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Abstract 

The objectives guiding health care reforms in Germany, Switzerland and the Netherlands 

were to increase efficiency and consumer satisfaction in the provision of health care services. 

This paper sums up incentives and instruments of competition for consumers, sickness funds 

and health care providers in Germany, Switzerland and the Netherlands which are necessary 

to fulfill these objectives. Incentives for risk selection of sickness funds are high in Germany 

and Switzerland while they are low in the Netherlands. Incentives for consumer choice are 

also highest in Germany and Switzerland. In all three countries sickness funds have only few 

instruments for competition. The effects of competition have been disappointing so far. The 

objectives of competitive health care reforms can only be achieved if incentives and 

instruments for competition consistently support competitive behavior of market actors. 
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1. Introduction 

The objectives guiding health care reforms in Germany, Switzerland and the Netherlands 

leading towards more competition in social health insurance have been quite similar. These 

objectives can be summarized as efficiency and consumer satisfaction in the provision of 

health care services while at the same time maintaining solidarity of health care financing and 

effective containment of health care costs (van de Ven, Beck et al. 2003). This paper sums up 

incentives and instruments of competition for consumers, sickness funds and health care 

providers in Germany, Switzerland and the Netherlands which are necessary to fulfill these 

objectives.  

Section one assesses whether incentives for risk selection of sickness funds are in fact 

neutralized by the installation of an effective risk adjustment mechanism. If sickness funds 

have sufficient incentives for risk selection left they are more likely to focus their business 

strategies on preferred risk selection than on managing care. Section two analyzes whether 

consumers have incentives for mobility between sickness funds. If consumers only have little 

incentives for consumer mobility, sickness funds will not be induced answer consumer 

preferences – especially with regard to more efficient provision of health care services. 

Section three explores instruments for individual sickness funds to influence the provision of 

health care services. Individual sickness funds need to develop innovative arrangements of 

health care services. Otherwise health care providers will not be induced to provide services 

more efficiently. Section four evaluates the outcome of competition in social health insurance 

in Germany, the Netherlands and Switzerland so far.  
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2. Incentives for Competition: Risk Adjustment 

One of the most important prerequisites for competition in social health insurance to be 

successful – i.e. fulfilling the objectives mentioned before – is an effective mechanism for risk 

adjustment. Since there are no risk-rated premiums in any of the three countries, sickness 

funds without risk adjustment have ample incentives for the selection of risks. In case of no or 

even imperfect risk adjustment “sickness funds have financial incentives to select the 

predictably profitable consumers, i.e. clients for whom the sickness fund’s revenue (far) 

exceeds the actuarially predicted expenses. This selection and the resulting market 

segmentation may seriously threaten solidarity, efficiency and quality of care (van de Ven, 

Beck et al. 2003).” In other words: if risk adjustment is absent or incomplete, it is more 

profitable for sickness funds to select risks than to manage health care services. This behavior 

may be rational from the viewpoint of sickness funds. However, it definitely contradicts the 

objectives of the health care reforms mentioned above. 

Systematically, three adverse effects of incentives to select risks can be separated (van de 

Ven, van Vliet et al. 2004). First and most important sickness funds face a disincentive to 

react to the preferences of bad risks. As a consequence, consumers for whom the sickness 

funds incur losses due to incomplete risk adjustment will receive poor service from sickness 

funds. More important, they might also receive poor quality of health care services. It is 

rational for sickness funds to provide good service for profitable i.e. favorable risks. 

Moreover, it is also rational for sickness funds to provide bad service for unprofitable i.e. 

unfavorable risks since investments in preferred risk selection (“cream skimming”) have 

higher returns than investments in improving the efficiency of health care services. From a 

public health point of view these disincentives are fatal, since unfavorable risks are usually 

patients that are chronically ill and need high-quality services. However, if risk adjustment 

does not neutralize incentives for risk selection they will offer bad-quality services. Neither 

sickness funds nor health care providers have incentives to gain a reputation for treating the 

chronically ill efficiently and effectively (van de Ven and Ellis 2000). 

Second, if risk-selection sickness funds successfully attract favorable risks their strategy will 

eventually lead to market segmentation. Unfavorable risks (high risk patients) will be 

members of sickness funds with high contributions. Conversely, favorable risks (low risk 

patients) will be members of sickness funds with low contributions. This situation is not 
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compatible with the idea of solidarity in social health insurance countries since in fact it paves 

the way for risk related premiums. 

Third, preferred risk selection strategies that are highly rational from an individual sickness 

fund’s point of view create welfare losses for society. Investments for the identification of 

favorable risks (e.g. information technology) and investments for the attraction of favorable 

risks and the deterrence of unfavorable risks (e.g. resources used for developing effective 

marketing strategies) do not create any societal gains. Therefore, resources spent on preferred 

risk selection represent a welfare loss – even if resources spent by sickness funds for product 

innovation and contract design to improve efficiency of health care services that also attract 

favorable risks are not considered a welfare loss (van de Ven and Ellis 2000). Moreover, 

preferred risk selection strategies may create an unstable market if some sickness funds 

refrain from selecting risks. These funds may be forced to declare bankruptcy due to adverse 

selection of risks. This consequence also represents a welfare loss to society. 

In order to assess the extent of which incentives for risk selection are neutralized in Germany, 

the Netherlands and Switzerland, the following questions need to be answered: 

Does the relevant country use morbidity-based risk adjusters for the risk adjustment 

mechanism?  

Research is unanimous that adjusters based on sex and age (demographic adjusters) will 

predict actual health care expenditures of individuals quite badly (van de Ven and Ellis 2000). 

