flawed, as most of them use mortality rates as an indicator for quality, which is a crude
measure of the quality of care. However, more sophisticated studies tend to prove that there
were no negative effects.
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PRESENTATION OF THE GERMAN EXPERIENCE

Ferdinand RAU
Deputy Head of Division for Economic Affairs of Hospitals and DRG-Implementation Process

At the German Ministry of Health and Social Security

A brief overview of the German Health Care System

The German Health Care system is based on three principles: solidarity, in-kind benefits and
self-administration.

All residents in Germany may have access to any needed healthcare regardless of their age,
gender or income. Health benefits are mainly financed via the Statutory Health Insurance
scheme provided by wage-related contributions from its members (the contribution rate
currently averages 14.2%). Membership is mandatory for employees whose gross income
does not exceed €3900 per month. The SHI covers about 90% of the population, while some
9% contribute to private or specific insurance programs (civil servants and self-employed).
The in-kind benefits principle only applies to the SHI members.

The self-administration concept implies that while the framework of the DRG implementation
is constructed by the Federal State, the self-administrative bodies are involved in the
negotiation of the details concerning the case- mix funding. The Federal Government
designs the regulatory framework of the healthcare system. The rules for providing social
services and their funding are regulated at the federal level. Each of the 16 states (Länder) of
the German Federal Republic is responsible of the maintenance of the hospital infrastructure,
through “hospital plans”.

A few indicators related to the German hospital sector were provided. On the one hand the
number of discharges has risen in the last ten years by 20%. On the other hand the number
of beds available has dropped by 18% over the same period. The average length of stay has
decreased substantially to 8 days in 2003 for acute care.

The targets and the framework of DRG implementation in Germany

The DRG implementation is aimed at:

- a greater transparency and efficiency in the hospital sector;
- improving the performance of the reimbursement system;
- a better reallocation of financial resources;
- an optimization of the operational and organizational structures;
- reducing the rate of expenditure in the future.

As said before the self-administrative bodies are responsible for the implementation and the
development of the DRG system. An institution which incorporates the German Hospital
Federation and the statutory and private health insurance funds has been set up as a joint
DRG-institute (Institute for the Payment System in Hospitals), which is at the core of the
organizational structure. It is relevant to note that if the two parties involved have opposite
interests, they must nevertheless come to terms on every detail concerning the casemix
funding. In case of a conflict, the Ministry of Health would solve the problem sorting out the
details on which both parties are unable to reach an agreement. The DRG Institute is
financed by a legal DRG surcharge of 85 cents per in-patient case (the Institute receives 26
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cents only as the balance is ascribed to the hospitals involved in the system). It strongly
cooperates with the German Institute of Medical Documentation and Information (DIMDI).

It was decided to adopt an innovative approach for the policy implementation: a stepwise
introduction which can be characterized as a learning spiral allowing the involved actors to
overhaul regulations based on experience. The introduction of the DRG-based payment
system was due to be performed gradually. The new system was tested by hospitals opting
voluntarily for an early conversion to DRGs in 2003. Since 2004, all general hospitals are
compelled by law to report their activity in the pattern of DRGs (departments of psychiatry
and psychosomatic medicine excepted).

What has been harvested from the 2003 experience? The number of hospitals volunteering
for the scheme increased throughout the whole year, averaging a total of about 50% of all
general hospitals. A large number announced their participation at the end of the year, when
it was pointed out that the budgets of the hospitals that refused to join voluntarily the program
would be frozen. Their number since then grew to about 1700 (around 92% of all DRG-billing
hospitals). Up to now, the hospitals have not suffered any losses. Organizational and
operational structures have been optimized. Hospitals have been able to implement clinical
pathways. Cooperation between management and medics has improved.

Frank HEIMIG
Director of the German Institute for the Prospective Hospital Payment System (INEK)

Who steers the German DRG system? It is not easy to answer such a question. The
government is very « clever ». The task of implementing the new system was handed to the
self-administration, and if the system fails, the government will not be the one to blame. A
lesson to be learned by any government… The German Institute for the Prospective Hospital
Payment System (INEK) thus appears as the “scapegoat of the self-administration” as the
institution in charge of implementing the DRGs…

The Institute is owned by the hospitals and the health insurance funds. It intends to adjust
the classification, calculate the DRG cost-weights and set up surcharges and additional
charges. The political assignment of this institution is thus (thankfully) quite clear.

The German government, in 2000, stated that the self-administrative bodies had to introduce
a flat rate per case reimbursement based on an internationally recognized patient
classification system. They opted for the Australian Refined DRG system 4.1. A first
calculation of the German DRGs cost-weight system (G-DRG) was carried out during the first
year of implementation. A calculation manual was then published. A new DRG Catalogue is
designed every year. The number of DRGs increased over the Australian version to attain
824 in 2004 and 878 in 2005, while 71 additional fees subject to reimbursement were
included in the scheme.

As said before, the new DRG system applied to hospitals has been introduced step by step.
The basics in implementing such a system is to take into account the mistakes that have
been made in the previous year, an approach you must adopt quickly. Therefore, that means
you admit your mistakes: This is easier when you are not a politically linked institution. As
problems are very similar from one country to another, this conference is a way for the
participants to learn from each other’s lessons and problems related to implementation, in
order to set their own goals for the future.
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In total, the data of 3 million cases from 148 hospitals was available for computing. The
hospitals are obliged by law to deliver mobility and performance data (e.g. age, sex,
diagnosis, procedures, date of admission) to the DRG Institute.

To make the implementation successful, the healthcare professionals should be involved in
the process. A key element is to create a structured dialogue. The medical societies are
called upon to submit proposals to the Institute. It received throughout the year about 1400
single proposals regarding the DRG classification. 35% of such proposals were introduced in
the G-DRG Catalogue 2005.

Alterations have subsequently been made to the system to take into account additional
charges, outliers and multiple treatments. Hospitals were able to negotiate reimbursement for
additional costs under certain conditions. The calculation of these additional charges was a
major political issue in Germany .The Statutory Health Insurance was clearly opposed to it.
Within healthcare reimbursements, especially in the prospective payment system, outliers
are patients who require an unusually long hospital stay or whose stay generates unusually
high costs. Changes in the basis of reimbursement for high outliers were then discussed.
Regarding multiple treatments, one must remember that all DRG systems are “uni-
dimensional”. However, quite a number of patients are treated for more than one disease.
Multi-treatment DRGs were subsequently introduced in the system.

Winners and losers emerged from the reform. Teaching hospitals and bigger hospitals (those
that have a case-mix index above 1.3 and treat the more severe cases) have been
beneficiaries of the changes imposed to the system. The smaller hospitals have registered
some losses.

Questions - Answers

A participant observes that, contrary to French hospitals, German hospitals are mostly
managed according to criteria specific to the private sector. Hence, managers have some
control on service production. It should be noted that hospitals located in former Eastern
Germany have all recently been privatized.

Frank HEIMIG insists on the fact that medical professionals have become more conscious of
economics. A new kind of healthcare professionals has emerged: medical directors and
medical controllers. There are many doctors who have expertise beyond medicine (the
number of persons is rising that have degrees in economics as a second qualification – while
being altogether medics). The G-DRG system has not only promoted transparency, it has
brought many changes within the hospital management and financial structure.

Thomas D’AUNNO adds that the situation in the USA is very similar to the one in Germany.
Many physicians or managers go back to school to upgrade their skills in management
training.

A second question concerns innovation financing in the USA.

Thomas D’AUNNO answers that the hospitals are strongly encouraged to become more
innovative. Technological capacities were developed and implemented to provide care on a
short-term outpatient basis. Many hospitals optimize the money they had saved from the
payment system by expanding their facilities (outpatient and overnight surgery centers).
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A participant wonders about the reasons which have led the German authorities to take the
Australian DRG classification as a model. He wonders besides whether the decision to
allocate resources based on a prospective system doesn’t so much respond to a cost-
reduction objective (as everybody knows these costs experience structural increase) than it
aims at developing new forms of financing.

Ferdinand RAU indicates that the Statutory Health Insurance had a preference for the
American AP-DRG system. The Hospital Association’s preference went to the French
system. As they could not come to a consensus, the self-governing bodies opted at the last
minute for the Australian Refined DRG system. This decision was made all the more easier
as in fact none of the parties involved had fundamental knowledge about the Australian
system. As for the second question, the authorities hope to promote with the introduction of
DRGs more efficiency and transparency. The overall amount of money distributed has not
really changed.

A participant notes that the implementation of a casemix-based financing system favours the
development of better relationships between hospital managers and practitioners. He asks
what changes, both in Germany and in the US, have actually made possible this stronger co-
operation of the various actors of the healthcare system.

Ferdinand RAU points out that, in Germany, doctors are employed and paid by the hospitals,
which makes cooperation easier.

Thomas D’AUNNO states that in the United States, most doctors have opened their own
practice. If it makes it, on the one hand, harder for them to cooperate with managers, on the
other hand the DRG payment system did not affect the physician’s income and was in no
way a source of conflict.

Guy DURANT reminds that this kind of reform implies an increased risk of patients selection.
They can urge hospitals on rejecting patients for which the risk of making a financial loss is
too important.

It would appear, according to Thomas D’AUNNO, that there is some evidence of such a kind
of behaviour. The Chicago University Hospital decided that the hospital would not admit
trauma patients anymore, regarded as a loss-making activity. A law had to be enacted in
many states to prevent hospitals from turning categories of patients away.

Marie-Christine CLOSON wonders that, contrary to Belgium, the implementation of a
casemix-based financing system in the US has not led to an increase in the number of
patients admissions.

Brigitte DORMONT observes that European countries greatly differ from the US: European
countries have moved from a retrospective fee-for-service payment system to a prospective
case-based payment system, while this second system has always existed and been used in
the US, which partly explains why the number of admissions has not increased after the
implementation of Medicare’s PPS. Most European countries are currently in a kind of
intermediary phase, a global budget being attributed to the hospitals for all the patients they
receive. Now the current issue is the introduction of a prospective budget system similar to
the one which exists in the US. Is there a risk to see the number of admissions increase in
Europe? Brigitte DORMONT offers to reverse the question. The Scandinavian countries have
introduced casemix-based financing to control budgetary shortages. Casemix-based
financing allows a loosening of financial constraints while allowing hospitals to gain
efficiency.
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A participant asks about the amounts which have been invested in Germany to set up the
German Institute for the Prospective Hospital Payment System (INEK). Is this initiative
globally conclusive and satisfying?

