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Abstract

Historical evidence indicates that economic transformation, even with access and growth, can trandate into social
insecurities and health problems. The issue here is not whether transition economics should continue their reform process
or not, since this has been historically proven necessary for the development of a country. Rather, it is about what the
government can do to alleviate health problems through the adoption and implementation of sound policies. Since the
health of anation is strongly dependent on social, economic, and political stability sound health policieshaveto go handin
hand with adequate economic policies and a set of measuresto ensure asocial safety net to protect the relatively deprived.

Better health for the popul ation should be the ultimate goal of health policies. Reforming health services and financeisjust
ameans towards that end.
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1 Introduction

Transition economy isused to refer to acountry which istransformed from a predominantly state-owned centrally planned
economy into a system with a free-market orientation and significant private ownership. Free market economy or a free
enterprise economy is an economic system in which production and distribution of goods and services takes place through
mechanism of free markets guided by free price system. In market economy businesses and consumers decide of their own
volition what they will purchase and produce. Technically, this means that the producer gets to decide what to produce,
how much to produce, what to charge to customers for those goods, what to pay employees and not the government !,

These decisionsin the free market economy are influenced by

e  Pressuresof competition

e Supply

e Demand
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This is often contrasted with planned economy in which central government decides what will be produced and in what
quantities. Transition economies undergo economic liberalization that isletting market forces set pricesand lowering trade
barriers. Macroeconomic stabilization where immediate high inflation is brought under control, and restructuring and
privatization in order to create afinancial sector and move from public to private ownership of resources.

Transition processis usually characterized by particularly private enterprises.

e The changing and creating of institutions

e Changesintherole of the state

e Promotion of private-owned enterprises, markets and independent financial institutions
e Increased inequality of incomes and wealth

e Dramatic increasein inflation

e Fall of Gross domestic product (GDP)

Gross domestic product (GDP) is the market value of all officially recognized final goods and services produced within a
country in agiven period. GDP per capitaisoften considered an indicator of a country's standard of living; under economic
theory, GDP per capita exactly equals the gross domestic income (GDI) per capita. It is not to be confused with Gross
National Product (GNP) which alocates production based on ownership. Gross domestic product is related to national
accounts, a subject in macroeconomics.

Transition in abroad sense implies:

1. Liberalizing economic activity prices market operations, along with reallocating resources to their most efficient
use.

2. Developing indirect, market-oriented instruments for macroeconomic stabilization;

3. Privatization achieving effective enterprise management and economic efficiency, usually through imposing hard
budget constraints, which provides incentives to improve efficiency.

The existence of private property rights may be the most basic el ement of amarket economy and therefore implementation
of theserightsisthe main indication of transition process.

The overall transition indicators are:

. Large-scale privatisation

. Small-scale privatisation

. Governance and enterprise restructuring

o Price liberalisation

. Trade and foreign exchange system

. Competition policy

. Banking reform and interest rate liberalisation

. Securities markets and non-bank financial institutions
o Infrastructure reform
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According to the World Bank's “10 Years of Transition" report” the wide dispersion in the productivity of labour and
capital across types of enterprises at the onset of transition and the erosion of those differences between old and new
sectors during the reform provide a natural definition of the end of transition” [2.

According to this..... Eight countries, (Czech Republic, Estonia, Hungary, Latvia, Lithuania, Poland, Slovakia, and
Slovenia) have completed the transition process.

This review looks at the experience of transition from centrally planned to a market economy; it provides an overview of
the current state of health systems in transition economies and examines their health strategies. And also encourages
further discussion among policy makers and think tanks in the transition countries and will assist their dialogue with
external donors and advisers on how to better support the transition process.

2 Health Iin transition economies and health transition

There should be a clarification of two concepts: health in transition and health policiesin transition economies. The first
term refers to the health situation during the transition process of former centrally planned transition economies which in
many cases means an acute crisis with a, worsening of many health indicators. Conversely, the second term describes
complex long-term changes in the health and disease patterns of specific populations. These changes are usually closely
related to major economic, social, and demographic transformation of societies™.

3 Why do health policies in transition economies deserve a

separate discussion?

Firstly, the transition has opened up both enormous opportunities and challenges and in the long run, a free-market
economy is expected to result in improvementsin living standards and, ultimately, the health of the people through higher
income growth and the provision of more resources for human welfare. Historically income growth has been one of the
most important factors, which explainstherise in life expectancy of anation. However, in the short term, transformations
often led to profound social, economic, and, in many countries, political upheavals that affected the welfare and health of
many of its citizens. In this context, health strategies can help to ease or exacerbate the health problems of the transitional
period.

Secondly, sharing similar legacies of the previous health systems, transition economies are embarking on a health-care
reform process by adopting policies that bear much resemblance in nature. During this reform process, these countries are
also facing many common obstacles.

