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TOPIC 4. MANAGEMENT OF MEDICAL FINANCING SYSTEMS

1. The essence of financial and economic relations in medicine

2. Financial environment and resources in medicine

3. The main models of financing medicine

1. The essence of financial and economic relations in medicine


Among the financial and economic processes taking place in healthcare, the action of the market economy is becoming important:
1. Firstly, the market commercializes the medical business as a whole, as well as the attitude of each person (patient) to their health. This leads to a change in the paradigm of healthcare, the formation of qualitatively different types of economic thinking, styles of practical economic behavior of subjects of the medical industry.
2. Secondly, there is an increase in the volume of paid and semi-paid (medical insurance) medical services provided to the population.

3. Thirdly, the economic status of the medical institution is being changed. At the same time, the medical institution is increasingly acquiring the economic features of an enterprise that produces and provides services.
4. Fourth, changes in the status of medical institutions lead to a change in the nature of financial and economic relations arising in their activities (economic agent).

5. Fifthly, there is an extraordinary variety of forms of ownership and types of management in medicine.
6. Sixth, as a result of the implementation of economic activity in various economic forms, the economic condition of the medical worker himself is changing under the influence of the market.


With any organization of the provision of medical services – a State-owned enterprise or a private individual medical practice (in this case, this difference does not matter significantly), there is an immediate inclusion in a certain circle of financial and economic relations or business contacts, without which such activities are simply not feasible.

Having accepted the above thesis as the initial one, it is necessary to deal with several groups of problems that logically follow one from the other:
1. The first group of problems is expressed by the question: what and how to do? In other words, what medical services, to whom and using what organizational and legal forms to provide? To solve these problems, it is necessary to carefully consider the conditions and methods of farming at all stages of the therapeutic and preventive process.
2. The second group of problems is related to finding out with what resources it is really possible to start providing a certain type of medical services and what resources will still need to be purchased for this in addition. To solve these problems, a thorough study of the factors of economic activity in medicine is necessary. We are talking about the study of the material and technical base, the use of which is possible to a greater or lesser extent under these specific circumstances. Having found out the structure of resources, it is also necessary to find the composition and percentage ratio of the main and working capital of the organization, to identify the features of their implementation, the uniqueness of the economic movement, the specifics of depreciation. Further, the solution of issues of staffing the activities of a medical institution, the structure of labor potential and economic forms of attracting qualified specialists to work in the institution comes to the fore. The most important element of this set of issues is the definition of possible incentives and motivations for work, including the optimal combination of material and moral and psychological incentives.
3. The third group of problems is expressed by the question: who will pay for the medical services provided? To solve these problems, it is necessary to carefully study the possibilities and types of the investment process in the field of medicine. Three main groups of investors invest their funds in ensuring the functioning and development of healthcare: the patients themselves, the government and insurance organizations. These three groups of investment sources correspond to the three most common health financing systems: private, budgetary and insurance.
4. The fourth group of problems is related to finding out what the expected result of professional and at the same time financial and economic activity can be. Having objectively limited material, labor and financial resources to provide a certain set of medical services, it is necessary to clearly define the goals that can be achieved. At the same time, it is necessary to have an idea of economic optimization, that is, the ways of rational use of the available material and energy factors of medical labor, money, attracted workers of various specialties and different qualifications. It is also important to analyze the degree of compliance of resources with the achievements of scientific and technological progress and the established practice of their professional and economic use. Depending on what resources a medical institution owns – outdated, physically and morally worn out, standard, widespread in their equipment in medical institutions of this type, the advanced – one can assume what the result of their use will be. The question of the possible effectiveness of the use of resources is very important. In general, the study of efficiency is a separate economic problem. At the same time, it should be noted that for medicine, the issue of effectiveness becomes particularly complex and specific due to the fact that the effectiveness of healthcare cannot be unambiguously determined.
5. The fifth group of problems is related to the determination of the actual result of the activity received – the provision of medical services. It is known that the distance from the desired to the actual is sometimes very large. This is more typical for healthcare, where achieving the set goal may encounter a significant number of the most unexpected obstacles. However, despite all the uncertainty and unpredictability of healthcare, it is still possible to calculate the actual results. To solve these problems, it is necessary to carefully develop the financial and economic regulatory framework of the medical industry. A certain system of natural, cost and relative indicators has been created and is constantly being improved, quantitatively characterizing the results of both medical professional work and economic activity in healthcare. This regulatory framework is used for the following purposes: to determine the starting conditions for the functioning of a medical institution as a business entity; to analyze the current financial and economic condition of a particular medical institution or a private practitioner. The system of characteristics is used not only to fix the economic situation at any given moment, but also to control the dynamics of configurations of certain characteristics of the activity of a medical institution. The system of characteristics is used not only to fix the economic situation at any given moment, but also to control the dynamics of configurations of certain characteristics of the activity of a medical institution. The same analysis can be carried out for the medical industry as a whole, a sub-sector or a region. Knowing the content of the characteristics under consideration, having an idea of the calculation methodology, it is possible to generally find the configuration in the health status of the population or a group of patients and perform socio-economic adjustments.
6. The sixth group of problems is how to manage the financial and economic processes taking place in medical institutions. Labor, production that are financial and economic activity as such, being a conscious purposeful process carried out by a person, should be manageable. It is only a matter of the degree and conditions of manageability, methods of management activities. As for healthcare, it is an industry that initially tends to be managed at different levels and in different forms. To solve these problems, a thorough study of medical management, economic and administrative-legal regulation of the economic mechanism of the medical industry is necessary.
7. The seventh group of problems can be formulated as follows: how to achieve economic success? To solve these problems, a thorough study of medical marketing issues is necessary, such as: demand, supply, pricing in the field of medical services, advertising, economic emblematic (trademarks, brand names, symbols), consumer psychology, etc.
2. Financial environment and resources in medicine