Frank HEIMIG points out that the DRG Institute is staffed with 25 people. The costs are
estimated to 3.3 millions euros per year. The institute was created in 2001, but it should be
remembered that discussions over the DRG system started many years before. Today the
catalogue is blamed for any problems that arise, but the catalogue is only responsible for
merely 25% of the problems encountered. A lot of time has been wasted and important
issues (additive payments, for example) never considered.

Ferdinand RAU reminds that the Institute is today stuck between opposite interests, and that
its development is therefore slowed down. It should be entitled to take any decisions that it
feels appropriate.

A participant notes that the INEK benefits from a very important database (fed by the data
delivered by 148 hospitals). Is this data made available to the hospitals or any other
institution which might want to realise research work on it?

Frank HEIMIG states that the individual hospital data is not available (confidentiality
concerns). Only the average costs and their distribution together with the clinical profile of
every calculated G-DRG are published.
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PRESENTATION OF THE BELGIAN EXPERIENCE

Marie-Christine CLOSON
Professor of Health Economics at Louvain Catholic University

Recent developments of hospital financing in Belgium

Faced with an important increase in its healthcare expenditure, Belgium (like most other
European countries) has introduced several reforms in order to improve efficiency in
healthcare services production. A decision was taken to replace the former hospital financing
system, based on a fee-for-service reimbursement, with a prospective payment system.

The development of indicators of needs and performance

It has been deemed necessary to develop indicators to track hospitals’ needs and
performance regarding both resources use and healthcare quality and outcomes. The
regulation of expenses won’t be only financial but will also be based on a medical regulation
centred on hospital output. Indeed, Belgium collects a very detailed information which
facilitates needs assessment and resources utilization measurement. The “Résumé Clinique
Minimum“ (RCM) or “Minimum Clinical Summary“ details all the procedures and drugs
received by the patient during his hospital stay. This data allows a detailed description of the
casemix of each given hospital, the grouping in homogenous patients groups being done
with the APR-DRG (All Patients Refined Diagnosis Related Groups) software. The objective
with this outstanding database is to compare, case by case in all Belgian hospitals, resource
utilization, and to develop tools to rate resource utilization and quality of care. This data can
be used by the Ministry for Public Health in order to dispatch resources equitably among all
hospitals, but also by hospital managers and doctors to evaluate their performance.

The risks linked to a casemix-based financing system

Everyone knows that the implementation of a casemix-based financing system aims at
reinforcing efficiency in patients care depending on each patient’s medical needs. However,
there are many risks, among which:

- direct or indirect patients selection;
- degradation of the quality of care;
- growth in the number of admissions;
- the shift of expenses from inpatient to outpatient care.

To prevent the risk of selection, it is necessary to evaluate the factors which have a positive
impact on expenses. Hospitals must also develop management and control tools
(management accounting and benchmarking) in order to assess their own efficiency. It is
furthermore necessary, to thwart perverse effects, to set up a follow-up of the reform.

Variability within APR-DRGs

APR-DRGs explain a high percentage of the variance of expenses from patient to patient.
However, there remains an important variability of costs within certain APR-DRGs. Studies
have provided evidence of wide differences in resource utilization between hospitals. Some
hospitals use three times more resources than others to cure a same disease. What could be
the causes of such variations?
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- an efficiency gap?
- insufficient consideration for certain structural factors having an impact on

resources consumption (age, severity, hospital’s specialization, social factors…)?
This is important insofar as it could increase the risk of patient’s selection;

- differences in medical practices (as medicine is not a standardized science)? In
such case, hospitals must confront their practices in order to adopt the most
efficient ones.

It is thus primordial to implement adequate solutions given these different possible causes of
variation in resources consumption, both at regulator and hospital level. It is also necessary
to evaluate the detail level of budgetary estimates. Indeed, if it is relatively easy to calculate
the expected budget of a maternity, it is far more difficult to forecast precisely the budget of a
smaller structure specialized in the treatment of cancer given the high cost variability of the
treatments involved. What is more, if forecasts can be rather reliable at hospital level, they
are most of the time very poor at medical units level or at casemix level.

In the former fee-for-service financing system, risks were supported by the financing bodies.
With the casemix-based financing system, this risk is transferred to the hospitals. The
question now is how to minimize the risk of patients selection and the risk of degradation of
quality of care. Studies have shown that the solution consists in allowing risk sharing
between hospitals and financing bodies.

Analysis of various reforms in Belgium

The Belgium system is somehow “hybrid”. The financing of hospital care is divided in two
parts. On the one hand, medical procedures and drugs are paid through fee-for-service; on
the other hand, hospitalization (which covers nursing care and housing expenses) is
reimbursed based on a daybed tariff fixed by the Ministry for Public Health. Different reforms
have been engaged:

- the prospective financing of hospital daybeds according to casemix;
- the financing of drugs expenses according to casemix;
- the development of tools for the rating of efficiency and quality of care.

The prospective financing of hospital daybeds according to casemix

Hospitals which, given their casemix and their “geriatric factor”, experience a longer average
length of stay (ALOS) than the one observed on the sample collected from the Belgian
patients casemix, get a lower daybed tariff than hospitals with a shorter ALOS. What is more,
the “daybed tariff” budget increases or diminishes depending on whether the hospital has a
percentage of daycare higher or lower than the national average (casemix being taken into
account). The impact of this reform was a shortening of the ALOS and an important increase
in the number of admissions (contrary to the US) linked to the severity of the cases treated.
This reform has had some perverse effects because it doesn’t take into account social
factors, which have an important impact on the ALOS. Indeed, socially challenged patients
are known to have a longer ALOS than average. More generally, factors such as seclusion
rate, lodging quality or income level also have an influence on the ALOS. Hospitals which
gather the most socially challenged patients are thus penalized. There lies the injustice of
such a system. Some hospitals can afford to select patients, others can specialize solely in
profitable activities (closing geriatric units for instance). A reform which would not take these
factors into account would unavoidably induce unfair financial transfers among hospitals.
This is why the Belgian Ministry has offered to integrate (from 2006 on) the impact of social
factors within the daybed financing system.
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The financing of drugs expenses according to casemix

It has first been suggested to implement fixed price payments for antibioprophylaxis based
on good practices booklets. Proposals have been made for all kinds of drugs. Evidence has
been made that there were huge differences between hospitals regarding drug consumption.
A list of uncommon and expensive drugs which should be kept out of the DRG tariffs has
been established. A specific financing for outliers has also been created then. Indeed, the
some 5% of outliers account for 17% of total drug consumption. Specific budgets have also
been elaborated to take new drugs into account.

The development of tools for the rating of efficiency and quality of care

Hospitals must implement true management accounting and develop adequate tools.
Hospitals now have three kinds of softwares which allow them to analyse for each case
treated the gap between expenses and allocated budgets. Marie-Christine CLOSON
presents a software which calculates drug consumption gaps between various hospitals. It is
now possible to check if potential over-consumption reflect a global policy of the hospital
(then the consumption of all patients is systematically superior to the national average) or if
they result from a specific casemix. This tool also allows a qualitative evaluation of medical
practices through the realization of benchmarking.

As a conclusion, it must be reminded that the first objective of a reform must be to maintain
or improve quality of care. The tools which have been described here, and especially the
APR-DRG classification, allow an increase in transparency. However, they must be used
cleverly. If fixed price payments increase efficiency, it is nevertheless necessary to take into
account all criteria which have an impact on resources utilization (like social factors) in order
to prevent the development of a “two-speed medicine”.

Questions-Answers

Jean François NOURY, ATIH, is especially interested by the issue of social factors. He would
like to observe that it is very hard in France to obtain from a doctor a coding of
precariousness indicators.

Marie-Christine CLOSON indicates that it is not required from the patients to explain about
their social status. Actually, it is rather easy to spot the hospitals who receive the largest
number of pauperized patients. These information can actually be obtained anonymously
from the private healthcare insurers as the fees to subscribe to these insurances depends
from a person’s income. This information collection is indispensable as these patients are the
ones who are at greatest risk from being discarded from hospital care.

A participant would like to know at which pace the patients classification system used in
Belgium is being updated

Marie-Christine CLOSON explains that Belgium had adopted (and adapted) the US
classification as there still doesn’t exist any European patients classification system.

A debate starts on the issue of outliers. Definitions vary from one country to another. Marie-
Christine CLOSON reminds that many studies have been published on this subject. The
problem is to be able to identify these outliers and track their origin: is it inefficiency? There
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lies the whole difficulty. Whatever the cause, hospitals must be reimbursed accordingly. If a
hospital has an abnormal percentage of outliers, it is always an option to study the
phenomenon in practice. It should be remembered that each patient is unique, but that it is
not always desirable to take into account each case’s specificity, which would take us back to
a fee-for-service financing system.

Frédéric BOUSQUET, Haute Autorité de Santé, insists on the necessity to implement a
specific policy for healthcare quality. Has Belgium implemented such a policy? Which tools
have been develop to measure hospital performance?

Marie-Christine CLOSON is convinced that as soon as hospitals are compelled to improve
their efficiency, substantial means will be made available to improve quality of care. The two
policies must be led simultaneously. It is but once again only a wish.

A participant asks about the financing of research in Belgium.

Marie-Christine CLOSON indicates that teaching hospitals benefit from a specific budgetary
envelope. This financing amounts to 7% of teaching hospitals budget globally.

Many tools have been developed in Belgium. A participant would like to know what is the
feeling of the hospitals about these tools. Do they actually make use of them?

Marie-Christine CLOSON remarks that hospitals solely use what’s useful to them. Once the
budgets have been established according to each hospital’s ALOS, the hospitals have
started actively using all the tools which were available to them. A hospital needs piloting
tools, but these must be used cleverly. A manager has no incentive to focus his attention on
an APR-DRG which concerns a limited number of patients. If he is to take action, he will
focus on the APR-DRG which concern many patients or an important share of expenses.

