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Introduction

All health systems exercise some form of
purchasing, which, in its most basic form,
constitutes the allocation of funds to provider
organizations. When purchasing goes beyond
the simple reimbursement of products and
services and is aligned to societal healthcare
needs and wishes, it has the potential to play a
key role in determining a health system’s over-

I

all performance. However, no single organi-
zational model of purchasing can, or should,
be applied to all health systems. Purchasing
arrangements must be determined chiefly by
each country’s main form of healthcare fund-
ing and provision.

Purchasing goes well beyond the mere
contracting of providers. It includes the
central role played by citizens and their
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governments as well as by providers’ organi-
zational forms. A central lesson derived from
our analysis is that if policy-makers are to
achieve their desired results, they need to

take a broad systems approach to purchas-
ing and act upon all the various components
of the purchasing function. If purchasing is
narrowly focused on individual elements such
as contracts, payment systems or provider
competition, it will not reach its full poten-
tial. For instance, the introduction of a new
case mix—based payment system to improve
efficiency will succeed only if providers can
count on the managerial and organizational
ability to respond to these new financial
incentives and if the health interventions
financed through the new payment system are
informed by cost and effectiveness evidence
and respond to the health needs and priorities
of the specific population being served.

A definition of strategic purchasing should
reflect this systemic approach. Strategic
purchasing aims to increase health system
performance through the effective allocation
of financial resources to providers. This proc-
ess involves three sets of explicit decisions:

*  Which interventions should be purchased
in response to population needs and
wishes, taking into account national health
priorities and evidence on cost-effective-
ness

*  How they should be purchased, includ-
ing contractual mechanisms and payment
systems

*  From whom they ought to be purchased
in light of providers’ relative levels of qual-

ity and efficiency’

Strategic purchasing should lead to a
maximization of overall health gain from
available resources (i.e., increased alloca-
tive efficiency). It addresses one of the main
problems traditionally encountered by health

planners: bridging the gap between plans and
the budgetary allocation of resources. For
instance, in many tax-funded systems of the
national-health-service (NHS) type, separate
departments carry out these functions, with
national health plans having little influence
over the historical and incremental budgetary
processes.” Purchasing theory thus underlies
the potential of this function when it is closely
linked to the planning process.

This was one of the most important
considerations when, in the United Kingdom
(UK), Spain, Sweden and other tax-funded
systems, the purchaser—provider split was
developed and introduced in the early 1990s.
Until then, these systems were regarded as
integrated systems in which a single organi-
zation filled both the third-party payer and
provider roles (e.g., the NHS in the UK). If
organized at the national level (rather than at
the regional level as, for example, in Sweden),
these two functions were also intertwined
with the ministry of health’s regulatory role.
Financial resources were typically allocated
down the health service hierarchy and provid-
ers were under NHS command and control.
The purchaser—provider split not only sepa-
rated the two functions but also made both
sides independent of direct (national) govern-
ment control. The purchasing role was given
to regional governments (e.g., in Spain and
Italy) or to separate institutions (e.g., in the
UK), while providers were transformed into
autonomous public entities (“trusts” in the
UK). Somewhat later in most of these coun-
tries, purchasers also entered into purchas-
ing relationships with other providers, both
private not-for-profit and for-profit ones.

The basic NHS relationship between
purchasers, providers and the government as
steward and regulator has thus become similar
to the traditional arrangement of actors in
countries with a social health insurance (SHI)
system, often termed Bismarckian after the
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German chancellor at the time when the first
SHI system was introduced by law in 1883. In
SHI countries, the role of third-party payers
has been delegated to “sickness funds,” which
are separate from providers — be they public
(typically owned by regional or local govern-
ments), private not-for-profit or for-profit. To
a varying degree, national (and partly regional)
governments regulate and supervise sickness
funds and providers, both of which are organi-
zationally separate from the regulating level
government (Busse et al. 2004).

As to the question of whether the separa-
tion of purchasing and providing will bring
net gains, at least in terms of economic
efficiency, organization theory highlights a
number of important factors. Markets appear
to perform well when there is a potential for
high competition, when investments do not
tie providers to specific purchasers, when
complexity and uncertainty are relatively low
and when few scale economies apply. The
absence of these conditions in healthcare,
however, has led attention to shift toward
network models. These can involve partner-
ship models, which retain purchaser—provider
separation but encourage long-term relation-
ships and integrated decision-making. The
relational contracts that are used in most
network models rely on trust in order to econ-
omize on transaction costs. Network models
resonate closely with the political ideas of the
“third way,” which has been described as an
explicit rejection of both the old centralized
command-and-control systems and of divisive
market systems. The third way seeks to find
a middle path that combines a commitment
to social values with some of the benefits
believed to flow from an entrepreneurial
approach. The obvious question arising from
third-way approaches in the healthcare arena
is whether the practice of purchasing meets
these theoretical expectations.

