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The once highly celebrated Israeli
public health system has been in a
state of crisis for over a decade. De-
spite the very high level of physicians
and medical technology, health care
services have deteriorated greatly. Hos-
pitals and clinics have been plagued by
strikes, work slowdowns, decaying facil-
ities, and inefficiency, By the end of
the 1980s, tens of thousands of Israelis
were waiting for periods of up to two
years, and even longer, for vital diag-
nostic and surgical procedures. Dissatis-
faction with the public health system is
increasing, and in a recent survey, 25
percent of Israeli families reported
having made illegal "under the table"
payments for medical services.

Some of the problems which are
present in the Israeli system, such as
the rising costs of technology, conflict-
ing priorities, and the difficulty in
deciding the optimum level of physician
reimbursement, are characteristic of

the health care crises in North America
and Western Europe. However, there
are particular factors in the Israeli
system which have exacerbated the cri-
sis and blocked significant reform. More
than most other countries, the Israeli
public system is characterized by a
basic resistance to reform and adminis-
trative paralysis.

The Jerusalem Center for Public Af-
fairs has initiated a study of the ob-
stacles to reform of the Israeli public
health care system, in an effort to de-
termine how changes in the system can
be encouraged. In particular, the study
has examined the problems of the Ku-
pat Holim Clalit (KHC -- the General
Sick Fund of the Histadrut Labor Fed-
eration), and on the basis of intensive
research, the JCPA team has formula-
ted recommendations for implementing
basic reforms in the structure of this
system.
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The Kupat Holim Clalit (KHC) System
Over 75 percent of the Israeli popula-
tion is insured by and receives medical
care from the KHC. The KHC operates
some 1,300 primary care clinics and 30
hospitals throughout the country, and em-
ploys over 5,000 physicians and a total of
30,000 persomnel. The system is owned
and operated by the Histadrut, and the
medical insurance and care provided by the
KHC are considered to be a benefit of
membership in the labor organization.
Reports from the Government Comp-
troller (1986; 1982) and from the Govern-
ment Commission of Inquiry on the Opera-
tion and Efficiency of the Israeli Health
Care System (August 1990) document major
deficiencies in-'the KHC system. In addi-
tion to frequent strikes, KHC hospitals
were found to be highly inefficient (surgi-

© particular,

cal and diagnostic facilities are operated

only a few hours a day), laboratory work
was very slow with test results often tak-
ing days or even weeks, and the physical
facilities for patients were below accept-
able standards., Patients were hospitalized
for several days or even weeks for proce-
dures which are done at other hospitals on
an ambulatory basis. Almost all of the
patients waiting months for elective sur-
gery and diagnostic procedures are mem-
bers of the KHC. Over half of the KHC
doctors are reported to have received
illegal payments for services, Many pa-
tients have made illegal "under-the-table"
payments to KHC doctors in order to
move up their surgery dates or to ensure
that their case will be handled by a par-
ticular doctor. .

Public opinion surveys consistently show
a high level of public dissatisfaction with
the KHC, Its doctors and administrators
are generally perceived as patronizing.
Clinics and hospitals are operated to meet
the needs of the medical staff and admin-
istrators, rather than those of the patients.
In addition, the KHC's obligations to its
members are not formally defined, and in
many cases, the right of the members to
specific treatment is based on ad-hoc and
arbitrary policy decisions. :

Many of the KHC's problems, and, in
the strikes of physicians and
other employees which have paralyzed the
system and increased the queues of pa-
tients, stem from its chronic operating
deficit and the resulting cumulative debt.
KHC's annual operating deficit reached 40
percent of its total budget in 1984/5 and
as of October 1989, the KHC had accu-
mulated a debt of NIS 1.4 billion ($700
million). A large. proportion of the KHC
budget goes to pay its personnel, the
physicians in particular. In order to end
the series of strikes, the KHC increased
special payments to physicians for consul-
tations ("sessiot") in 1988 and 1989 (just

before general and Histadrut elections)
without a commensurate increase in
"throughput" or productivity. To pay for

this, the KHC took short-term, high inter-
est loans, which increased the interest
payments and deficit even further.