A participant asks about the implementation of a policy to control the quality of coding.

Marie-Christine CLOSON explains that experts have been nominated by the Ministry for
Public Health. They make random audits in hospitals. The means devoted to coding control
are still insufficient.
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PRESENTATION OF THE BRITISH EXPERIENCE

Bob DREDGE
Former Project Manager of the « Payment by Results » reform

at the British Department of Health

Total NHS spending in the UK amounts to some 64 billion £. The government has committed
itself to a 7.3% real increase in health expenditure in year 2004. This increase will be mostly
funded through direct taxation. As it has been explained to the British public, higher taxes will
help reaching a better standard of healthcare. The NHS employs about a million people
(making it the second employer after the Chinese army…) and grows at a staggering pace of
50000 people a year. England has become a mass importer of healthcare professionals
(from Europe and the rest of the world). The number of acute beds is 140000; bed
occupancy is running above 90%.

The NHS system reform, commissioned by the Treasury (amazingly not by the Department
of Health) has no precedent. It has been introduced at a time of steep cost increases. This
system is therefore not regarded as a cost containment tool. It is quite the reverse. One of
the guidelines or change is the devolution of more responsibility and power to hospitals. It is
also a chance for the NHS to move from being a monopoly provider of health services to
greater diversification. The government whishes to open the market and encourage actively
the non-public sector. The healthcare system will be funded through taxation without regard
to who provides the service. The reform calls also for a wider choice, individual taxpayers
being entitled to react the same way as private customers.

The new financial system is based on payment by results. The objectives are:
- to facilitate the patient’s choice;
- to promote an equitable distribution of funds;
- to reward efficiency; increase transparency and consistency;
- to support effective planning and delivery.

With payment by results, providers will be paid for the work they actually perform. It is very
similar in principle to the prospective tariff-based system implemented in the United States in
1984. A standard tariff will be set by the Department of Health for each HRG (the English
version of the DRGs). Politicians believe that price competition is a problem but will do
everything to avoid it. The tariffs will be reviewed every year to take into account future
outcomes. Funding according to results is clearly designed as an incentive for Trusts to
manage costs. The objective is obviously not to move towards a cost per case
reimbursement system. Cost and volume commissioning will be developed, planned
activities being agreed between commissioners and providers. The agreements will afford
coverage for risk sharing.

There is three phases to the implementation of the payment by results reform:

- 2003-2005: the tariff is introduced in a limited way using increasingly cost and
volume commissioning and the use of 15 HRGs in 2003 and 48 HRGs in 2004;

- 2005-2008: the proportion of expenditure covered through payment by results will
reach around 30% of hospital income in 2005 and 60% in 2006;

- From 2008: a full roll out of national tariff pricing for almost all activity will be
operated.
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Six key issues have been identified. The first one is the tariff structure. There is a debate to
contemplate whether the tariffs should be combined or separated for elective and non-
elective activities. On average, an elective activity for the same HRG would be approximately
10% more expensive than a non-elective activity. There will be a shift to “Spells” from
Finished Consultative Episode as the activity measurement is concerned. Definitely a patient
can generate a large number of FCEs and cause consequently inflationary accounting. With
the new system each spell will account for the whole patient’s episode during his stay in a
hospital.

The scope of the tariff is another key issue. The aim is that the tariff will apply to most of the
activities covered by commissioning arrangements. Of course some activities will be
excluded from the system, such as rare specialties (multiple organ transplants or extreme
burn injuries), medical practices for which the HRG classification is not up to date and
activities for which no costing data is available. Mental health patients, Community Care,
chemotherapy are likely to be excluded. High cost drugs will be reimbursed out of the tariff.
High cost devices and prosthesis are also excluded. An outpatient tariff will be developed
and used to run some policies or objectives. First outpatient attendances seem to be more
resource intensive than follow-ups. The Department of Health’s goal is to avoid unnecessary
follow-ups for patients. The tariff for the first attendance will be overloaded by a factor 20%
and therefore underpay (voluntarily) the actual cost of subsequent attendance.

Some problems have been encountered regarding research and development. Hospitals
receive a supplemental payment (£ 5 billion a year). There is a concern that some Teaching
Hospitals are cross-subsidizing their service charges (which should be covered by the HRG
tariffs solely) with their research and teaching costs.

The transition path is also a key issue. Hospitals are moving from a cost reimbursement
system to one where they all will be paid, in 2008, according to a national tariff. To minimise
any potential instability for NHS organisations, a 4-year transition period is suggested. The
move to tariff prices should happen in 4 equal steps and the maximum efficiency saving
expected over the 4-year period should be 8%. Separate proposals will be needed for those
that have not succeeded. Geographical cost discrepancies will have to be dealt with too.

There are many lessons to be learned from the payments by results. Of course, adequate
technical resources must be developed. Clear rules must be settled. One must remember
that contractual agreements are insufficient. Indeed, the system appears always as the
strongest due to the thousand of vested interests involved. 

Questions - Answers

A participant asks a question regarding the British patient classification systems.

Bob DREDGE thinks the English patient classification system is at best “bearable”. The basic
demographic and medical record information are collected. But there has been until now little
managerial use of such information. Hospitals are now investing, not in new systems as the
systems already exist but in order to increase the utilization of the systems. Improvements,
both in coding and accounting, should be made. Hospitals do not have any relevant
individual patient-based costing systems. They had no need for them. Rigorous rules have
been spread out on the reference cost data collection. Those rules are not imposed.
Standard costing and audits of those standards will be mandated.
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Thomas D’AUNNO is under the impression that England is currently developing the world’s
largest IT project. Billions of pounds are to be spent to develop and put in place new
information systems. He worries about the extent to which the new systems will be disruptive
at a time when the managers need more and better information in order to deal with
payments by results.

Bob DREDGE indicates that £ 6.2 billion are spent to build an integrated IT system for the
NHS. Will this program disrupt the English system? One must remember that many changes
are being implemented at the moment. Some will work because they are good. Some will
work because the managers and clinicians believe they are good. The system is going
through so many radical changes that it will be impossible to segregate the reasons of
success or failure. The Department of Health has been criticized, as many believe it is trying
to do too much, too soon.

Jean-Marie RODRIGUES remarks that many activities will be excluded from the HRG
classification. Will those activities be reintroduced in a near future? Are those activities
excluded temporarily?

Bob DREDGE answers that most of those activities will be included, in appropriate time, in a
new HRG classification. However, there will always exist a rolling and changing list of
exclusions.

A participant reminds that there has been many efforts to measure hospital performance
through quality indicators. In his presentation, Bob DREDGE has made no mention of
possible links between quality assessment issues within the payment by results system.

Bob DREDGE indicates that some rather rough indicators of quality and outcome have been
developed. There is still a lot of work to be done.

A participant reminds that the German system has built a continuous structured dialogue.
England does not seem to have the same approach.

Bob DREDGE answers that if a structured dialogue has not yet been set up, the Department
of Health wishes to build something along those lines to give other people the opportunity to
influence the HRG definition.
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ROUND TABLE OF THE TECHNICIANS

Jean-Marie RODRIGUES
Professor in Health Economics and Medical Informatics

at the University Jean Monnet of Saint Etienne

Ferdinand RAU
Deputy Head of Division for Economic Affairs of Hospitals and DRG-Implementation Process

at the German Ministry of Health and Social Affairs

Marie-Christine CLOSON
Professor of Health Economics at Louvain Catholic University

Bob DREDGE
Former Project Manager of the « Payment by Results » reform

at the British Department of Health

Paolo TEDESCHI
Professor at Bocconi University

Céu MATEUS
Assistant Professor at the National School for Public Health Studies in Lisbon

and President of PCS/I

Hervé GUILLAIN
Associate Doctor at the Finance Department of Lausanne’s University Hospital

Rikard LINDKVIST
Head of the Casemix Department

At the Swedish National Board of Health and Welfare

Frank HEIMIG
Director of the German Institute for the Prospective Hospital Payment System (INEK)

During this round table, the debates will unfold around three main themes: the tools (i.e. the
classification system), the experiences and the perspectives.

The classification systems

Jean-Marie RODRIGUES remarks that the European countries have opted for different
strategies. While some of them have “copied” the US system, more or less adapting it to their
national context, others have developed a specific system.

Céu MATEUS reminds that the US DRG system has been introduced in Portugal in 1984.
The DRG names have been translated in Portuguese but the software is American. It had
then been agreed that the development of a specific classification system would be too
costly. Some hospitals regret this choice, considering that the software is not representative
of the Portuguese casemix. Céu MATEUS remains convinced, considering the results
achieved, that the chosen solution was judicious.



T2A : Expériences européennes 10 et 11 février 2005

19

Italy, as indicated by Paolo TEDESCHI, has also chosen to adopt the US system. The
decision was taken urgently, the objective of the public authorities being to provoke a chock
wave on the Italian healthcare system. It must be stated that this was the only possible
choice, the management accounting system of Italian hospitals being underdeveloped at this
time. However, the doctors have not well accepted the fact that the government imposed on
them the US classification system, some being afraid that it would not be representative of
the clinical reality of Italian hospitals.

Marie-Christine CLOSON would like to explain that whatever the system adopted, political
authorities won’t avoid critics from the medical world. It is nevertheless regrettable that no
patients classification system was developed at the European level.

Hervé GUILLAIN reminds that, as far as Switzerland is concerned, the first discussions
handled the issue of the choice of a medical procedures and diagnoses classification system.
As concerns diagnoses, in 1998 the CIM-10 classification was adopted. Regarding
procedures, a choice was made to adopt the US ICD-9-CM classification (volume 3).