Citizen Empowerment

A central element in purchasing theory is that
a purchaser agent represents the wishes and
needs of its citizenry. Strategies for citizen
empowerment in purchasing can be grouped
under the following four strategies:

*  Assessing population health needs

+ Ascertaining citizens’ views and values
* Enforcing purchasers’ accountability

* Increasing citizens’ choices

It should be noted at the outset that these
strategies are aimed primarily at increasing
health systems’ responsiveness but also, to the
extent they reflect population health needs,
at improving health, equity and allocative
efficiency. However, as we note below, this is
not always the case and trade-offs between
these objectives are usually necessary. One
other preliminary consideration here is that, in
addition to these mechanisms that strengthen
downward accountability to the popula-
tion, patient empowerment is also achieved
through upward accountability of purchasers
and providers to health systems’ stewards (i.e.,
democratically elected governments).

Assessing Population Health Needs

In spite of its widely recognized importance,
health needs assessment is not routinely
carried out in many health systems; when

it exists, it is not always incorporated into
purchasing decisions. These shortcomings
are due to a variety of reasons, including the
general deficiency of the public health func-
tion in many countries, the non-geographi-
cally delimited coverage of many purchasers
(e.g., sickness funds in many SHI countries)
and the scarcity of public health skills in
purchasing organizations, particularly those
with small population coverage. Above all,
they reflect the lack of structural or functional
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integration of the public health function
within purchasing. This function seems to
work better in NHS systems in which coor-
dination or integration between public health
and purchasing is more straightforward,
however, in some NHS countries there is still
a virtual absence of health needs assessment.
In spite of the inherent difficulties in SHI
systems that, for instance, compartmentalize
preventive and curative activities, the intro-
duction of some innovative structures (e.g.,
in France) allowing for formal coordination
between actors has met with positive results
(Sandier et al. 2004).

Ascertaining Citizens’ Views and Values

Purchasers’ decisions often do not reflect their
societies’ values. There are, however, a number
of innovative experiences in Norway, Sweden,
the Netherlands and the UK on which one
can draw in order to include citizens’ views
when deciding which services to provide
(Mossialos and Maynard 1999). These exam-
ples are not exempt from complexity. For
instance, citizens’ participation in determining
packages of care has proven to be problematic.
Citizens are frequently averse to reducing care
priorities and their views often lack consist-
ency. In addition, we should take into account
the fact that the influence of social values

on purchasing priorities does not necessarily
increase equity and allocative efficiency; as a

consequence, trade-offs are at times necessary."

Enforcing Purchasers’ Accountability

There are four ways in which purchasers can
be made accountable to their populations:

*  Formal representation

 Statutory establishment of packages of
care

* Patients’ rights legislation

* Complaint mechanisms

The formal representation of consumers in
purchasing organizations is commonplace in
many European countries. The challenge lies
in determining which group best represents
consumers on purchasing boards. Another
major strategy for enforcing purchasers’
accountability is the statutory establishment
of packages of care with formal coverage guar-
antees. This is very much the practice in most
Western European SHI systems (Gibis et al.
2004) but less so in the more recently devel-
oped SHI systems in Eastern Europe and in
many of the NHS systems in northern and
southern Europe. A key means of enhancing
the role of consumers in purchasers’ deci-
ston-making and ensuring accountability is to
stipulate purchasers’ rights and responsibili-
ties. In recent years there has been a flurry
of national and international patients’ rights
conventions and declarations. Most countries
have also developed patients’ rights legislation,
while others have developed patients’ char-
ters or ethical codes. One last mechanism to
enforce purchasers’ accountability and respon-
siveness to consumers is the use of complaint
mechanisms to influence individual purchaser
decisions. This is particularly so in many
SHI systems where, due to the contractual
relationships involved, complaints are raised
before civil or administrative courts or made
to quasi-judicial bodies. Most NHS systems
have also put in place complaint systems;
however, the absence of legally enforceable
entitlements in many of them reduces the
scope for consumers to assert whether the
provision — or, more likely, the non-provision
— of a particular service was appropriate.