In economics, resources are usually divided into four groups:
1. natural (land, water, solar energy, air, forests, etc.)

2. material (buildings, equipment, raw materials, etc.)

3. labor (workers, employees, managers, etc.)

4. financial (profit, authorized funds, cash, etc.)

Natural, material and labor resources are characteristic of any production, organization, institution, any field of activity and, therefore they are called basic resources. Financial resources arose at the market stage of the development of social production and, therefore they are referred to as derivative resources.



Material resources are a combination of natural and invested resources. Structurally, they include: medicines, medical equipment, facilities, medical instruments, dressings and patient care products, etc.

Human resources are medical personnel: doctors, nurses, etc.

Financial resources are a set of funds (own, borrowed, attracted) that are in financial and economic circulation and they are used in the process of entrepreneurial activity of a medical institution.
Financial resources are usually divided into 3 groups:
1. Own monetary resources are the basic part of all monetary resources of the organization. They are formed at the time of its creation and are available throughout the entire period of activity. These are the authorized fund (capital), contributions of participants and shareholders, profits remaining at the disposal of the organization, depreciation deductions, staff payments, budget financing and targeted financing from extra–budgetary special funds (on an irrevocable basis), charitable contributions, humanitarian aid. Due to the lack of its own sources of financing, the organization uses other sources of financing and turns to loan and borrowed funds.
2. Loan financial resources are mainly loans from various financial and credit institutions issued at interest on a repayable and time-urgent basis. They cover the temporary additional need of the organization for funds. Loans are often used more efficiently than own funds, because they carry out a faster cycle, have a purpose, they are issued for a specified period and they are accompanied by interest collection. These reasons force the organization more closely monitor the movement of loan funds and the effectiveness of their use.
3. Attracted financial resources – this group of funds includes the balances of funds and reserves of the organization itself, temporarily unused for their intended purpose, reserves for future payments, etc. All these funds will be used for their intended purpose in due time, therefore, only the remnants of these funds and reserves can act as a source of financing and only for a period of time preceding their intended use.

Financial and economic support for the activities of a medical institution should be based on certain principles.
 The production resources of a medical institution are of great importance in effectively solving the problem of meeting the needs of a medical institution for financial resources.

The production resources of a medical institution are the material basis of the organization's activities.