Rikard LINDKVIST reminds that it was decided to create a Nordic DRG system (involving
Sweden, Finland, Norway, Iceland and Denmark). The first version of the DRG system was
based on the 3M Grouper. The countries which operate the American software encountered
many problems, the major one being the use of conversion tables to translate the ICD-9-CM
classification. The first version of the NordDRG grouper was implemented in 1996. The new
system derives from the logic of HCFA-DRG version 12.0. The case-mix system was aimed
at facilitating collaboration among the Nordic Countries, but also at comparing healthcare
statistics. When building such a project, it should be remembered that its success lies in the
ability to develop a “structured dialogue”. Discussions are wide open, and health
professionals can easily contact the Case-mix Department. Whatever suggestions they have,
they are all welcome, and the system is amended accordingly when the suggestions are
deemed appropriate. To develop such a system, the only alternative is to rely on expertise:
either medical, economical or technical knowledge. Development relies on individuals.

Frank HEIMIG points out that Germany had no other choice than developing its own system.
The authorities actually promised the healthcare professionals that they contemplate a
system suitable to German specifications. They opted for the Australian Refined DRG
system, mostly for financial reasons. A first calculation of the German DRGs cost-weight
system (G-DRG) was carried out during the first year of implementation, and one third of the
Australian DRGs was abandoned (while another third was modified).

Ferdinand RAU adds that copying a system enables developers to invest more of their time
to build infrastructures needed for customizing the system. Moreover, one must remember
that to succeed, the system must find a high degree of acceptance within its users.
Customization is thus compulsory.

Bob DREDGE reminds that the use of case-mix systems has never been mandated by the
British Department of Health. The decision to develop a national classification system was
influenced by the fact that clinical practices differ strongly according to countries, especially
as far as England and the United States are concerned. The issue was totally political. The
conservative government’s decision to move towards a market based NHS had raised many
concerns for years. The mere use of the American model of case-mix classification would
have been interpreted as an evidence of a move to privatize (Americanize) the system. It
would have alienated the clinical body beyond any sensible point. The Case-mix Office
involved significantly the clinicians in the design and the development of the British HRGs.

Casemix-based financing experiences
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Jean-Marie RODRIGUES addresses himself to the countries that have implemented the new
systems more than 10 years ago, the so-called “early implementers”. What were the goals
behind the different projects? What are the assessments?

Paolo TEDESCHI indicates that the main objective of the Italian authorities is to control the
growth of hospital costs. The reforms aimed at establishing a prospective payment system.
The idea is not only to create some competition among hospitals, whether they are public or
private, but also to increase the accountability of both hospitals and doctors regarding the
expenses they occasion. What were the results of these reforms? Some think they has no
impact and that the system has not evolved. They base themselves on the fact that hospital
costs have not been brought under control. However, certain positive signals are also
noticeable. The ALOS of hospital stays has gradually declined. On the other hand, the
average case complexity has increased. The implementation of the casemix-based financing
system had been presented as a tool to reform the financing system. The reform has, finally,
deeply altered hospitals organization. It is too early to draw a definitive conclusion of the
reforms. The real question is whether a casemix-based financing system solely constitutes a
payment method or if it also aims at becoming a real management tool for the hospitals.

Rikard LINDKVIST admits that in the early 90’s, when the prospective system was first
introduced in Stockholm, expectations were too high. One might even say unrealistic. Many
people were overall disappointed. The project had two goals: to increase productivity and
transparency. Although the first goal was not met, the introduction of DRG system brought
nevertheless a cultural chock to the Swedish health system. Now, economists and
physicians share a common language.

Céu MATEUS reminds that the objective of the legislator was to control the growth of
hospitals costs, while developing a system which was to be the replica of the US model. But
the reform has failed. Portugal did not possess detailed data regarding costs and the tariffs
which have been applied did not reflect the medical reality of the country. The DRG system
has been elaborated on a step by step basis, gradually over a 10 years period. It has been
confronted to the hospitals hostility but has also lacked support from the public authorities,
who lost interest in the project. DRGs have first been used as a management or
benchmarking tool. Doctors and hospital managers have thus learnt to collaborate, which is a
particularly positive effect of the reform. A new financing system has then effectively been
implemented. Hospital financing has gained transparency and clarity, as hospitals now know
which criteria are used to calculate their budgets. The final objective of the reform
(introducing a pure prospective payment system) could not be reached. Healthcare deficits
are so high that extraordinary budgets must regularly be consented.

Marie-Christine CLOSON notes that the various European countries represented here have
had similar experiences. Financial regulation systems have been gradually replaced with
more medical regulation systems. The objective of the reform was in Belgium to replace fee-
for-service financing, which encourages overproduction. Whatever the nature of the reform, it
cannot have costs reduction for sole objective. Their action field must be wider.

Hervé GUILLAIN reminds that DRGs have been introduced in some Swiss cantons in 2002.
The objective of such reforms were threefold: transparency, efficiency and competition.
Swiss hospitals are nowadays financed by the State and the health insurance funds. State
financing should adopt a kind of “casemix-adjusted” model. The insurance funds will get, for
each insured patient, a “US-style” bill. Has the reform been successfull? It should be noted
that Switzerland has for once been able to overpass the level of the “canton” and develop a
nation-wide project, which is encouraging for the future and demonstrates interest in the
system.
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Jean-Marie RODRIGUES turns to his British colleague. What are the goals pursued in his
country? What critical points will be raised?

Bob DREDGE indicates that the goals in England are politically clear: include NHS
expenditures into a tariff-type system of reimbursement. The development of the new
scheme faces much opposition. Some people do not want, due to their vested interests, to
be involved in an implemented transparent system and will do anything to ruin its credibility.
Bob DREDGE fears that the Ministry of health is trying to do “too much, too soon”.

Future perspectives for casemix-based financing

Jean-Marie RODRIGUES raises questions about the future of the systems.

Rikard LINDKVIST points out that there is a steady growth in the use of DRGs in Sweden.
The DRG system is not a “hot political issue” anymore and now on is qualified as being a
mere tool. Data quality (cost and medical data) is the biggest challenge.

Céu MATEUS indicates that a new, more sophisticated version of AP-DRGs will be adopted.
Public hospitals’ legal and juridical frame has been reformed. Portugal now disposes of 35
“part-public” hospitals whose financing is fully based on DRGs. What about the future of the
project? Its development greatly depends on the political choices which will be made in the
coming years. Still, DRGs are now completely part of daily practices.

Frank HEIMIG points out that the government has imposed very strict outlines for the
development of the German DRG system. The transition to a prospective payment system
will be completed in 2009. What will happen then? Frank HEIMIG believes that the system
will shift to a “maximum price system”. There are still some major threats to be dealt with.
The government has decided that the medical data will be available to the Hospital
Associations as well as to the insurance companies. There is a concern that such information
could be misused, especially during tariffs’ negotiation. Transparency is one thing, but
divulging confidential medical data is another story.

Questions - Answers

Gérard DE POUVOURVILLE doesn’t agree with what Frank HEIMIG said. He thinks,
contrary to him, that hospital data should be shared with as many as possible, this to allow
pluralism in the analyses made of the national casemix. France has actually adopted a
completely different philosophy than Germany.

Frank HEIMIG reminds that the hospital data is already public. He thinks, nevertheless, that
the bulk of collected data, namely the patient data, should not be made available. The only
purpose for collecting data in the first place was to develop the DRG system. Divulging the
information will alter the power balance between the media and the public. The institutional
context in France is quite different. The data is collected by the State, which is also the payer
in the meantime.
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PRESENTATION OF THE ITALIAN EXPERIENCE

Paolo TEDESCHI
Professor at Bocconi University

Casemix-based financing introduction process in Italy

It is impossible to isolate the implementation of the casemix-based financing system in Italy
from its context. Indeed, the Italian healthcare system has experienced several important
reforms in the past ten years.

The National Health Service provides universal coverage to the whole Italian population. As
an integrated service, it is financed through general taxation. Responsibilities are distributed
at different levels: national, regional (the regions having some legislative and administrative
autonomy) and local.

The 90s have been marked by a sensible evolution of the Italian healthcare system, various
reforms having been led simultaneously. A stress was put on the regions’ autonomy, the
sanitary system being regionally decentralized. The reform has also reduced the number of
“Local Sanitary Units” (USL), which have been set up as autonomous agencies.

The 90s have also been characterized by the introduction of the concept of management
within the healthcare area. Hospitals have been reorganized and management units have
been integrated to the structures. A new governance system has been implemented, former
administrative boards being replaced by a triumvirat of directors (general director, medical
director and administrative director) who are nominated by the elected regional authorities.

The objective of the reform was also to increase competition in the hospital sector, notably
between private and public hospitals. This competition principle has encountered some
critics. It has actually been observed, once the reform had been started, that public hospitals
means were inferior to the means of their private counterparts. Thus, the statute of certain
hospitals has been revised. The Milanese “Politecnico” has recently been transformed in a
publicly-owned foundation.

A new step has been taken with the implementation of the “fiscal federalism” principle.
Financial responsibility has been transferred to the regions and the financing of healthcare
expenses is now realized through regional taxation. Hence, the old system, based on the
allocation of budgets from the national to the regional level, has been abolished. If their
autonomy has thus increased, the regions are nevertheless responsible for eventual deficits
of the hospital sector, which they have to cover by raising local taxes.

The hospital sector is thus composed of both public and private hospitals. While some
structures are managed by the USL, this sector also comprises some 100 independent
hospitals (similar to the British trusts) and a network of teaching hospitals. Some private
hospitals are accredited by the National Sanitary System.

In the WHO ranking of healthcare systems, Italy is second. This is surprising as the Italian
healthcare system encounters some difficulties:

- a weak integration of the different levels of care;
- an often criticized quality of care;



T2A : Expériences européennes 10 et 11 février 2005

23

- important financial deficits;
- some rigidity of its hospital care, which has a hard time fitting in the new

requirements of the patients regarding service;
- an insufficient regulation of the competition between private and public hospitals;
- an insufficient coordination of the social and sanitary sectors.

Regarding the hospital financing system, the regions receive a budgetary envelope from the
State (though the resource are collected at the regional level). The USL are financed at the
regional level, depending on the size of their population (capitation system).

Today, most of the large hospitals are independent. The smaller structures are managed by
the USL. Casemix-based financing was introduced in 1995, replacing the former system
based on hospitals average length of stay. The new payment system remains limited.
Indeed, the regions still impose production ceilings to the hospitals, both public and private.