Increasing Citizens’ Choice

The strategies for citizen empowerment
outlined above correspond, in Hirschman’s
(1970) terminology, to “voice” mechanisms.
Health systems also increasingly rely on exit
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mechanisms, notably the choice of purchaser
and/or provider, as the ultimate strategy to
empower individuals. Consumers in most
countries have the right to choose their
primary care providers. In SHI systems,
consumers may also choose ambulatory
specialists and hospitals (albeit in some
countries — such as the Netherlands — through
a gate-keeper). Choices are more restricted
in NHS systems; however, this is rapidly
changing in many countries. Swedish and
Norwegian patients, for example, are allowed
to choose any hospital outside their county
of residence. Patients under the jurisdiction
of the English NHS have also seen their
hospital choices increased. While increased
consumer choice of providers clearly increases
responsiveness, there is debate over its nega-
tive impact on other social objectives, notably
equity, cost containment and allocative effi-
ciency. There is evidence that choice tends

to benefit the higher (and usually better-
informed) social classes and thus may lead

to increasing health inequalities. The policy
response, however, should not necessarily be
to reduce choice in line with the “equity in
poverty” argument but, rather, to focus efforts
to ensure wider access to information and to
support choice among the underprivileged.

Strengthening Government
Stewardship

There is broad consensus among analysts
and policy-makers about the central role of
government stewardship in ensuring health
system effectiveness. Stewardship’s main
functions include formulating strategic policy
directions, generating intelligence, exerting
influence through regulation and ensuring
accountability (Saltman and Ferroussier-Davis
2000; Travis et al. 2003).

The central question for policy-makers is
no longer whether strengthening stewardship

of purchasing is necessary but how to put it in
place. A preliminary consideration is the level
of government at which purchasing steward-
ship should occur (i.e., central government’s
role vis-a-vis regional or local levels and
accountability mechanisms). On the whole,
devolution to lower levels of government
tends to increase responsiveness to local needs.
It can, however, decrease equity of access

— especially for some minority groups — and
efficiency due to lack of economies of scale
and duplication of facilities.

Translating Health Policy into Purchasing
Decisions

Formulating health policy is a key function

of government stewardship but one that is
either absent or poorly carried out in many
countries. As a result, it has tended to have
minimal influence over purchasing decisions.
The following five policy lessons can be drawn
from the analysis of the failures, as well as
successes, in implementing health targets:

 Targets should be realistic but challenging
(not the mere projection of trends), trans-
parent, technically and politically plausi-
ble, evidence-based, selective and reflective
both of health needs and priorities.

* Key stakeholders, particularly the profes-
sionals involved in implementation,
should be included in setting targets.

* Targets should be supported with evidence
for effective implementation policies.

*  Sub-national development of targets in
combination with national formulation
increases the likelihood of their imple-
mentation.

* Building targets into performance-
management systems, including financial
incentives and performance reviews, also
facilitates their implementation.
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Establishing an Integrated Regulatory
Framework

Regulation takes centre stage in health
systems’ adoption of purchasing structures.
These structures typically involve the substi-
tution of hierarchical managerial relationships
with contracts, management decentralization
and a plurality of public and private provid-
ers, all of which require increased regulation.
There is a wide array of regulatory mecha-
nisms available to decision-makers to ensure
purchasing’s effective functioning.

The first lesson for policy-makers is to
achieve an appropriate balance between pro-
entrepreneurial regulation and regulation that
sets boundaries to individual entrepreneurial
behaviour. Sometimes the development of
purchasing is stifled by a host of constraining
regulations that lack mechanisms to facilitate
entrepreneurship (e.g., enabling independent
purchasing organizations and self-governance
of public providers or introducing perform-
ance-based payment systems). The oppo-
site has also been true in countries where
command-and-control mechanisms have
quickly been dismantled without an appro-
priate regulatory framework in place. This
has caused opportunistic behaviour by both
providers and purchasers, to the detriment
of social objectives. A complementary policy
lesson is, therefore, that deregulation should
not occur without simultaneous re-regulation
(Saltman and Busse 2002).

Purchasing’s intricate components require
a multi-level effort to achieve policy objec-
tives. Perverse consequences result from
narrow regulatory efforts focused on single
purchasing components (e.g., payment
systems) or on economic concerns (e.g., cost
control). Another general lesson is, therefore,
that one ought to be able to regulate complex-
ity by setting out a broad framework of
regulations that integrates and coordinates the

various aspects of cost-effective purchasing
and deals with multiple objectives.

The main regulatory mechanisms that
should be part of such a framework are
grouped into four main categories. First, there
are regulations to ensure citizens’ participa-
tion and purchasers’ accountability. Such
regulations provide for the availability of
information from purchasers about access to
health services, formal participation of citizen
representatives on purchasing boards, patients’
rights legislation stipulating what citizens can
expect from purchasers and complaint mecha-
nisms, including an ombudsperson (den Exter
2005; Hunter et al. 2005).