In the most general sense, the production resources of a medical institution consist of fixed and working capital.

Capital is the relationship between people regarding the creation and distribution of specific economic forms of income of an enterprise based on hiring staff. By financial definition, capital is called all assets (funds) of an institution. By functional definition, capital is only a real object, that is, means of production. Capital as a means of production is divided into means of labor and objects of labor and, depending on the turnover of these parts, is divided into fixed capital and working capital.

The scheme of the fixed and working capital of the medical institution is shown in Fig. 1.

The capital value advanced on the means of labor (buildings, structures, machines, machines, equipment, etc.) retains a certain natural form in the production process, in which it acts throughout the entire period of operation. The means of labor enter into circulation gradually, in parts, to the extent that their value is transferred to the cost of the product produced or the service provided. Due to this feature, this part of the capital takes the form of fixed capital. 
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Fig.1. Fixed and working capital of a medical institution

Fixed capital:
- fully participates in production and retains its consumer value for a long time;
- its cost is transferred in parts to the manufactured product / service throughout the entire period of use and returned to its owner also in parts, as the finished product is sold or services are provided;
- it is not materialized in the finished product or service;

- it is restored after physical and moral wear and tear after several cycles.

Fixed capital is characterized by its structure: land plots; capital expenditures on land improvement; buildings, structures and transfer devices; machinery and equipment; vehicles; tools, appliances, inventory (furniture); working and productive livestock; perennial plantings; other main assets.

Otherwise, a part of the capital advanced on labor items and labor force turns around. The cost of purchased raw materials, auxiliary materials and fuel is fully included in the cost of the goods or services produced, and when be sold, it is fully refunded in cash to the business entity. This part of permanent capital takes the form of working capital.

Working capital:
- during one period of production, it loses its old consumer value and can be materialized in the created product or service provided;

- its value is fully transferred to the cost of the goods produced or the service provided and is fully returned to its owner in monetary form after the sale of the goods, services;

– working capital is reimbursed after each cycle.


Working capital is characterized by its structure: raw materials, materials, semi-finished products, auxiliary materials, fuel reserves, spare parts for repairs, stocks of low-value and wear-out items, work in progress, stocks of finished products in stock, cash balances in the bank account and cash register.


In the conditions of formation and development of the medical services market, medical financial relations are of particular importance. They are implemented in a certain financial environment.


The main structural elements of the financial environment of medical institutions are shown in Fig. 2.
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Fig.2. Financial environment of medical institutions
Financial support for the activities of medical institutions is a determining factor of financial stability, solvency, and most importantly the competitiveness of medical services. The basis for this is financial resources, which can be classified as follows:
1. In practice, financial resources appear in two main types:
- long-term financial resources (mainly in the form of fixed assets – capital, buildings, structures, medical equipment);

- short-term financial resources (mainly in the form of revolving funds – medicines, fuel, energy, wages, that is, resources for current activities).

2. Financial resources are distinguished by sources of formation:
- internal sources of financial resources formation – authorized capital, profit, depreciation charges;

- external sources of financial resources – subsidies, grants (budget), loans, compulsory and voluntary medical insurance, sponsorship, charity, etc.
3. According to the form of ownership, financial resources are divided as follows:

- budgetary (State) resources – State and local budgets, compulsory medical insurance;
- extra-budgetary (non–governmental) resources - voluntary medical insurance, paid services, charitable contributions.
4. According to the degree of ownership, financial resources can be:

- own financial resources;

- loan (attracted) financial resources.

Own financial resources are the total resources that are in economic circulation and belong to a medical institution. Their movement is ensured by internal sources of development. These include retained earnings and depreciation charges. They are stable, but limited by the service life of medical apparatus and equipment, the speed of cash turnover, the amount of current costs and the growth rate of medical services.

Loan (attracted) financial resources are resources that do not belong to a medical institution, but are temporarily at its disposal along with its own. These include bank loans, share issues, own debt obligations, etc.

3. The main models of financing medicine
In most developed foreign countries, extensive experience has been accumulated in the formation of the resource potential of healthcare, including financial resources.