In addition, many of the operational
difficulties and inefficiencies result from a
highly centralized administration. The
KHC headquarters in Tel Aviv attempts to
maintain tight control over the operations
of its network of clinics and hospitals
which are spread throughout the country.
Like other such organizations, the central
administration lacks the detailed knowledge
and flexibility to operate the individual re-
gions, clinics, and hospitals. At the same
time, local administrators and physicians
are given no authority over personnel or
budgets, and no incentive to. lower costs,
provide better service, or improve effi-
ciency. '

The History of Efforts to Reform the KHC

The problems of the KHC system are
well known and have been studied repeat-
edly for over twenty years. In 1973 and
1984, the KHC appointed its own panels of
experts to study the operational, adminis-
trative, and fiscal deficiencies of the sys-
tem. The Previs and Nagan Committees
both proposed the decentralization of the
system, providing flexibility and authority,
as well as increased responsibility, to the
administrators of individual regions, clinics,




and hospitals. The reccmmendations in-
cluded the creation of incentives to reduce
unnecessary expenditures and improve effi-
ciency, and personnel rotation to prevent
stagnation. Changes such as longer oper-
ating hours in clinics and pharmacies, pro-
viding a choice of physicians, and adoption
of an appointment system were also pro-
posed. In general, these recommendations
were ignored by the KHC leadership.

The government has also made some
efforts to change the role and operations
of the KHC. In 1979, the Ministry of
Health proposed the establishment of a
system of national health insurance, under
which all citizens would pay the govern-
ment directly, and the government would
then fund health care. This effort, how-
ever, which would have severely reduced
the role of the KHC, was rejected by the
Histadrut and was defeated in the Knesset.
In 1981, the government linked the provi-
sion of subsidies to KHC agreement to
participate in a regional hospital system.
This system was designed to limit unneces-
sary duplication between the KHC, gov-
ernment, and non-profit hospitals (such as
Hadassah and- Sharei Zedek), thereby in-
creasing efficiency and lowering costs. In
reality, however, the KHC continued to
operate its hospitals largely independent of
the other major facilities, and coordination
and cooperation did not increase.

In 1986, during a fiscal crisis which
threatened to force the KHC into bank-
ruptcy, the government created a special
commission, under former Treasury -official
Yaakov Gadish, to investigate the KHC
fiscal problems and propose solutions. As
a result, the government and KHC signed
an agreement which linked additional gov-
ernment funds to KHC measures to reduce
personnel, increase fees, and sell unnec-
essary properties. In general, however, the
KHC failed to implement the terms of this
agreement and the crisis deepened.

Structural Obstacles to Reform:
The Histadrut and the KHC -

The KHC was founded in 1911 and, af-
ter 1920, became an integral component of
the network of social and economic insti-

tutions and services controlled and oper-
ated by the Histadrut. After the estab-
lishment . of the State of Israel in 1948,
the Histadrut continued to operate the
KHC. It still makes policy, appoints the
directors, collects membership fees, and
provides funds, Participation in the KHC
is limited to Histadrut members, and the
labor federation automatically enrolls tens
of thousands of employees from Histadrut
factories and firms, as well as employees
of other large firms including the Israel
Electric Corporation and Israel Aircraft
Industries.

The Histadrut, in turn, is closely linked
to the Israel Labor party, which has con-
sistently supported the KHC's requests for
public funds. During the period when La-
bor controlled the government (1948 to
1977), the interests of the Histadrut and
KHC were protected, and funds for expan-
sion and operations were provided readily.
In 1977, the Labor party lost control of
the government, but continued to support
KHC/Histadrut interests in the Knesset.,
Following the 1984 elections and the for-
mation of the Government of National
Unity, Labor regained control of the Min-
istry of Health, and in 1989, party leader
Shimon Peres became Treasury Minister.
Thus, the Histadrut has generally had po-
litical support from the government for its
policies and operations.

The inefficiency and the rejection of
basic reforms in the KHC system is, to a
major degree, the result of Histadrut in-
terests and ideology. The labor organiza-
tion was founded before the state, and has
had a significant impact on the nation's
economy, social services, and labor rela-
tions.  Histadrut and thus KHC policies
are heavily influenced by a combination of
socialist and Zionist ideologies. On that
basis, the Histadrut has rejected reforms
which would have stimulated efficiency by
offering salary incentives to those physi-
cians who increase their productivity. His-
tadrut ideology demands equal payment to
employees, regardless of performance.
Proposals to charge small fees for physi-
cian visits in order to reduce unnecessary
visits (on the average, Israelis visit doctors
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three times as often as citizens in most
other industrialized countries) and to raise
income for the KHC were rejected as a
violation of the principle of equality. HMis-
tadrut ideologues worried that poorer
members would be unfairly burdened, and
be likely to postpone treatment, while
"wealthy" members would receive better
treatment. As a Labor federation, the
Histadrut has also resisted all efforts to
reduce the staff of the KHC, even though
many studies indicate that the ratio of
physicians to patients is far larger than
that found in other countries.