Second, certain regulatory mechanisms are
aimed at monitoring purchasers’ performance.
One set of regulations focuses on their insur-
ance role, guaranteeing equitable and efficient
behaviour and including mandatory insur-
ance with open enrolment, income-related
contributions or community-rated premiums
and the transfer of funds between purchasers
(applying redistribution formulae to compen-
sate for differences in the risk structure) (Rice
and Smith 2002). Another set of regulations
relates to purchasing and aims to ensure
operation within a fixed budget, a standard-
ized package of benefits and government
participation on purchasing boards.

The third type of regulation addresses
the contractual relationships between provid-
ers and purchasers. This entails setting up a
framework and rules for collective contract-
ing; specifying the roles of the various part-
ners, including purchasers, associations of
providers, professional organizations and the
government; and establishing the details of
the contracting process, including negotiation
and litigation rules. Specific rules and proce-
dures for contracting include requirements
for access to information for purchasers and
providers as well as the right of purchasers to
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evaluate the implementation of contractual
provisions, quality standards, payment-system
requirements and price regulation via national
tariffs by unit of output, such as a diagnosis-
related group (DRG), or by requiring specific
costing and pricing procedures.

A fourth set of regulatory mechanisms is
directed mainly at providers. It includes meas-
ures affecting strategic planning, technology
and licensing, certification and accreditation.

Strengthening Government’s Capacity and
Credibility

Governments face a series of technical,
economic, political and cultural barriers that
impinge on their ability and credibility to
carry out effective purchasing stewardship
(Hunter et al. 2005). First of all, the techni-
cal and administrative abilities required are
lacking, particularly in some of the countries
in Central and Eastern Europe (CCEE).
When regulatory departments exist, they are
often understaffed and have poor informa-
tion about the behaviour of purchasers and
providers. Moreover, there are substantial
transaction costs involved in formulating
health policies and, particularly, in setting a
regulatory framework, collecting information
and monitoring purchasers. Although these
costs should be offset by the efficiency gains
derived from a well-functioning purchasing
system, they still pose an economic obstacle
for some governments.

The gap between the public guarantees
of healthcare delivery and the public funding
available poses a larger economic and political
obstacle. For instance, the violation by govern-
ments of their own obligations to finance
healthcare services weakens their control
over purchasers. Political obstacles are further
increased by the inability of some governments
to enforce statutes and by the divergence of
policies among different government bodies.

Many countries also face cultural and
organizational difficulties in realizing purchas-

ing stewardship. Among these are the exist-
ence of closed social networks between
government officials, purchasers and provid-
ers, alliances that might prevent the enforce-
ment of legal agreements. Moreover, in some
countries the former management culture of
officials accustomed to command-and-control
functions might prevent them from adapting
to their new stewardship role.

Ensuring Cost-Effective Contracting

Contracts are the main vehicle by which
purchasers translate their populations’ health
needs and desires into the provision of health
services.

Linking Contracting with Planning

Establishing a purchasing strategy is the start-
ing point of the contracting process (Duran

et al. 2005). More emphasis should be paid

to requiring purchasers to develop strategic
(long-term) and operational (annual) purchas-
ing plans. These will signal purchasers’ inten-
tions by setting out service requirements,
budget constraints and performance targets.
They will also enable providers to produce
their own business plans. The contracting
cycle continues with purchasers identifying
and selecting providers, followed by negotiat-
ing contracts, reaching agreement and then
managing and monitoring those contracts.
The way this process is conducted depends on
the degree of competition involved.

An appropriate balance must also be
maintained between government stewardship
and the roles of purchasers and providers in
negotiating contracts’ main parameters, such
as activities (e.g., number of patients treated,
surgeries performed), payment methods and
selection of providers. In some countries
government determines these parameters. As
a result, the contracting parties are left with
a merely symbolic role, making contracting a
bureaucratic process.
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Ensuring Evidence-Based Contracts

Part of the rationale for introducing contracts
is to implement evidence-based healthcare by
incorporating best-practice guidelines. In real-
ity, however, this potential is far from realized
and contracts often make little or no reference
to evidence-based practices.

The first step in evidence-based contract-
ing is to ensure that the actual evidence
is available to purchasers. Most Western
European governments have some form of
health technology assessment (HTA) in the
form of national agencies, although this is
less the case in the CCEE, where HTA is less
common (Borowitz et al. 2004). These initia-
tives have yielded many valuable insights;
however, they often focus on individual
technologies and interventions rather than
on the overall organizational framework
of care within which the interventions are
used. Overall, there is still little research
that can provide the information purchasers
need, despite its availability and good quality
(McKee and Brand 2005).