Many transition economics have in common emerging health challenges brought about by an ageing population and an
increasing burden of noncommunicable diseases, which is mostly attributable to tobacco and alcohol use, injuries, and
traffic accidents. All of these are taking place in the face of a continued burden of communicable diseases.

4 Possible explanations for the health crisis in transition

economies

There has been a debate on the key determinants of recent changes in the health status many possible explanations have
been examined such as:

e  Break-up of the health system and deterioration of health-care services
e Poor nutrition
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e Pollution
e Increasing income disparities within transition economies

e Psychological stressarising from economic and social instability and stress-rel ated behavior such as tobacco and
alcohol abuse

Researchers suggest that impoverishment is not a sufficient explanation. Obviously, it is not sufficient to depend solely on
economic performance to bring about a health outcome. They also argue that contributions from the breakdown in health
services, nutrition, and pollution are likely to be modest. Rather, much of the deterioration can be attributed to the impact
of social and economic transition, exacerbated by alack of social cohesion.

5 The former health-care systems in transition economies

Discussion of current health policies in transition economies is not complete without an examination of what they have
inherited from the pre-existing health systems. Such a historical examination can provide explanations for the strengths
and weaknesses of the current systems as well as arationale for new health policies adopted by the governments.

Former health systems were characterized by a strong commitment of the state to the health of the people. Firstly before
the transition, most countries had the model of free medical services for all, and this principle of universal access and
equity was successful to some extent. Secondly, the states developed comparatively well-organized health-care systems
with a strong emphasis on prevention. Thirdly, there was a build-up of a more extensive health-care infrastructure per
capitain transition economies than in other countries at the same level of development. Thus, there exist comprehensive
networks of health-care institutions and adequate numbers of staff in most transition economies as the legacy of past
policies!™. Most transition economies now have higher ratios of doctors and hospital beds per population than the averages
for their corresponding income group.

Besides the advantages mentioned above, the former health systems in transition economies suffered from a number of
short-comings. They were poorly maintained, with outdated management mechanisms. Y ears of rigid central planning and
bureaucracy had led to limited efficiency and quality of the services and therefore the health systems were not operating to
their full potential. Central planning, which placed great emphasis on meeting numerical targets and input indicators at the
expense of quality and outputs, resulted in low-quality unbalanced physical infrastructure and staff in health care. For
example, while many hospitals were constructed, investment in hospital equipment or other types of health facilities was
neglected. Health professionals might have been abundant in numbers, yet many of them had low skills .

In the former systems, the structure of primary care was specialist led, with patients either having direct access to
specialists or being referred to the latter without receiving much care from general practitioners. Thus, general practice
was neglected. Moreover, doctors were underpaid and became a socially and economically underprivileged group. As
state employees, health professionals were paid irrespective of their efficiency and quality. Meanwhile, doctors, often
without formal training in health management and administration, were running the system with an authoritarian
management style. Many qualified health personnel became disillusioned with the system and started leaving the
profession.

With regard to financing mechanisms, the old system relied on an inadequate state budget and a tightly centralized
financial management structure in which the allocation of funds did not reflect local needs. For the above reasons, the old
health systems failed to use resources to maximize gains in health outcomes and left negative impacts on the current
systems. Coupled with the fiscal crisis, heath systems in transition economies are struggling to cope with the current
demand, especially with the extra burden exerted by the deterioration of health during the transition.
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6 Policies to reform health-care systems in transition
economies

Aspart of amajor social restructuring, many transition economies have had to overhaul their health systems amid ahealth
crisis associated with the transition as well as the pre-existing problems of the inherited health-care legacy. Just like the
move towards democracy, the process of health reform, which has great social arid economic implications, has not come
without pain. The implementation of new health policies has resulted in a mixed record of both improvements and
sethbacks. One of the most difficult tasks is to reorganize health care and make it more cost-effective while ensuring its
accessibility to those who need it most. Whether this can be done within the tight fiscal constraints in place during the
transition to amarket economy remains agreat challenge. There appears to be conflict between long-term reform agendas
and the short-term consequences that they brought about [®.

This section focuses on the key components of the health system in which transition economies are facing great challenges
and important policies that have recently been implemented in response. They include policies to reform financing
mechanisms, introduce privatization into health care, and overhaul the management structures”.

e Policiesto reform the financing mechanisms of public health
e Policiesto create additional funding,
e Reducethe range of services,

e Scale down the massive infrastructure of the health sector,

e Introduction of varying degrees of private funding instruments, medical insurance, direct user charges and
decentralization of health finance

7 Implementation, results and challenges

The extent of success in implementing policiesto reform health services varies among transition countries.

1. Datamostly availablefor the public sector indicate little significant restructuring of the public sectors health networksin
most transitional economies.

2. Currently, there are not enough datato assess the impact of new policies on the improvement of quality and efficiency of
care except in afew cases.