What are today the objectives of casemix-based hospital financing in Italy? The issue for the
Italian authorities is to control the growth of hospital costs, to increase the hospitals’
accountability and to promote daycare and outpatient care at the hospital.

The implemented payment system covers both the cost of hospitalization and ambulatory
care, as well as the doctors fees, psychiatry or drugs expenses. In a first phase of the reform,
the creation of a unique tariff scale has been considered. In reality, the regions are allowed to
regulate the tariff and lower or increase them. Consequently, competition between the
regions to attract patients is fierce. Contrary to France, Italy doesn’t avoid competition
between regions. Indeed, it should be noted that some Northern regions (Lombardia for
instance) plainly use the new payment system while the poorer Southern regions have a
hard time doing it.

The patients classification system relies on the international codification of diseases. The
developed nomenclature (called ”Homogenous Grouping of Diagnoses”) entails 492 items,
the objective being to regroup the patients who have a comparable profile in terms of
resource utilization and hospital’s length of stay. Tariffs have been at first calculated based
on a sample of 9 hospitals who had developed a management accounting system. These
tariffs were then progressively revised, regional samples being used for calculation. The
classification system integrates the data collected on each patient’s admission file. It is now
possible to link each patient’s stay with a unique DRG (also in the eventuality of a multiple
diagnosis).

The reimbursement of certain specific procedures has not been affected by the
implementation of the new financing system: outpatient activity is still financed through a fee-
for-service system, and long-term care is still paid through on a daybed basis. A fixed price
payment also exists for some products (expensive drugs or implants).

It has been noted that the casemix-based financing system did not encourage hospitals to
improve quality of care or to develop research. For that reason, tariffs are most of the time
adjusted at the regional level. Hence, an 8% increase of the DRG tariffs has been forecast to
provide for the financing of research and teaching. Quite often, the wages of the people
employed by teaching hospitals are supported, depending on the case, by the region of the
Ministry of Universities.

As a conclusion, Paolo TEDESCHI presents some statistical data. The implementation of the
casemix-based financing system has led to:

- a stagnation from 1998 of the number of admissions (following a strong increase
between 1995 and 1998);
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- an increase in the number of day hospital cases;
- a progressive decrease of the ALOS;
- a better-controlled growth of hospital expenses (but no reduction);
- a reduction of the number of ordinary beds in public hospitals and an increase in

the number of daycare beds in private hospitals;
- a characterized increase of the average complexity of the cases treated, the

mortality rate remaining however the same.

More generally, the implementation of the new payment system has resulted in a change of
hospitals’ internal organization. For example, some of the doctors’ fees are now linked to the
objectives defined according to the hospital’s casemix. A new way of hospitals management
is emerging.

Andrea DONATINI
Director of the Department of Economy

at the Regional Sanitary Agency of Emilia-Romagna

Andrea DONATINI works for the Regional Health Care Agency of Emilia-Romagna (a
research center financed by the region) and a Local Health Unit in Parma. His presentation
will focus on Emilia-Romagna, one of the regions (along with Lombardy and Tuscany) that
has made if not the best, at least the most sophisticated use of the DRG System.

A brief overview of the Emilia-Romagna Health Care system

With a population of 4 million people, Emilia-Romagna is located in northern Italy. The
proportion of elderly people (21%) is higher than in the rest of the country. The per capita
expenditure on healthcare is among the highest in Italy, while the number of hospital beds is
in line with the national average. Spending in public hospital care amounts to 2.4 billion
euros. 11 LHU (Local Health Units) are responsible for providing care for all residents in the
area. 33 public hospitals are subject to direct USL management. Hospital care is also
supplied by 5 Trusts (research and training hospitals) and 42 private hospitals which are
often specialized. Less than 25% of the beds are owned by private hospitals, while more
than half of them are owned by the LHU network.

The DRG system came into practice in 1997. Available data shows that the hospitalization
rate has increased during the first few years, after which it has rather decreased. The
hospitalization rate for day care, however, has sharply risen during the whole period.

The hospital payment system in the Emilia-Romagna region

The DRG system covers both ordinary and day care admissions. Unlike Germany, the tariffs
do not rely on any type of sophisticated costing methodology. In fact, when the system was
first introduced, the hospitals were not in a position to master what some would qualify a
mature cost-accounting system. The tariffs were thus adopted nearly face value out of the
Maryland Matrix and transposed to the Italian system. The national tariffs first issued in 1997
were then simply upgraded yearly by a specific percentage. The regional tariffs are published
in December.

The tariffs are split into two groups (Group A and B), in order to take into account
technological and complexity levels. Teaching or highly specialized hospitals are listed in the
first group. LHU managed hospitals as well as private structures (except those performing
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cardiac surgery) belong to the second group. The difference between the tariffs applied to
both groups varies from 20 to 80%. A specific tariff is applied to outliers: when admissions
last longer than a specific limit, they are credited (in addition to the tariff) a per day fare
multiplied by the excess length of stay. It must be pointed out that the DRG rates include pre-
and post admission diagnostic visits.

The hospitals are generally remunerated based on DRGs according to the nationally
determined rates. However a contractual agreement (worth about 140 million euros for
100000 people) is usually signed yearly between the LHU and the Trusts, which sets a
budget ceiling covering the tariffs applied by teaching hospitals for the care provided to
residents of the LHU area. An agreement is also signed (every three years) between the
regional health authority and all private providers. If spending were to exceed the limits set in
the agreement, the tariffs would be progressively reduced (from 20 to 100 %).

Different financing tools have been introduced to overcome the limits of DRG. The region has
recognized the inherent problems associated to DRG-based hospital funding, for example to
take into account the cost of individuals admitted to trauma or burn units. Thus, the two
regional burn units receive, in addition of the tariff, 1700 euros per day. The region provides
teaching hospitals with added funding (6%) to cover the extra costs associated to research
and teaching. An ad-hoc tariff is applied to transplant procedures (ranging from 40000 euros
for a kidney transplant to 100000 euros for a multi-organ transplant). A special regional fund
was set up for the management of organ banks and for the coordination of transplant
activities. Finally, an additional payment covers prosthesis costs.

The DRG system has been implemented to promote efficiency. Its purpose is to encourage
transfer of ordinary admission to day hospital admissions and transfer of day admissions to
ambulatory setting. The tariffs of 27 low complexity medical DRGs have been drastically
reduced. It was noted that the medical cases associated (diabetes or back problems) could
be dealt with at home or could be treated on an ambulatory basis. A similar reduction was
applied to 7 low complexity surgical DRGs which could be easily performed on a daylight
admission or ambulatory basis.

There are two approaches to the control of hospital activity. The LHUs perform a series of
controls and validations. The organizational appropriateness of hospital stays is now
evaluated. A specific tool has been designed (in collaboration with the Jefferson Medical
College, Philadelphia) to monitor the choice for the appropriate setting of care and will be
made available to all the LHU hospitals. The DRG system can be used in many ways. It can
be used, of course, to pay hospitals but also to regulate organizational activity, to implement
specific policies and for epidemiological studies. 

Nonetheless some problems remain to be solved today, notably the lack of a mature cost
analysis and the pressing need to update the tariffs.

Questions - Answers

Guy DURAND remarks that tariffs are annually revised in Emilia-Romagna. How is it in the
other regions? The DRG system allowing costs reduction, aren’t the public authorities
inclined to diminish the tariffs?
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Paolo TEDESCHI explains that the tariffs adaptation policy varies from one region to
another. Thus, for instance, tariffs have been revised 4 times since 1997 in Lombardia. It
should be noted that the Southern regions have never revised their tariffs. M. Franck HEIMIG
has indicated during his speech that the German government had been very clever when ha
had created the INEK because this Institute would be held responsible in case of a failure of
the new system. Well, the Italian government has reported the entire responsibility of the
reform on the regions. Regarding a possible lowering of the tariffs, Paolo TEDESCHI
indicates that the objective is indeed to reduce hospitalization costs, especially by adjusting
the tariffs of the procedures which could be transferred to an ambulatory setting or to the
primary care sector.

Andrea DONATINI adds that it is not the purpose of the region of Emilia-Romagna to reduce
the tariffs. If some tariffs have indeed been lowered, it was in an attempt to promote new
health care settings.

Gerard VIENS, professor at ESSEC-School of Management, has understood that the Italian
DRG tariffs take into account the medical examinations prior to an hospitalisation. How do
you ensure that these procedures, which could as well be realised in another setting, are not
accounted for twice? More generally, how are the problems linked to the linking of several
stays solved? This linking allows the grouping of a patient’s data collected at two different
places at the same time or at the same place at two different times for the treatment of a
same disease.

Andrea DONATINI answers that, regarding the transfer of a patient from one hospital to
another, the issue is often left to the control of the LH, which have been led to develop
litigation departments. Those issues (repeated admissions for example) are a source of
continuous worries. From a more technical point of view, the system makes use of a “patient
unique identifier” (the use of which is currently forbidden in France).

Gérard DE POUVOURVILLE wonders about the average delay required to produce the data
necessary for billing.

Paolo TEDESCHI indicates that it is a particularly complex path. Data on drugs consumption
is transferred at the national level with an average delay of three months. Regarding
examinations (laboratory or others), the delay is close to nine months. These delays have a
significant impact on control procedures.

Andrea DONATINI reminds the participants that hospitals send their discharge records to the
region, which proceeds to carry out quality checks It takes up to three or four months to
complete the procedure. The delay rises to 8 months for patients who choose to receive
treatments in another region.

A participant, addressing Paolo TEDESCHI, asks how the implementation of casemix-based
financing in Lombardia has made it possible to develop new management tools.

Paolo TEDESCHI observes that Lombardia is a very specific case in Italy. The region has
engaged in a new management model of healthcare services, following a quasi-market
approach. It has been decided, in order to strengthen competition between the public and the
private sector, to transform all public hospitals into independent structures. The organization
of all hospitals, both public and private, has been deeply altered. The new management units
have been required to establish budget forecasts per specialty. What is more, it has been
agreed that parts of the doctors’fees would now be linked to the realization of the objectives
set to their hospital.
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Gérard VIENS has understood that teaching hospitals of the Emilia-Romagna  region got a
special tariff per DRG through a 6% index which is applied to them. On what base has this
percentage been calculated ? Is it homogenous at the national level ?