The second step is to incorporate evidence
on interventions and methods of service deliv-
ery into workable contracts for specific disease
and client groups. This step entails developing
treatment guidelines that account for exist-
ing practices, the potential for change and the
resources required and a broad view of health
improvement, including both prevention and
treatment options. This is an area of major
potential but it is manifestly underdeveloped
in most countries. One exception is the UK’s
NHS frameworks, which provide a compre-
hensive approach to building health strategy,
priority interventions, treatment guidelines
and performance targets into contracts.

Moving toward Cost-and-Volume Contracts
Decision-makers often face the question of
what type of contract is the most appropri-
ate. Issues of capacity and feasibility are

paramount in their decisions. On the whole,
however, there seems to be a common trend
toward service (cost-and-volume) and
performance-based contracts. SHI countries
in Western Europe are increasingly adopt-
ing more complex forms of cost-and-volume
contracts, particularly ones that define prod-
ucts and include performance indicators.
European NHS systems, at the start of the
purchaser—provider split reforms, adopted
block contracts that have become progres-
sively sophisticated by incorporating better
definitions of volume and product. Many of
the CCEE, when they introduced SHI based
on contracts, began with retrospective forms
of cost-per-case contracts aimed at increas-
ing activity; given upward cost pressures,
however, they have also been increasingly
moving toward cost-and-volume contracting.
Such contracts seem to have the most poten-
tial for signalling the appropriate incentives
to providers because they allow purchasers to
decide the volume of care required, to define
the product and to determine cost-effective
forms of intervention. At present, however,
most of these contracts are still relatively
unsophisticated.

Paying for Performance

A system of payment, with its built-in finan-
cial incentives, is the main mechanism for
contract implementation, to the extent that
often there is little difference between a
contract and the payment system it involves.
An optimal payment system should induce
providers to deliver top-quality treatments
that respond to patients’ needs with a high
degree of technical efficiency. However, no
single payment system seems to achieve all

of them and trade-offs frequently become
necessary. Retrospective methods of reimburs-
ing providers by fee-for-service and/or per
diems increase service productivity as well as
responsiveness but can have a negative impact
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on cost containment and efficiency. When
providers are reimbursed for finished cases
through some case-mix measure, the incen-
tive is to treat cases more efficiently; however,
problems with allocative efficiency and cost
containment remain. This is not to say,
however, that the answer lies simply in intro-
ducing prospective global budgets.

Many Western European countries have
adopted a form of global budget based on
prospective levels of activity and adjusted for
severity through some case-mix measure such
as DRG or one of its variants. Most countries

Policy-makers, therefore,

might prefer to opt for more
transparent and easy-to-
implement systems rather than
more sophisticated systems that
have greater potential but that
face greater implementation and
monitoring challenges.

also have an additional payment component
based on retrospective cost-per-case reim-
bursement, usually for particularly expensive
treatments or for cases handled by providers
that lack contractual agreements with their
purchasers.

Within this broad convergence in payment
models, there is still much diversity involving
aspects such as the choice of case-mix measure
to adjust for severity and the use of financial
incentives to reach target levels of efficiency
and quality. Many methodological aspects also
remain unresolved. A main methodological
debate concerns the definition and measure-
ment of the healthcare product, which has
led to the development of a host of case-mix

measures such as DRGs, patient-management
categories (PMCs) and disease staging. A more
complex methodological challenge is how to
pay for the treatment of diseases that require
various episodes of care at different levels.
Another area that requires further empha-

sis and methodological innovation is linking
payment incentives to quality indicators set
out in contracts; for instance, providers’ adher-
ence to standards of care or fulfilling a series of
health outcome and responsiveness targets.

In sum, there is broad convergence toward
global budgets based on activity levels, which
are adjusted by the severity of patients’ health
status, and on performance targets. In other
words, such budgets incorporate inputs
(severity), processes (activity) and outcomes
(performance). However, a number of unre-
solved methodological issues require further
innovation and development. A note of
caution about the limits of payment systems
is also pertinent here. Incentives often act
as a double-edged sword: they can be easily
“gamed” by providers who invariably have
better information than purchasers (Rochaix
et al. 1998). In addition, excessive reliance on
payment systems can detract from investing
efforts in other possibly effective strategies.
Moreover, there are important trade-offs in
terms of the transaction costs and manage-
ment skills required to implement complex
payment systems. Policy-makers, therefore,
might prefer to opt for more transparent and
easy-to-implement systems rather than more
sophisticated systems that have greater poten-
tial but that face greater implementation and
monitoring challenges.