Despite the massive operating deficit
and cumulative debt, the Histadrut has
also refused to raise membership fees and
has blocked efforts to transfer the collec-~
tion of fees to the government. While 70
percent of the Mas Achid, the dues which
every KHC member must pay, is trans-
ferred by the Histadrut to the KHC, the
remaining 30 percent is kept by the His-
tadrut to fund its political, ideological and
other activities that are entirely unrelated
to the KFC. Thus, control of the sick
fund is a very important element of His-
tadrut funding and of its political as well
as economic power. Despite the socialist
commitment to equality, the KHC fee
structure is, in fact, regressive, so that
members with higher income pay a smaller
percentage of their income than low-in-
come members. Although the Gadish
committee (1986) and other investigations
recommended that the KHC alter its fee
structure, the Histadrut has refused to
raise fees for middle and upper income
members out of fear that higher fees
would result in mass defections to other
sick funds (thereby lowering the member-
ship of the Histadrut and thus reducing its
political power as weil).

The Role of the Government

With the failure of the Histadrut to
adopt reforms in order to increase effi-
ciency in the KHC or to increase income
from the Mas Achid, the government has
become the major source of funds to off-
set the operating deficit and interest on
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its cumulative debt. While the Histadrut
claims that the KHC is a "private mem-
ber-operated sick find," and therefore enti-
tled to full independence, it also seeks
public subsidies as a "national health care
system."

Between 1948 ‘and 1977, whén the La-
bor party dominated Israeli politics, this
view - of the role of the KHC. and its links
with the government was generally ac-
cepted. Although the government provided
up to 30 percent- of the KHC's budget,
there was no concomitant effort by the
state to influence KHC policies.” The op-
eration of the sick fund was considered to
be the responsibility of the Histadrut, and
the government simply provided funds.

When the Likud assumed power in 1977,
its leaders sought to change the basic
structure of health care in Israel, to in-
crease efficiency, and to end the subsidies
which provided the KHC with a competi-
tive advantage over other sick funds. In
1981, Minister of Health Eliezer Shostak
sought to introduce a system of national
health insurance which would have weak-
ened the Histadrut's control over the KHC,
but this effort was defeated by the His-
tadrut and its allies in the Knesset.  The
government reduced the direct subsidy pro-
vided to the KHC, but funds from the Mas
Makbil (a health service tax paid by em-
ployees and employers) increased by a
similar amount. S

Throughout the 1980s, the KHC needed
government funds in order to cover its
budgetary. deficits and repay the cumula-
tive debt. Annual emergency subsidies be-
came a regular focus of government-KHC
relations. The Histadrut, however, resisted
efforts. to link these bail-outs to the ac-
ceptance of reforms. In general, the His-
tadrut and KHC have claimed that the
KHC's chronic deficit and debt are not the
result of inefficiency and over-staffing, but
reflect the cost of services provided on
the basis of the KHC's "national role."
According to this view, the KHC provides
over forty different health services for the
government, including the operation of
medical and dental schools, the operation
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of hospitals in remote areas such as Eilat,
and the provision of medical insurance for
large families, welfare recipients, and new
immigrants. These "services" are not de-
fined by any contractual relationship or
formal government undertaking, and the
services and funding levels are not negoti-
ated in advance.

By rationalizing public funding as pay-
ment for "national services," and using its
continued political power, the Histadrut
has successfully resisted government ef-
forts to use funding as a lever to induce
change and reform in the KHC. Between
1984 and 1990, the Labor party regained
control of the Ministry of Health, thereby
making it easier for the Histadrut to ig-
nore government efforts to impose change
on the KHC. As noted above, the terms
of the 1981 regionalization accord and the
1986 agreement based on the Gadish report
went largely unimplemented, while govern-
ment funds continued to flow to the KHC.
Thus, to date, government efforts to pro-
mote reform in the KHC system have pro-
duced little change. '