Andrea DONATINI indicates that the policy was designed at the national level. The extra
funding rate is homogenous across the country.
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PRESENTATION OF THE PORTUGUESE EXPERIENCE

Céu MATEUS
Assistant Professor at the National School for Public Health Studies in Lisbon

and President of PCS/I

Portugal has 92 hospitals. The number of beds per 1000 citizens is 2.7 but many hospitals
are still being built so this number should increase in the future. The aging of the population
is expected to produce an important increase in healthcare expenses. While the healthcare
system relies on a National Health Service, private healthcare expenditure has strongly
increased to reach 40% of total expenses. Public hospitals are the property of the State.
Doctors as well as nurses are civil servants. The private hospital sector is much developed.
Drugs account for about 25% of the expenses of the National Health Service (as compared
to 16% in the US) – drugs are more expensive in Portugal than in most other European
countries.

DRGs have been introduced at the national level in 1984. The choice of the public authorities
has turned towards the US classification system. The use of DRGs as a financing tools has
been decided and implemented in 1987. Coding is under the responsibility of the doctors
who are trained by the Ministry of Health. A specific software has been developed for the
hospitals based on the DRGs. A national database has been created in 1990. A report is
published annually, allowing benchmarking of the hospitals. Since 1996, the hospitals of the
National Health Service are partially financed based on DRGs. Article 25 of the statutes of
the National Health Service stipulates that the tariffs for the care provided within the National
Health Service are calculated based on observed real costs and on the necessary balance of
the State’s budget.

The costs per DRG of the hospitals are taken into account based on the cost-weights of the
US State of Maryland. These cost-weights have simply been adapted to the national context
in order to incorporate the doctors’ and nurses’ fees. A national base point is published every
two years or so. This base point allows calculation of the tariff applicable to each DRG by
multiplying it by each DRG's weight. Costs components which are covered by the tariff
include medical treatment costs and housing costs.

The objectives of the casemix-based hospital financing system are to finance hospitals
according to their production (both in quantitative and qualitative terms) and to promote
efficiency. The system is based on a prospective global budget, on DRG tariffs specific to
each hospital category and on adjustments for outliers.

The impact of this system on hospitals vary from one hospital to another. It has actually been
possible to use the share of casemix-based financing for resource reallocation. DRGs have
also allowed evaluation of hospitals performance and quality of care, and have facilitated the
realization of benchmarking studies. Besides, it is today agreed that they constitute an
objective financing tool. The allocated budgets have strongly grown over the years. The
value of the casemix index has increased while the ALOS has declined. Waiting lists have
been shortened.

The hospitals of the National Health Service (except psychiatric hospitals) are now included
within the system. A uniform database has been developed and is available to all hospitals. If
the reform has initially received a mitigated welcome from the doctors and administrative
staff of the hospitals, it seems today that the system is well accepted and tolerated. The
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quality of the collected data is ensured through a national coding inspection program.
Specific DRGs have recently been developed for ambulatory surgery.

But it should be reminded that whatever the system, it must be develop to ameliorate the
patients situation. The pursuit of profit should not guide decision-making.

Questions - Answers

Jean-François NOURY, ATIH, remarks that the use of DRGs has allowed a development of
new techniques to evaluate the quality of care. Has this been an opportunity to enforce
quality measurements through specific tools ? Do the DRGs themselves incorporate quality
criteria ? If so, which ?

Céu MATEUS indicates that the data provided by the DRGs allow quality evaluations:
mortality rate per DRG, obstetric and surgical complications, readmission rate, etc. Statistical
data is provided to the hospital. A national health plan is under discussion.

Guy DURANT understands that the DRG classification is a parameter used for the
elaboration of a global budget. Does Portugal envisage to move towards a real casemix-
based financing system?

Céu MATEUS explains that the system is actually a mix of the two models. 25% of hospitals
budgets is based on a casemix-based financing system. The system will probably not evolve
in a foreseeable future.

Claude MARESCAUX, DHOS, asks about the financing of psychiatric units.

Céu MATEUS answers that these budgets are calculated based on the number of cases
treated.



T2A : Expériences européennes 10 et 11 février 2005

30

PRESENTATION OF THE SWISS EXPERIENCE

Hervé GUILLAIN
Associate Doctor at the Finance Department of Lausanne’s University Hospital

A first sutdy was realised in 1984 by Lausanne University Hospital on the perspectives of
DRG use for Switzerland. The canton (region) of Vaud has been the leader of all researches
and projects which have been made on this subject in Switzerland.

A first trial to implement DRGs at the national scale was engaged around 1995. However,
every national projects can only succeed if it is approved by the cantons, by the insurance
funds, by the association of hospitals, by the doctors’ association and by the Swiss
Confederation. No agreement was reached at this time. It has thus been decided to introduce
the system at the local (cantonal) scale.

The US DRG classification was adopted in 1998 and a version of the 3M AP-DRG grouper
was adapted to the CIM-10. Cost weights were calculated and started being used for
financing in 2 cantons (Zürich and Vaud). As the grouper presents some inconveniences, the
Swiss AP-DRG group has developed a few “ Swiss Payment Groups“ (SPGs). In the current
system, they concern decease, transfer to another hospital on the first day, defibrillators’
implants and some transplants cases.

Regarding outliers calculation, and for the system to be efficient, it is important to classify
each patient within the right DRG and to allocate the right costs to him. Cost-weights are
calculated depending on the average cost of all cases and on the average cost of all cases
within a single DRG. Hospitals must thus have a good coding quality and a management
accounting system. It should be noted that a first control of coding was realized in the canton
of Vaud in 1997 for epidemiological reasons. Management accounting tools have been
developed since, in order to distinguish costs linked to research and teaching from costs
linked to hospital or ambulatory care.

Once the cost-weights are calculated, outliers must be distinguished from inliers. A first
question arises there: should normal cases be defined depending on the ALOS or depending
on the costs they generate? The ALOS is still used in practice, as information on costs per
case can only be obtained after a delay of one year. Then comes the question of the method
to be used to distinguish between in- and outliers. Lausanne University Hospital used the
L3/H3 method developed in Australia: the stays whose length is inferior to the ALOS divided
by 3 are considered as “low outliers”, while the stays whose length is superior to the ALOS
multiplied by 2.4 are considered as “high outliers”.

Regarding reimbursement, three problems arise:

- the payment of teaching hospitals;
- the reimbursement of outliers;
- the surveillance of the quality of coding.

The case of Lausanne University Hospital is particularly striking. It has been demonstrated
that care, teaching, research and development activities are strongly linked, with a
multiplying effect on total costs. Currently, the estimated value of the additional financing of
the hospital as compared to general hospitals equals 30%. This gap could be partly due to



T2A : Expériences européennes 10 et 11 février 2005

31

deficiencies in the classification. Many studies have been made regarding the financing of
outliers and specific reimbursement formulas have been developed to take this into account.

Questions - Answers

Roland CASH has noted that the activity of teaching hospitals induced an additional cost of
32%. Half of this cost can be explained by classification problems. How is the other half
explained ?

Hervé GUILLAIN indicates that studies are currently being done, the insurance funds
exerting some pressure on Lausanne university hospital. It remains very difficult to evaluate
this kind of costs, as anyone can tell.

M. LEMAN, CHU de Montpellier, would like to know if the insurance funds support the
patients classification and casemix-based financing projects.

Hervé GUILLAIN is very disappointed by the behavior of the insurance funds, who submit to
the system instead of promoting it.

Regarding the specificity of teaching hospitals, Marie-Christine CLOSON remarks that the
APR-DRG system has four levels of severity. For the simplest cases, costs should not differ
from one hospital to another. But differences can be observed and justified on higher levels
of severity. Actually, additional financing should be attributed depending in the degree of
specialization of a given hospital. There is no reason why they should be allocated
depending on the hospital’s status (teaching or not). Regarding outliers, Marie-Christine
CLOSON estimates that the method which consists in defining outliers based on the ALOS is
not the right one. It would be preferable to define them based on costs, even if these
informations are only available one year later. Otherwise, hospitals which cure their patients
intensively are at risk of being penalized.

A participant would like to get back to the Italian case. It seems that Italy is the only country
which has achieved bringing down its prices. Public authorities have put pressure to increase
productivity. And still, the quality of care has been improved.

Paolo TEDESCHI reminds that the responsibility of the healthcare system in Italy has been
transferred from the State to the regions. The regions had a strong incentive to impose
restrictive policies as their only means to make up for potential deficits is to increase taxes.

A participant estimates that it would be interesting to consider the issue of savings potential
within the hospitals, as this issue is only rarely considered.

Joëlle DUBOIS asks about the procedures which have been developed to control the
reliability of coding.

Hervé GUILLAIN indicates that the contracts which link healthcare providers and the
insurance funds make provision for coding control.

A participant asks Hervé GUILLAIN to describe the Swiss healthcare insurance system. Do
insurance funds make deficits ? He also asks about the financing system for teaching
doctors.
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Hervé GUILLAIN signals that if the insurance funds don’t make deficits, the fees to be paid
by the insured increase by about 5% a year. Concerning the financing of teaching doctors,
practices vary from canton to canton.
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PRESENTATION OF THE SWEDISH EXPERIENCE

Rikard LINDKVIST
Head of the Casemix Department

At the Swedish National Board of Health and Welfare

Rikard LINDKVIST’s intention is to give some insight of the Swedish DRG system. The
Swedish system is characterized by a strong degree of decentralization. It is, to some extent,
comparable to the Swiss system. The country is divided into 20 county councils. They not
only have the right to command taxation, but they are mainly responsible for financing and
providing healthcare, and also have directly elected political assemblies. Healthcare is
funded through global budgeting and most hospitals are publicly owned.

The current issues on the political agenda in Sweden regarding healthcare are cost
reduction, patient focus, efficiency productivity and waiting lists. Many countries are facing
the same issues, the need for health steadily growing while the resources are fixed. The
Swedish health system has accumulated deficits over the past years. The main reason lies in
a strong tax reduction.