Promoting Quality through Contracts

Quality strategies can be examined in rela-
tion to the stages in the contracting process,
including negotiating (specifying appropriate
quality requirements); monitoring (requir-
ing and checking provider quality reports or
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getting feedback from the public); and review-
ing (agreeing on changes to improve quality
via the contract) (Velasco-Garrido et al. 2005).
Prior to entering into a contract, a
purchaser can establish a series of qual-
ity requirements and pre-select only those
providers who fulfill them. At a minimum,
purchasers should contract only with licensed
facilities and personnel; purchasers might also
set higher standards and contract only with
certified personnel and accredited providers.
Accreditation measures have been devel-
oped mostly in the United States (US) and,
although they have attracted interest in
Europe, have been implemented there on a
relatively small scale and with limited impact.
In the CCEE, requiring provider accreditation
and certification as preconditions for contracts
has resulted in significant improvements in
the quality of hospital infrastructure and care.
A more eftfective approach is to specify
a series of quality requirements in contracts.
These can be enforced through regulations,
sanctions and/or payment incentives. There
are three main types of quality requirements

(Velasco-Garrido et al. 2005):

*  Standards of care: These (e.g., mandating
providers to use a particular set of clinical
guidelines) are particularly useful in cases
where evidence is sound and uncontro-
versial (e.g., adherence to diabetes care
guidelines).

*  Quality assurance initiatives: Clinical
governance in the UK is an example.

*  Quality targets (process and outcome):
Process targets can entail levels of provi-
sion or wait times for certain interven-
tions. Outcome targets can use surrogate
measures such as blood pressure levels (if
clearly correlated with patient-relevant
outcomes) or patient-relevant outcome
targets such as mortality from certain
conditions (e.g., myocardial infarction).

In addition to specifying quality require-
ments in contracts, performance monitoring is
central to achieving improved quality. There is
a need for regionally or nationally coordinated
schemes, particularly when there is competi-
tion between purchasers and providers and
a provider is likely to contract with several
purchasers at the same time.

With or without Provider Competition?

Most countries that discussed or introduced
new forms of purchaser—provider separa-

tion during the 1990s did so on the basis

that there would be supply-side competition.
Competition was to be the market-based
lever for improved performance. In practice,
however, competition did not always material-
ize as theorists and policy-makers intended.
In some ways this was entirely predictable. For
one thing, healthcare markets are character-
ized by strong elements of spatial monopoly
(resulting from patients’ inability or unwilling-
ness to travel), making competition difficult
to achieve. In addition, it became clear (e.g.,
with the advent of the internal market in the
UK in 1991) that the political consequences
of market failure — resulting from supply-side
competition — would be unacceptable.

It also became clear that transaction costs
could make supply-side competition expen-
sive; ways of economizing on these were,
therefore, often sought. As a result, a number
of countries attempted to encourage longer-
term collaborative arrangements between
purchasers and providers. This raises the ques-
tion of whether contracting can operate effec-
tively when purchasers do not have a choice
of providers. On one hand, the contracting
process in itself is a mechanism for purchas-
ers and providers to be more explicit about
mutual expectations than would otherwise be
the case. On the other hand, if a purchaser
cannot, in a case of unsatisfactory service from
an existing provider, move to an alternative
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provider, the stimulus for provider efficiency is
seriously compromised.

One possible way out of this conundrum
is to rely on proxy competition. Regulators
can benchmark provider performance and
require change in the case of persistent fail-
ure. Additionally, it is possible to draw on the
concept of contestability; that is, new entrants
to a market (e.g., through franchising arrange-
ments) might pose a threat to existing provid-
ers even if actual competition does not exist.

Implementing Contracting

A common set of political, financial, mana-
gerial and organizational obstacles can
hinder contracting implementation. The

first major obstacle is the high complexity

of most contracting mechanisms. The major
complexities are the design of contracts, the
development of appropriate payment systems,
the specification of quality requirements and
the monitoring of performance. All of these
require a high level of managerial and techni-
cal skill, together with wide-ranging informa-
tion systems that are not available to some
purchaser organizations in several Western
European countries, let alone in less devel-
oped Eastern European countries. Moreover,
these mechanisms are very resource intensive,
a factor that can pose an economic barrier

to their implementation. The establishment
of a contracting system, therefore, needs to
be preceded by an assessment of purchasing
organizations’ capacities and, when required,
by investing in appropriate training programs
and information systems.

In some countries, the organizational
design and roles of purchasers and providers
might also pose major obstacles to imple-
mentation. These include fragmentation of
purchasing, poor complementarity of design
among strategies, inappropriate organizational
definitions of purchaser and provider roles and
institutional (legal and administrative) imped-

iments (Duran et al. 2005; Langenbrunner et
al. 2005).

Issues also arise involving design comple-
mentarity among different strategies that
provide incongruent incentives (e.g., financial
ones) that are inconsistent with the quality
indicators specified in a contract. Sometimes
these problems apply to specific strategies (e.g.,
the adoption of payment mechanisms across
settings) that do not complement one another
and, therefore, undermine allocative efficiency.