The established models of healthcare in the world practice are based on three main systems of healthcare financing in terms of organizational and financial features:

- State system (budget model/system, national, "Beveridge model" or Beveridge system, English model, as well as socialist model): up to 90% of funds come from budgetary sources, the main provider of medical services is the State, they are provided as a public good, financing is carried out through universal taxation, management and control by government bodies, equal access to medical care for all citizens (Great Britain, Denmark). The principles of socialist healthcare largely coincide with the Beveridge systems, but unlike them they are characterized by a comprehensive role of the State in the organization of healthcare from above – centralization of management (the principles were developed by N.A. Semashko and established as the basis of healthcare in the USSR).
- Social health insurance system (budget insurance model/system, "Bismarck model" or Bismarck system, German model): financial resources of healthcare are formed at the expense of insurance premiums of entrepreneurs, working citizens and State subsidies, while the main one is financing from extra-budgetary health insurance funds; the role of the government in such a system is limited, it determines the list of basic services that should be provided to the insured, establishes the groups of the population that should be insured, regulates the amount of the insurance premium, considers controversial issues and defines the basic “rules of the game” (Germany, Spain, France, Sweden, Japan).
- Private system (insurance model/system, American model, private medicine): provides that the activities of medical institutions are financed mainly by voluntary health insurance contributions and the sale of paid services to population; puts the main task not public, but individual responsibility for health; it has a developed system of private health insurance, a wide variety of programs covering a significant part of the population, - among the main State programs, we can single out – for the old people, for the poor people, for the military servicemen, for the military servicemen who are retired; programs for the middle class population are mainly carried out by private insurance companies (the USA, Switzerland, Japan, the Netherlands).

Among the models in transition (the stage of reform), you can single out the health care systems of post-Soviet countries, which historically were based on the model of N.A. Semashko, and are now making a full or partial transition to insurance financing mechanisms.


Modern reform of healthcare financing in Ukraine involves the construction of a budget-insurance model, namely:


- transition from budget financing of healthcare by individual items of expenditure to financing by long-term stable standards that take into account the specifics and focus of the activities of medical institutions;
- combination of budget financing of medical institutions with the development of insurance medicine and services to the population, servicing enterprises and organizations under contracts;

- strengthening the independence of medical institutions, the growth of the initiative of labor collectives to address issues of economic activity and social development;

- establishment of direct dependence of wages, social development, material incentives on the final results of the activities of medical institutions, the quality of medical services, labor efficiency;

– the use of various forms of management, including rental relations, individual labor activity.


The mechanisms for the formation of the financial potential of healthcare in each country have their own characteristics, but at the same time there are certain general principles that allow for sufficient financial support for the medical industry.


Depending on the sources of financing, countries can be characterized as shown in Table 1.
Table 1

Priority sources of healthcare financing in the countries of the world
	Country
	State 

funding
	Insurance
	Private 

financing

	
	
	Mandatory
	Voluntary
	

	Austria 
	3
	1
	2
	3

	Belgium
	3
	1
	2
	3

	United Kingdom 
	1
	-
	3
	2

	Greece
	1
	-
	2
	3

	Indonesia
	1
	-
	3
	2

	Spain
	3
	1
	2
	3

	Italy
	1
	-
	2
	2

	Canada
	1
	1
	2
	3

	The Netherlands
	-
	1
	2
	3

	Germany
	3
	1
	2
	3

	USA
	3
	2
	1
	3

	France
	3
	1
	2
	3

	Sweden
	1
	-
	3
	2

	Switzerland
	-
	2
	1
	3

	Japan
	3
	1
	2
	3

	Note:

1 – priority value; 2 – second in importance and volume of financing; 3 – third in importance and volume of financing


Despite the existence of different systems of healthcare financing, the sources of financial resources formation in the countries of the world are similar (Fig. 3). Thus, the formation of resource potential in the developed countries of the world is determined not only by the model of the organization of the health system, but also by the level of development of the mechanism on which this model is based.

Methods of financing medical institutions at the macro level

The method of financing is a way of distributing funds from a source of funds between manufacturers of medical services.