Competition

By 1988, the KHC was losing thousands
of members each year to the other sick
funds. In particular, young, middle-class
families in the Tel Aviv and Jerusalem re-
gions were joining the Maccabi and Meu-
chedet funds in ever increasing numbers.
This population found the other sick funds
more responsive, providing a choice of
physicians who were available at conve-
nient times and who worked through a sys-
tem of prior appointments. Members of
these funds did not have to wait long pe-
riods for surgery or diagnostic procedures,
and had ready access to drugs and labora-
tory services, As queues for surgery and
diagnostic procedures in the KHC system
grew longer, criticism of the KHC in the
media and among the public increased. As
a result, some Histadrut leaders began to
seek changes in the image and operations
of the KHC,

In response, the Director-General of the
KHC, Dr. Haim Doron, was replaced by

Doron_
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Nahum Fassa, a Histadrut leader.
had served in this position for
years and was blamed for the lack of
change and flexibility in the system.
Fassa introduced some personnel changes
at the KHC headquarters and in some of
the KHC hospitals and regions, replacing
individuals who had been in the same posi-
tions for many years. The implementation
of these personnel changes was, in itself, a
considerable change for the KHC.

Fassa and his staff also began a broad
effort to improve the KHC's public image
and the relations between physicians and
patients. After many years of delay, a
system of appointments was finally intro-
duced in KHC clinics. Like the other sick
funds, KHC clinics began to allow mem-
bers to select their own physicians. In Tel
Aviv and other large cities, pharmacy
hours were extended significantly, and
other operating changes were introduced to
increase convenience for members. The
physical appearance of clinics was im-
proved, and the need to improve relations
between staff and patients was stressed.
Personnel from the KHC headquarters be-
gan to make periodic spot-checks at clin~
ics. Despite its large deficit, the KHC
began a very wide and expensive advertis-
ing campaign.

At the same time, the inefficiency
which characterized the operation of KHC
hospitals remained largely unchanged; the
queues for surgery and diagnostic proce-
dures were still growing. The 1988
agreement which provided physicians with
additional income did not lead to greater
efficiency in KHC hospitals, or second
shifts for surgery. Such changes were
confined to ambulatory clinics in some
hospitals and a few outpatient Cclinics.
Competition also had no effect on reducing
the size of the KHC deficit. Indeed, in
the effort to prevent further defections,
spending increased, while fees remained
generally frozen, leading to an even
greater deficit and cumulative debt.

Most importantly, KHC still insures 75
percent of the Israeli population, and in
budget and the number of members, it




dominates the other funds. Thus, the
competition is limited and its effects re-
flect these limitations.

The Commission's Recommendations

In the past, most of the efforts to
solve the KHC's problems were based on
operational reforms, including new modes
of physician compensation (i.e., capitation,
or fee for service), providing incentives for
local administrators, or increasing flexibil-
ity through decentralization. None of
these measures have or are likely to be
implemented in the KHC system. In each
case, the implementation of operational re-
forms are blocked by structural impedi-
ments and obstacles, as imposed by the
Histadrut, the KHC headquarters, and the
reliance on the government for subsidies.
Reform of the operation and administration
of the KHC requires fundamental struc-
tural changes.

In August 1990, the Government Com-
mission of Inquiry on the Operation and
Efficiency of the Israeli Health Care Sys-
tem recommended a number of structural
reforms for the system in general, and the
KHC in particular. The Commission rec-
ommended the adoption of a system of na-
tional health insurance, through legislation
which would include a clear definition of
services to which all citizens are entitled
(and the time frame in which they are to
be provided). Primary care would be the
responsibility of autonomous regional sick
funds, funded by fees paid directly to the
national health insurance system on a capi-
tation basis, and operated by administra-
tors chosen directly by their members.
The Commission recommended that mem-
bership be open to all, without restrictions
based on age, state of health, or member-
ship in trade unions. It aiso called for the
operation of all hospitals, including those
currently in the KHC system, on an au-
tonomous basis. _

Many of these proposals, which center
on a fundamental change in the relation-
ship between the Histadrut and the KHC,
were evaluated independently in the JCPA
study., It is clear that the control and
provision of most of the nation's public
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health services by a labor organization is
not justified operationally, and this ar-
rangement is politically volatile and a
major source of inefficiency. If a new na-
tional health system were to be created
now, it would certainly not be controlled
and operated by the Histadrut. Ideally,
sick funds and medical providers should be
founded strictly for this purpose, without
particular interests, ideologies, or political
constraints and conditions.