3. Privatization development has been rapid in the pharmaceutical and dentistry areas, slow in ambulatory care, and
negligible for hospital care.

4. There have been many discussions on scaling down the massive infrastructure of the health-care system with such
measures as reducing staff and closing hospitals. However, political constraints often prevent the successful
implementation of such policies, except in Central and Eastern Europe where some success have been reported with
decreasesin number of hospital beds and average hospital stay.

5. The major challenges facing most transition economies include the following ©':

e Digparity in access to health services between the rich and the poor, the rural and the urban;

e Temporary market failurein the supply of heath care and drugs through weaknesses in regulations;
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e Resistance to the shift towards genera practice from both the public, who are used to bypassing general
practitioners, and the specialists, who feel that their jobs .are threatened by the changes;

e Regulation and quality control of both public and private services.

Despite recent reforms, health systems in many transitional economies remain predominantly publicly funded. Hedlth
expenditure as a percentage of gross domestic products in transition economies was higher than in developing countries at
similar income levels 3 main challenges in the implementation of social insurance...

e Revenue obtained from insurance has been lower and less stable than expected.
e  Mechanism to pay health-care providers is another issue to tackle.

e Thereis need to determine the right benefit package offered by the insurance scheme in terms of the items
included and excluded from that package.

Adoption of payroll-based health insurance during the transition has been followed by a marked increase in health
expenditure as a percentage of gross domestic products. This necessitates increased efficiency in public sector resource
mobilization, explicit shift in Cost burden to the active population, and complete introduction of financial incentivesinthe
implementation of social insurance. Itiscritical that health insurance schemes should he made as effective as possible and
based on sound economic and actuarial principles . The design of new health finance mechanisms should provide
effective protection to vulnerable groups while, at the same time, encouraging the development of competition among
providers. This requires anumber of measures to increase revenue and make health expenditures more cost-effective.

With anew emphasis on cost recovery, health services now tend be available to those with the ability to pay. There have
been concern and evidence that private payment for health care, especialy at the point of delivery may be a barrier to
access for the poor and reduce the utilization of health services. Analysis of a household survey in Kyrgyzstan showed
that, in 1996, a quarter of those who were either sick or injured did not seek medical care because they could not afford. In
Vietnam, outpatient consultation had declined by 50 per cent since the late 1980s, from 2.1 visits per capitain 1987 0.9 in
1993. For this reason, necessary government interventions are needed to provide health care for the indigent and public
health services.

China offers interesting lessons for reform in health-care financing. It introduced socia insurance reforms in the
mid-1980s. With the new policies, a health-care utilization rate for both urban and rural populations was significantly
increased from the mid-1980s to the early 1990s. The challenges are finance and provide both public health and
health-care services to the poor in the countryside, where 70 per cent of the population reside [*Y,

7.1 Policies to reform health services

Thereisan urgent need to improve the quantity, quality, and mix of health services in transition economies while making
them more efficient and equitable.

Most transition economies are adopting similar policies enabling their health-care systems to depart from the model in
which the state is the sole provider of health services, as well as making them more efficient, competitive, and
decentralized

7.2 Privatization of the health sector

Most transition economies have adopted legislation to legalize the involvement of the private sector in the production,
trade, and distribution of drugs, medical equipment, and supplies by doing this, transition economy have introduced
market-oriented mechanisms into the health system, namely consumer choice and competition between different
health-care providers.
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7.3 Reform of management structures

Is includes decentralization of health management, in which local health institutions are granted larger managerial
autonomy and nearer ownership.

7.4 Reform of human resources

Financial incentives for health workers to improve quality and productivity are created by policies to introduce
performance-based financial rewards. Reform efforts in medical education have been taken to introduce the concept of
family practice and to train general practitioners.

7.5 Promoting cost—effectiveness of the delivery system
Thisis being accomplished by restructuring in favor of primary care, promoting general and family practice of medicine,
and eliminating unnecessary hospital capacity and staff.

7.6 Establishment of linked organizations

One of the main features of the health system in a democratic society is the presence of organizations that serve as links
between institutions and resources. These include associations of public health professionals, doctors, and other
health-care workers, hospitals, health professional schools. Such organizations, once absent in the former health system,
are now emerging in transition economies [*2.

8 Conclusion

Unfortunately, the public heath function was neglected during the early phase of transition. Insurance and
privatization-led health-care reform was higher on the political agenda and received more media and public attention in
most transition economies. The transformation to the market-oriented finance mechanism has weakened the financing of
public health function for two reasons. Firstly, as elsewhere in the world, there is competition between public health needs
and individual health-care needs for funding, which became even more limited during the fiscal crisis. Secondly, in most
transition economies, the general direction of health reform is towards decentralization of public sector services,
privatization, recognition of patient choice, and introduction or increase of out-of-pocket expenses. Such application of
market values to health care has created opportunities for improving the demand-focused health services.
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