Inappropriate definition of purchasers’
functions is also likely to hinder contract
implementation. In particular, there is much
uncertainty about the roles of purchasers
in the implementation of strategies such
as health needs assessment, health strategy
development, provider accreditation and
development of specification guidelines for
quality indicators in contracts.

Issues germane to organizational coher-
ence also apply to provider organizations
involved in contracts. For contracting to
function properly, providers must have suffi-
cient managerial and financial flexibility in
order to respond to a contract’s demands
and incentives (discussed in the section on
providers below). Further organizational
reform of purchasers and providers is often
blocked by institutional — legal or adminis-
trative — impediments. Many new models of
purchasing organizations (both for purchasers
and providers) have no chance of taking root
unless they are preceded by a broader reform
of the civil service and the public sector in
which they are to be based.

Political and cultural issues comprise the
third category of implementation obstacles.
For instance, ministries of health often have
vested political interests in not delegating
decision-making to purchaser organizations,
particularly in areas such as the selection and
contracting of providers.
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Developing Appropriate Purchasing
Organizations

Finding the Right Purchaser

An important distinguishing feature of the
range of purchaser organizations found in
different European countries is the nature of
their vertical organization (Robinson et al.
2005). This can involve macro, meso or micro
levels of purchasing. Given this variety, the
obvious question is what level of purchasing

is likely to be most effective? Methodological
difficulties in tracing causes and effects,
coupled with the weakness of empirical
evidence, make it difficult to offer an unam-
biguous answer. Moreover, the history of the
health service organizations in a given country
and their current institutional structures act

as powerful constraints on feasible purchasing
models. Clearly, a one-size-fits-all recommen-
dation is untenable.

It is possible, however, to make some
observations that policy-makers should take
into account, albeit with a clear eye to their
own national and/or regional and local situ-
ations. One is that devolution of decision-
making seems to be associated with a number
of advantages. Macro-level purchasing rarely
offers the managerial autonomy necessary
to improve local decision-making. The new
public management seeks to give managers
the opportunity to manage rather than to
act as inflexible bureaucrats. This is far easier
to achieve within lower-level organizations,
where entrepreneurship and innovation can be
expected to follow. Similarly, responsiveness to
patients and the public is likely to increase as
purchasing decisions are taken closer to users.
Contracting also becomes a more effective
mechanism because negotiations take place
between local decision-makers. Nonetheless,
it must be recognized that some functions
require a strong national focus (e.g., public
health goals and the pursuit of equity targets).

Choosing between Multiple Purchasers

One of the most powerful ideas to influence
public policy during the 1980s and 1990s

was the belief that markets and competi-

tion have the capacity to improve efficiency.
In Europe, proposals to extend consumers’
choices of insurer/purchaser and to allow
greater competition among purchaser organi-
zations have sought to avoid the excesses of
the US managed care system (Smith et al.
2005). In the Netherlands, for example, poli-
cies designed to increase competition between
insurers and sickness funds have devoted
considerable effort to the derivation of appro-
priate risk-adjustment formulae in order to
avoid adverse risk selection.

Notwithstanding these developments
in the Netherlands (as well as in Germany
and Switzerland), the most striking finding
to emerge from our study is that, despite the
considerable pro-competition rhetoric that has
characterized health service debates in Europe
in recent years, the overwhelming majority of
purchasing organizations continue to operate
in non-competitive environments. Sometimes
this occurs because macro-purchasers are, by
definition, monopoly purchasers. In other
cases, effective competition is made difficult
because purchasers are territorially based. In
yet other cases, the requirement for purchasers
to make standard packages of care available
reduces the dimensions over which competi-
tion can operate.

Does the absence of demand-side compe-
tition matter? To those who argue that choice
and competition are powerful stimulants
for improved provider responsiveness and
increased efficiency, the absence of compe-
tition is a cause for concern. However, if a
country’s institutional structure does not
lend itself to purchaser competition or if the
downside of competition (e.g., reduced equity
and increased transactions costs) is considered
too great, alternative mechanisms can be used
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to achieve similar ends. Overall, there does
not seem to be a strong case for relying on
demand-side competition as a mechanism for
improving purchaser performance (Maarse et

al. 2005).

Improving Provider Performance

Bearing in mind the timing of most purchas-
ing reforms, it is too early to make firm policy
conclusions. Nonetheless, it is possible to
draw some general lessons about the main
factors and conditions that influence provid-
ers’ responses to purchasing.

Increasing Provider Autonomy

Institutional providers in Europe vary

greatly in their degree of autonomy. Limited
autonomy and flexibility to respond to new
contracting incentives have been major causes
of purchasing failure in many countries.