Historically, however, the KHC did de-
velop under the control of the Histadrut,
and this relationship continues to be of
central importance to the labor federation.
Although it is likely that the KHC would
provide a higher level of medical services
with more efficiency were it to be sepa-
rated from the constraints of Histadrut in-
terests and ideology, as recommended by
the Report of the Commission of Inquiry,
this process is not readily implementable.
Previous reform programs that were seen
as a threat to KHC/Histadrut interests and
relations were fiercely opposed by the His-
tadrut and this was sufficient to quash
them. Similarly, Yisrael Kessar, the cur-
rent Secretary-General of the Histadrut,
and Dov Peleg, the head of the Histadrut's
Social Welfare Committee, quickly rejected
the Commission report of August 1990 and
its recommendations regarding the KHC.
While the power of the Labor party and
the Histadrut has been weakened, the ef-
fort to forcibly separate the KHC from
the Histadrut (the practical implication of
national health insurance) through legisla-
tion in the Knesset, or to remove control
of the KHC hospitals from the rest of the
KHC system, will be difficult or impossible
to implement. '

Structural Reforms Which Can be

Implemented _ ‘
The JCPA study of the KHC system
therefore sought to identify structural

measures which are also implementable in
the current Israeli political environment.
The JCPA recommendations focus first on
changing the relationship between the
government and the KHC. The KHC
claims to be a private member-owned and




-operated sick fund, and, as such, it is not
entitled to public subsidies. Government
funding for any private organization should
be regulated contractually., The transfer
of public funds for specific services must
be based on competitive bids and negoti-
ated agreements. The state, and not the
KHC, should define the services to be pro-
vided for new immigrants, welfare recipi-
ents, psychiatric and geriatric patients.
There is also no reason that taxes paid by
members of other sick funds should go to
subsidize the inefficiency of the KHC, or
the political activities of the Histadrut.

Instead of ad-hoc "emergency bail-outs,"
all funding should be based on closed bid-
ding for services such as hospital operation
in peripheral areas, defined in advance. If
the KHC wins a contract, all sides will be
bound by its terms. If the KHC wishes to
suspend services not regulated by contract
(such as the operation of the Soroka Medi-
cal School, or clinics in peripheral regions),
it is free to do so. At the same time, if
the government decides that these services
are in the national interest, operation
should be based on contracts and competi-
tive bidding.

Despite the claims of the KHC and the
Histadrut, there is no evidence that the
KHC system can make the necessary
structural reforms if left on its own. The
flexibility and development of incentives
for increasing efficiency in individual clin-
ics, regions, and hospitals is not possible
without decentralization of authority over
budgetary and personnel decisions. The
KHC administration has discussed decen-
tralization, created committees to study
the issue, and prepared pilot programs for
several years, but, given the internal resis-
tance from headquarters and some district
heads, the results have been and are likely
to continue to be very limited.

However, if government subsidies for
KHC cease, the KHC may be forced to
implement internal reforms, including de-
centralization, in order to increase effi-
ciency. If survival depends on cutting
costs, budgeting according to priorities, in-
creasing throughput, and adapting each
unit, including clinics, regions, and hospi-

tals, to local needs and conditions, decen-
tralization might be feasible.

To date, the only changes and reforms
which have taken place in the KHC system
have resulted from the pressure of compe-
tition over the past two years. Increased
competition would accelerate the pace of
reform. The end of government subsidies
for the KHC, and the development of
competitive bidding for services which
would be open to the other sick funds,
would force the KHC to increase effi-
ciency. The government should also insure
that all citizens have a free choice of sick
funds, and that workers who choose to
belong to a sick fund other than the KHC
are not coerced or intimidated by the His-
tadrut.

These relatively small steps will not
provide a quick solution to all the defi-
ciencies of the Israeli health care system,
but, in contrast to other proposals, they
are politically and fiscally feasible., They
can correct some of the most critical in-
adequacies of the KHC rapidly without
causing major political conflicts and paral-
ysis in the system. By sorting out the
relationship between the government and
the KHC, encouraging greater flexibility
within the KHC, and fostering increased
competition among the sick funds and
other health care providers, these steps
provide a necessary foundation for im-
proving the Israeli medical care delivery
system.

* * *
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