The extent of use of DRGs and other classification systems varies depending on the region
and county council. The DRGs came in use as a payment system for acute inpatient care in
some county councils in 1991. DRGs are the most common classification system with
respect to short term somatic care.

Many lessons can be learned from the Swedish experience. Among these is for instance the
observation that DRGs won’t solve all of the health system’s problems. Mechanisms for cost
control have to be secured. Moreover, DRGs not only have induced a productivity increase
(which must not be confused with efficiency), but also have provided a common language to
fill the gap between management and doctors.

The general consensus in Sweden is that case costing is the only way to improve both
healthcare and casemix systems. Case costing uses a bottom-up approach that calculates
actual costs for each service provided to the patients. Many hospitals with case costing
systems find the information priceless for strategic and operational planning and
management, but also as a quality control tool. Approximately 50% of the County Councils
have local case-costing projects. It must be remembered that case-costing systems are
today non-compulsory in Sweden. Case-costing data is collected from the hospitals (30% of
the yearly inpatient cases in Sweden) to feed a national case-costing database. Case-costing
systems are currently being developed for psychiatry, outpatient care and primary care.

Special attention must be devoted to the quality of collected data. Attention will be given to
the coding of diagnosis and procedures as well as to the cost data itself. The set of
definitions which are used is also a concern. What is an admission? What is an inpatient
stay? An outpatient stay?

The DRG system is here to stay. It stands the test of time. A system that combines economic
and medical issues is “too good to be abandoned”. DRG is a first-rate tool. But one must
remember to consider it as just a tool. In the future, emphasis will be given on the
development of grouping algorithm for psychiatric and outpatient care.
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Per HANSSON
Head of the Casemix Department of Stockholm County Council

Per Hansson is head of the Casemix Department at Stockholm County Council. The
department is responsible for the case costing system and the maintenance of the DRG
system.

The Stockholm County Council is located in the middle of Sweden, on the eastern cost of the
country. The healthcare system employs 4000 people. Hospital care is provided by 7 major
hospitals, 4 general public hospitals, 5 minor hospitals, 2 university hospitals and 1 private
hospital. The DRG system (HCFA-DRG) was implemented in 1992. It was expanded to all
impatient care in 1993 and to ambulatory and day care in 1994. A homebuilt prospective
payment system for outpatient care was developed during the same year. The Nordic version
of DRG (NordDRG) was adopted in 1997.

Once the DRG system was effectively implemented, production rose beyond expectations.
Hospitals focused on maximizing revenues instead of controlling costs. The costs increased
and actions had to be taken. The first step was to lower the reimbursement tariff. The next
step consisted in introducing production limits. To further encourage cost efficiency, it was
decided to calculate the DRG tariffs of all hospitals on the basis of the costs reached by the
most efficient establishment. Consequently, the University Hospitals deficits rose
dramatically. In 2002, it was decided that different tariffs would therefore be allocated
depending on the hospital category. To encourage cost control, the DRG share of the
reimbursement was lowered to 50%. 50% of the reimbursement is now based on an agreed
level of productions. Reimbursements based on quality indicators were then introduced.

The DRG tariffs vary from 3100 euros to 3500 euros. The lowest tariff applies to the private
hospital, the highest to the University Hospitals.

The objectives of the reimbursement system is to:

- strike a balance between cost control and production incentives;
- define flexible production and revenue limits;
- improve data quality;
- and conduct annual audit of coding.

The future model will rely on:

- 30% DRG-based reimbursements;
- 60% agreed production-based reimbursements;
- 10% quality-based reimbursements.

No doubt many problems will still have to be solved. The system will have to take into
account differences between rural and urban hospitals or between teaching and non-
teaching hospitals. Cost efficiency management and accounting systems should be
improved. Research and development commissions, as well as teaching or emergency
commissions, should be precisely outlined. Coding procedures must also be improved, and
national or regional coding guidelines have to be developed. Professional coders could be
hired by hospitals to guarantee the reliability of coding.
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What lessons can be learned from the Stockholm county experience? Financial incentives do
work (sometimes too well). DRG-based reimbursement should be applied partially. The
decision to impose a “pure DRG system” in 1991 was clearly a mistake.

Questions - Answers

Jean-François NOURY, ATIH, insists on the quality of coding. Are the doctors in the best
position to guarantee the quality of data collection and coding ? This is a fundamental issue,
especially in France where the current shortage in doctors induces some worries.

Per HANSSON indicates that such questions are subject to a debate in Sweden. Historically,
coding has been done by clinicians. Training is increasingly recommended to medical
secretaries although all codes finally registered have still to be approved by the clinician.

Frédéric BOUSQUET, Haute Autorité de Santé, notes that some of the hospitals financing
will be based on the quality of care. Which system has been implemented ? What kinds of
indicators have been used ?

Rikard LINDKVIST stresses that hospitals are being paid for the quality of the data collected,
not for quality as such.

Jean-Marie RODRIGUES estimates that linking some of the financing to the quality of care is
not a bad thing. He has recently published an article in which he suggested to link some of
the financing with each hospital’s grades.

Joëlle DUBOIS asks on the measures taken if the quality of the data supplied by the
hospitals is not good enough. Besides, she has noticed that a specific attention was given to
the quality of the definitions related to coding. Has the work which has been undertaken on
this issue led to the development on unambiguous definitions of the various types of
hospitalization (i.e. inpatient, outpatient, ambulatory, daycare…) ?

Per HANSSON is convinced that data quality is a major issue. Hospitals should not focus
primarily on costs. They must in the first place focus on the patient. A survey was recently
published about the rate of survival after an initial hospitalization for heart failure. The
mortality rates differed strongly from an hospital to another. The hospital showing the lowest
mortality ratio was set as an example. Consequently, hospital practices improved in all the
establishments which today obtain the same figures. Regarding the second question, Per
HANSSON thinks it is impossible to develop “bullet-proof” definitions. Nevertheless, there IS
always room for improvements. The Definition for outpatient care in the DRG system is so
vague that it can include any procedure, medical or surgical as well;

A participant reminds that DRG-based prospective payment systems have been introduced
in the Nordic countries to reduce waiting lists. It is thus not surprising that the first thing
experienced in the Stockholm County was an increase in activity, hence in hospital costs.
Costs control mechanisms have then been introduced. But wouldn’t it be preferable to first
evaluate costs evolution within the whole healthcare system (i.e. for both hospital care and
ambulatory care) or in other counties before imposing such mechanisms ?
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For Per HANSSON, the real question is “how much should we spend on healthcare?”. It is all
the more difficult to answer such a question that the population is aging and healthcare
needs are increasing.

A participant notes that the DRG tariffs have been calculated, at least within the Stockholm
County, with reference to the most efficient hospital. However, the total number of hospitals
and cases being remarkably small (and the 7 hospitals of the county hardly comparable) it
seems surprising that reliable statistics could be made and used to define the tarifs.

Per HANSSON answers that you only need 100 cases per DRG to evaluate costs weights.

For Rikard LINDKVIST, there is no reason to suggest that a simple procedure should be paid
differently from one hospital to another in the same area.
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ROUND TABLE OF THE HOSPITAL MANAGERS

Michel CREMADEZ
Professor in Corporate Strategy and Management at HEC-School of Management

and Consultant in Hospital Management

Karsten HONSEL
Chief Financial Officer of the Dr. Horst-Schmidt-Kliniken in Wiesbaden (Germany)

Guy DURANT
General Manager of the Cliniques Universitaires Saint Luc in Bruxelles

and President of the Belgian Association of Hospitals (Belgium)

Paul FORDEN
Chief Executive of Norfolk & Norwich University Hospital (UK)

Salomé ESTEVENS
Head of the Planning and Management Control Department

of the Alfredo da Costa Maternity in Lisbon (Portugal)

Olafr STEINUM
Expert in Classification issues

at the National Board of Health and Welfare (Sweden)

Michel CREMADEZ reminds that it has been deemed necessary to the initiators of this
conference to have hospital managers talk about their practical experience. The debates will
unfold around three main themes : the changes observed within the hospitals while
implementing a casemix-based financing tool, the necessary accompanying programs and
the change management policies which have been further implemented.

Changes induced within the hospitals by the implementation of a casemix-based
financing system

Michel CREMADEZ turns to MM HONSEL and FORDEN and asks them what are, in the
course of the implementation of a patients classification system, the changes they have
experienced within their hospital.

Paul FORDEN reminds that DRGs have not been implemented just for the sake of
implementing DRGs. The system is currently undergoing changes. Unlike other countries,
95% of healthcare in England is delivered and paid by the public sector. The reform calls for
more choice and diversity of service provision. What are the changes occurring in the health
sector? Hospitals have come to realize that they must understand what they are producing
and that they need to improve their coding. Coding is essential not only for the financial
stability of the organization, but also to measure quality and efficiency. The relationship
between the clinicians and the managers is also changing.

Karsten HONSEL reminds that the German system is currently in a convergence phase.
During this phase, the base rate of each single hospital will be progressively switched to an
average base rate. The big hospitals’ rates are 10% higher than the average rates. The
convergence phase implies cost cutting. Hospitals are now entering a particularly difficult
period, as they must lower costs even as they struggle to maintain the quality of health care.
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The first impact of the introduction of the DRG system was a decrease in the average length
of stay (form 8.5 to 7 days). Medical departments were closed, the number of beds was
lowered and the medical staff (especially the nursing staff) was reduced.

Salomé ESTEVENS indicates that the Dr Alfredo da Costa maternity is a public hospital. The
administration changed in 2003 (and it is a known fact that the administration influences the
changes that occur in the hospitals). Short day cases, in the Portuguese DRG funding
system, receive smaller payments than ambulatory surgery. Thus, the maternity decided in
2004 to shift certain inpatient services to ambulatory settings. Data quality is a key issue and
internal audits were performed. What changes were instituted at a more strategic level? The
establishment views his activity in a different manner and plans, in the next few years, to
treat more patients with higher relative case-mix weights. Planning methodology was
enhanced. Organizational changes have also taken place and the relationship between
managers and doctors has improved.