Fig.3. Sources of healthcare financing in the developed countries of the world
In general, there are three methods of financing healthcare:
1. The budget by articles - the budget formed based on the increment of budget indicators – it is determined by how much in the proposed budget expenditures for a particular item are growing compared to the budget of the current year. The item-by-item budget focuses on organizational units and objects of expenditures (correctness of expenditures, not expediency of results), performance and efficiency indicators can be applied, since they are more difficult to justify in the item-by-item budget process.
Advantages: strict centralized control over the use of funds, the medical institution does not need to "puzzle a head" over their rational use, the risk to the medical institution is minimized.

Disadvantages: does not allow medical institutions to flexibly adapt to non-standard conditions or local situations; there are no direct incentives to increase the efficiency and productivity of medical work; there is a tendency for the deterioration of medical care; in conditions of budget deficit, only the following items are financed: wages, food, purchase of medicines and utility costs, which are far from contributing to the development of the industry.
2. The total budget is the total payment to cover the pre–determined expenses of a medical institution for a certain time.
Advantages: relatively low administrative costs, free redistribution of available resources if necessary, the ability to use economic incentives to improve the efficiency of medical work.

Disadvantages: avoiding treatment of complex cases of the disease, reducing the quality of medical care due to insufficient, limited budget compared to the needs of a medical institution. Sometimes the advantage of the method - the free redistribution of resources can become a disadvantage: an increase in the number of personnel and their meager wages will prompt a deformation of the ratios in the expenses of a medical institution.
3. Financing per capita is a payment to cover the cost of a certain package of services for a certain time for each resident.

Advantages: projected costs that stimulate the medical institution to work more efficiently, not to provide unnecessary services; relatively low administrative costs.
Disadvantages: high financial risk, which can lead a medical institution into bankruptcy; decrease in the quality of medical services due to a large amount of work, which leads to decrease in the price of ordinary medical services.

There is no ideal, flawless method of financing medical institutions. Any method should correspond to the specific situation and goals facing the healthcare system. Mixed systems of financing and payment for medical services are the most universal and allow using different methods of financing in each case with maximum efficiency.

In Ukraine, the basis for determining the guaranteed volume of medical care is social standards and financial norms in the field of healthcare.


Social standards are designed to establish a guaranteed volume of medical care in terms and serve as the basis for calculating expenditure standards (financial standards) in this area. Domestic legislation establishes the following groups of social standards in the field of healthcare:
- list and scope of the guaranteed level of medical care in State and municipal healthcare institutions;
- standards of medical care, including the scope of diagnostic, therapeutic and preventive procedures;

- indicators of the quality of medical care;

- standards of preferential provision of certain categories of the population with medicines and other special means;

- standards for providing inpatient care;

- standards of sanatorium-resort provision;

- standards for the provision of medicines in State and municipal healthcare institutions;

- standards for the provision of food in State and municipal healthcare institutions.

Expenditure norms (financing) – indicators of current and capital expenditures from budgets of all levels to ensure that needs are met at a level not lower than State social standards and norms.

Domestic legislation defines the following types of expenditure norms (financing):

- norms for financing current expenses per resident, and for certain types of social services – per person subject to this type of service;
- norms for financing current expenses for the maintenance of a network of healthcare and education institutions, enterprises, organizations, institutions of socio-cultural, housing and communal services and consumer services;

- norms of State capital investments for the construction of healthcare and education institutions, enterprises, organizations, institutions of socio-cultural, housing and communal services and consumer services.


According to the legislation, the guaranteed volume of medical care provided by State and municipal healthcare institutions must be determined in kind and in value terms per inhabitant of the country.

The main components of the guaranteed volume of medical care are as follows:

- the list and volume of medical services, the gratuitousness of which for the population is guaranteed by the State, in other words, the guaranteed volume of medical care;

– the volume of medical provision;

– the volume of providing patients with food and other non-medical services.



The guaranteed volume of medical care can be considered as a complex of medical and non-medical services, the free provision of which is guaranteed by the legislation of the country to citizens in case of deterioration of their health. This volume should meet a scientifically-based need and provide State guarantees to the population in the field of healthcare.
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