To achieve greater hospital autonomy (see
Harding and Preker 2000) and hence more
flexibility for providers to respond, policy-
makers can extend decision-making rights
over key areas such as hiring and firing; deter-
mining the number of staff members and their
skill mix; financial management (e.g., the abil-
ity to take loans); determining the level and
scope of activities; and making decisions about
capital development, including ones related to
numbers of beds and technology. Moreover,
decision can increase market exposure by
introducing some form of provider market
competition combined with a regulation of
residual claims in such a way that “leftover”
resources remain with providers (Saltman and

Busse 2002).

Making Providers More Accountable

There are several mechanisms to ensure
managerial accountability linked to the
contracting process. Purchasers can negotiate
performance targets with providers, monitor
the extent to which these have been achieved

and, if the targets have not been achieved,
amend or terminate contractual agreements.

Public accountability means that provid-
ers must also communicate the results of
their performance to patients and the public.
Information such as numbers of patients
treated, complication rates, wait times and
procedures completed can be made acces-
sible via media such as consumer journals,
Web sites, newspapers and/or hospital-based
publications. Emphasis is growing on the
systematic and independent measurement of
provider performance. This is increasingly
used in countries to benchmark performance
across providers (e.g., via hospital leagues).
Provider autonomy must be accompanied by
increased transparency, and these efforts are
likely to continue and grow.

Managing a New Power Balance

The introduction of purchasing — and its
subsequent increase in provider autonomy

— results in a different balance of power and
incentives among purchasers, providers and
consumers. Policy-makers need to be aware of
the range of provider responses to these new
balances. These responses might be positive or
negative depending on whether providers see
the introduction of purchasing as an opportu-
nity or a threat.

Providers might respond to new power
balances in a structural or a tactical manner.
An example of a structural response is a
merger with other providers to increase
market power. Tactical responses refer to how
a provider operates in a concrete contracting
process with a provider. Provider behaviour
might be entirely opportunistic and contrary
to system-wide objectives (e.g., by increas-
ing activities in order not to miss out on
extra resources) but can also be in line with a
system’s objectives of equity, effectiveness and
efficiency. Contracting out, creating integrated
healthcare delivery networks and developing
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initiatives to reduce wait times are examples of
such provider-driven responses. The strength
of provider-driven responses will depend on
each provider’s ambitions (in this regard, a
distinction should be made between pioneers,
followers and conservatives).

A final distinction resides among political,
judicial and managerial responses. A political
response, in particular, has caused the failure
of purchasing in many European countries.
Providers often mobilize political resources to
increase pressure on a purchasing agency and
to influence the contracting process in their
favour.

Conclusions

Analysis of many European countries shows,
not surprisingly, diverse approaches to
purchasing (Figueras et al. 2005). There are,
however, some clear common trends.

The various approaches undertaken
across Europe reveal that reform efforts must
focus on strengthening purchasers’ ability to
respond to consumer needs and to establish
more cost-effective contracts with providers.
Concurrently, without capable government
stewardship, strategic purchasing is bound
to fail. Government needs to provide clear
leadership by formulating health policies and
establishing a set of health targets that can
guide purchasing decisions and provide a
basis on which to evaluate its overall impact.
The high complexity of strategic purchasing
also requires putting in place a comprehen-
sive regulatory framework that integrates and
coordinates purchasing’s various components.
This framework must achieve a fine balance
between regulation that favours and limits
entrepreneurial behaviour so as to ensure the
attainment of health system objectives.

The political, technical and financial abil-
ity to implement strategic purchasing is the
most important factor determining its success.
Most, if not all, of the strategies we have

reviewed in this paper are complex and require
a high level of technical and managerial skills,
together with wide-ranging information
systems that are lacking in many countries.

In addition, strategic purchasing leads to new
power balances among key stakeholders and,
therefore, it might often face major political
obstacles to implementation. This possibility
calls for an incremental approach to imple-
menting strategic purchasing, one that uses
pilot experiments to test the most complex
strategies and limits, at the outset, the scope
of purchasing to some services as well as
builds political consensus to ensure purchas-
ing’s sustainability.

Endnotes
1 This chapter summarizes the topics developed in
depth in Figueras et al. (2005).

2 These explicit decisions are an expansion of the

discussion by the World Health Organization (2000).

3 In this paper we distinguish between the upper-

case National Health Service found in the UK and

the similar lower-case national-health-service type of
system found in several other countries. For conven-
ience, we employ the initialism NHS to refer to both;
in every case, our meaning is readily apparent from the
contexts.

4 The results of citizen consultations and debate on
priorities in Sweden are reflected in a series of guide-

lines (McKee and Figueras 1996).
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