Guy DURANT reminds that DRGs are not strictly applied in Belgium. Financing still largely
relies on patients venues/admissions, but casemix-based financing exists and implies certain
strategies such as the maximization of the number of admissions, the lowering of the
average length of stay and the development of daycare. Some doctors still believe that they
must maximize the occupancy rate of their medical units. It is not easy to change the way
people think.

Accompanying programs to the implementation of a casemix-based hospital financing
system within a hospital

Michel CREMADEZ addresses the second topic of this round table, which concerns the
programs developed within the hospitals for the implementation of the reform.

Paul FORDEN is convinced that for the program to be a success, people would have to be
motivated. Communication is the key. One must make sure that everybody understands why
the system is being altered. The best way to do this was to highlight the flaws of the current
system.

Karsten HONSEL indicates that Horst-Schmidt Kliniken developed two projects. The first one
was devoted to the administrative bodies, while the second was implemented to help doctors
feel comfortable with the new system. During the first years, coding will be done by doctors,
helping them to apprehend the changes that have been made to the system.

Salomé ESTEVENS reminds that DRGs have been implemented in Portugal since 1990. The
role of training and communication in the introduction of case-mix systems are fundamental.
The government needs to explain how the hospitals budget is calculated. If the authorities
want to provide incentives, they must first explain what those incentives are. The managers
spend 80% of their time providing information to the Health Ministry, but the feedback about
that information is sometimes scarce…

Guy DURANT also insists on the necessity to develop internal communication. Information
sessions have been organized and proposed to the doctors within his hospital. The
implementation of such a new system requires strong support, which should be delivered unit
by unit. His hospital has invested in coding tools, and chosen to hire professional coders.
The financing bodies must pay attention to the reliability of the collected information, and
GUY DURANT is convinced that sanctions must be applied in case of fraud – and these
sanctions must be realist and applicable.
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Strategies developed by the hospital managers following the implementation of
casemix-based financing

Michel CREMADEZ now addresses the third theme, asking the participants to this round
table to elaborate on the strategies they have implemented regarding change management.

Paul FORDEN points out that key players were brought together to form a special project
team to review the implications of the reform on the hospital. More importantly, they
developed a communication strategy. They explained, for example, to the staff that if the
system implementation is successful and if costs are lowered, the spare income will enable
the hospital to invest in new structures.

Karsten HONSEL indicates that the major goals pursued are to strengthen the outpatient
sector (by developing innovative medical treatments) and change the organization of the
hospital by grouping departments and nominating case managers.

Salomé ESTEVENS stresses that it is always difficult to impose changes within an
organization. For them to be accepted, clear goals have to be established. People must be
convinced that those goals are correct and achievable. And those goals should be coherent,
achievable and shared by all involved.

Guy DURANT favors project management. More than 26 projects have been set up within
his hospital, among which : a beds reallocation project (currently beds are not anymore
affected to any medical unit or doctor in particular but are shared by everyone), a project for
the improvement of the RCM and a project to improve the management charts and planning
boards. Workshops have been organized with representatives from all the professions
present in the hospital (doctors, nurses and administrative staff).

Michel CREMADEZ now leaves the duty of speaking to Olafr STEINUM, who wished to
speak last.

Olafr STEINUM insists on data quality and coding. The codes developed can be used for
statistical studies, for regional and State health planning, for research and quality control
and, last but not least, for reimbursement. The doctors can be in charge of coding: then, they
can rely on the knowledge they have of their patients. Professional coders will rely on
medical records, which is an overall different approach. One must remember, that diagnosis
may vary from one physician to the other. A survey was recently conducted, a medical case
being submitted to 100 doctors. The results are particularly informative. The patient could
actually be allocated to nine different kinds of DRGs depending on which doctor you asked.
Coding rules and standards must be clearly defined. Coders must receive the proper training
and have ethical standards to go by. Coding and classification courses have been
developed. Only students with a minimum of a 5 years experience in the hospital sector will
be admitted.
From the Swedish experience he recommends that coding of clinical data shall be done by
trained coders who rely on good documentation in the records by doctors. There is a dual
task: the doctors state diagnoses, and the coders transform them into codes for statistical
and reimbursement analyses.

Questions-Answers
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A participant wonders about the innovations which might have been brought to hospitals
management practices. What are the instruments, derived for instance from management
accounting tools, which have been implemented ? Has the implementation of a DRG system
encouraged the development of such instruments ?

Guy DURANT indicates that ABC-analyses are being developed for some expensive cases.
The most important improvements have been made in the areas of IT systems and patients
management.

Michel CREMADEZ regrets that the actions which have been taken in the hospitals concern
the individual value of the healthcare services and not their respective quantities. It is not at
all necessary to develop new management accounting systems to start thinking about
medical practices and the organization of medical units.

A participant notes that hospitals, at least in France, do not have a culture of benchmarking.
Thus, they don’t have any reference to compare themselves to.

A participant wonders about the strategies which have been adopted to handle the issue of
the average length of stay.

Guy DURANT estimates that hospitals must invest in the post-hospital care area. The
Cliniques Universitaires Saint Luc has recently invested in a rehab facility. The role of the
social assistants is also fundamental.
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CLOSING SPEACH

Martine AOUSTIN
Head of the Casemix-Based Hospital Payment Group

French Ministry of Solidarity, Health and Family

Martine AOUSTIN thanks all the speakers and participants. She notes that two fundamental
issues have been raised during these two days : the improvement of the quality of coding
and the development of internal management tools. Martine AOUSTIN suggests the
organization of another conference next year which would focus on these two issues.


	T2A : EXPÉRIENCES EUROPÉENNES
	« CONFERENCE ON EUROPEAN CASEMIX-BASED HOSPITAL PROSPECTIVE 
	Thursday 10 and Friday 11 February 2005
	OPENING SPEACH


	Martine AOUSTIN
	Head of the Casemix-Based Hospital Payment Group
	French Ministry of Solidarity, Health and Family
	SOME FACTS ABOUT THE US EXPERIENCE
	Thomas D’AUNNO
	Professor of Healthcare Management and Organizational Behavi
	PRESENTATION OF THE GERMAN EXPERIENCE

	Ferdinand RAU
	Deputy Head of Division for Economic Affairs of Hospitals an
	At the German Ministry of Health and Social Security
	A brief overview of the German Health Care System
	The targets and the framework of DRG implementation in Germa

	Frank HEIMIG
	Director of the German Institute for the Prospective Hospita
	Questions - Answers
	PRESENTATION OF THE BELGIAN EXPERIENCE


	Marie-Christine CLOSON
	Professor of Health Economics at Louvain Catholic University
	Recent developments of hospital financing in Belgium
	The development of indicators of needs and performance
	The risks linked to a casemix-based financing system
	Variability within APR-DRGs
	Analysis of various reforms in Belgium
	The prospective financing of hospital daybeds according to c
	The financing of drugs expenses according to casemix
	The development of tools for the rating of efficiency and qu

	Questions-Answers
	PRESENTATION OF THE BRITISH EXPERIENCE



	Bob DREDGE
	Former Project Manager of the « Payment by Results » reform
	at the British Department of Health
	Questions - Answers
	ROUND TABLE OF THE TECHNICIANS


	Jean-Marie RODRIGUES
	Professor in Health Economics and Medical Informatics
	at the University Jean Monnet of Saint Etienne
	Ferdinand RAU
	Deputy Head of Division for Economic Affairs of Hospitals an
	at the German Ministry of Health and Social Affairs
	Marie-Christine CLOSON
	Professor of Health Economics at Louvain Catholic University
	Bob DREDGE
	Former Project Manager of the « Payment by Results » reform
	at the British Department of Health
	Paolo TEDESCHI
	Professor at Bocconi University
	Céu MATEUS
	Assistant Professor at the National School for Public Health
	and President of PCS/I
	Hervé GUILLAIN
	Associate Doctor at the Finance Department of Lausanne’s Uni
	Rikard LINDKVIST
	Head of the Casemix Department
	At the Swedish National Board of Health and Welfare
	Frank HEIMIG
	Director of the German Institute for the Prospective Hospita
	The classification systems
	Questions - Answers
	PRESENTATION OF THE ITALIAN EXPERIENCE



	Paolo TEDESCHI
	Professor at Bocconi University
	Andrea DONATINI

	Director of the Department of Economy
	at the Regional Sanitary Agency of Emilia-Romagna
	A brief overview of the Emilia-Romagna Health Care system
	The hospital payment system in the Emilia-Romagna region
	Questions - Answers
	PRESENTATION OF THE PORTUGUESE EXPERIENCE



	Céu MATEUS
	Assistant Professor at the National School for Public Health
	and President of PCS/I
	Questions - Answers
	PRESENTATION OF THE SWISS EXPERIENCE


	Hervé GUILLAIN
	Associate Doctor at the Finance Department of Lausanne’s Uni
	Questions - Answers
	PRESENTATION OF THE SWEDISH EXPERIENCE


	Rikard LINDKVIST
	Head of the Casemix Department
	At the Swedish National Board of Health and Welfare
	Per HANSSON
	Head of the Casemix Department of Stockholm County Council
	Questions - Answers
	ROUND TABLE OF THE HOSPITAL MANAGERS


	Michel CREMADEZ
	Professor in Corporate Strategy and Management at HEC-School
	and Consultant in Hospital Management
	Karsten HONSEL
	Chief Financial Officer of the Dr. Horst-Schmidt-Kliniken in
	Guy DURANT
	General Manager of the Cliniques Universitaires Saint Luc in
	and President of the Belgian Association of Hospitals (Belgi
	Paul FORDEN
	Chief Executive of Norfolk & Norwich University Hospital (UK
	Salomé ESTEVENS
	Head of the Planning and Management Control Department
	of the Alfredo da Costa Maternity in Lisbon (Portugal)
	Olafr STEINUM
	Expert in Classification issues
	at the National Board of Health and Welfare (Sweden)
	Changes induced within the hospitals by the implementation o
	Accompanying programs to the implementation of a casemix-bas
	Strategies developed by the hospital managers following the 
	Questions-Answers
	CLOSING SPEACH




	Martine AOUSTIN
	Head of the Casemix-Based Hospital Payment Group
	French Ministry of Solidarity, Health and Family