If the risk adjustment formula takes into account information of prior diagnosis and/or prior 

costs, the risk adjustment formula predicts actual health care expenses of individuals more 

accurately. Thus, it neutralizes incentives of sickness funds to select risks more effectively. 

The difference between actuarially predicted expenses and revenue from contributions and the 

risk adjustment mechanism is much smaller.  

Does the relevant country have a risk adjustment mechanism that is open-ended? 

If the risk adjustment mechanism is not open-ended, the risk adjustment mechanism will 

neutralize incentives for risk selection for only a limited period of time. After risk adjustment 

expires, sickness funds will face high incentives for preferred risk selection and high 

disincentives for improving the efficiency of care for high-risk consumers. 

Does the relevant country have mandatory risk sharing? 

There are two reasons for the introduction of mandatory risk sharing. First, the risk 

adjustment mechanism is incomplete and does not neutralize incentives for risk selection 
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effectively. Second, high-risk consumers incurring very high expenses (e.g. HIV/AIDS 

patients) may induce losses for sickness funds even in the case of morbidity-based risk 

adjustment since the formula does not sufficiently adjust outlier risks with very high 

expenses. Mandatory risk sharing implies that sickness funds are reimbursed retrospectively 

for some of the costs of some of their (high-risk) members. Although risk sharing reduces 

incentives for risk selection it also reduces incentives for efficiency (van de Ven and Ellis 

2000). Therefore, risk sharing usually is effective only above a threshold of individual health 

care expenses. Moreover, it does not reimburse all expenses above the threshold. Several 

forms of risk sharing can be discerned (van de Ven, Beck et al. 2003): 

• Proportional risk sharing: sickness funds are reimbursed retrospectively a fixed 

percentage of all its costs; 

• Outlier risk sharing: sickness funds are reimbursed retrospectively a certain 

percentage of the expenses per enrolee only as far as they are above a certain annual 

threshold; 

• Risk sharing for high risks: each sickness fund is allowed to ex-ante designate a 

specified percentage of its members for whom they are reimbursed retrospectively; 

• Condition-specific risk sharing: sickness funds are reimbursed retrospectively with 

some prospectively determined payment dependent on the occurrence of certain 

medical problems. 

Risk adjustment mechanisms are implemented in all three countries (see table 1). Risk 

adjustment differs widely with regard to the adjusters used in the risk adjustment formula. The 

mechanism is most advanced in the Netherlands. It is based mostly on two morbidity-based 

adjusters that appear to be both “effective and complementary” (van de Ven, van Vliet et al. 

2004: 45). Diagnostic Cost Groups (DCGs) are computed from hospital diagnoses. Pharmacy-

based Cost Groups (PCGs) are computed form outpatient prescription drugs. The combination 

of these two risk adjusters is able to predict almost 17 percent of total expenses. Demographic 

adjusters based on age and sex are able to predict only a maximum of 5 to 7 percent of total 

expenses (van de Ven, van Vliet et al. 2004). It is important to note that only 25 to 30 percent 

of total expenses can be predicted at all in prospective risk adjustment models (van de Ven 

and Ellis 2000). 70 to 75 percent of health care expenses are random and therefore cannot be 

predicted – neither by the risk adjustment mechanism nor by information available to sickness 

funds. Therefore, this share of total expenses is irrelevant for neutralizing incentives for risk 

selection. Although the predictive accuracy of the Dutch risk adjustment mechanism is high, it 

does not completely neutralize incentives for risk selection. For the 10 percent of patients with 
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the highest expenses in year t-1 sickness funds still incur average predicted losses of approx. 

1,000 € in year t. This compared to average predicted losses of approx. 2,500 € if there was no 

risk adjustment mechanism at all (van de Ven, van Vliet et al. 2004).  

Neither Germany nor Switzerland use morbidity-based adjusters for risk adjustment. In 

Germany risk adjustment is based on age, sex, entitlement for disability pensions, entitlement 

for sick pay, income, and registration in a certified disease management programme. The 

predictive accuracy of this risk adjustment mechanism is definitely smaller than that of the 

risk adjustment model in the Netherlands and still leaves ample incentives for sickness funds 

to make risk selection worthwhile (Behrend, Greß et al. 2004). This has also been recognized 

by the legislator. Government has decided to base the risk adjustment mechanism in Germany 

on morbidity-based adjusters from 2007. The decision about which adjuster will be used has 

not been made yet.  

Risk adjustment in Switzerland is only based on sex and age. Therefore, incentives for risk 

selection of sickness funds are large. Although health economists in Switzerland are 

demanding morbidity-based risk adjusters in order to decrease incentives for risk selection 

(Spycher 1999; Beck, Spycher et al. 2003) the Swiss legislator is very reluctant to fulfill these 

demands. Moreover, Switzerland is also the only country where risk adjustment is not open-

ended. According to Beck, Spycher et al. (2003) the legislator expected high mobility 

between sickness funds of both healthy and sick insured as soon as open enrolment was 

introduced. According to the same source the legislator argued that the obligation to accept 

every applicant would be strong enough to prevent preferred risk selection. It was expected 

that consumer mobility was high and would lead to convergence of risk structures of sickness 

funds. Therefore, the government limited risk adjustment to a period of thirteen years. At the 

end of this period (2005) it was expected that high consumer mobility prevents preferred risk 

selection from being profitable at all (Beck, Spycher et al. 2003). So far it is unclear whether 

the risk adjustment mechanism will be extended. If risk adjustment was abolished in 

Switzerland incentives for risk selection of sickness funds would be increased even further.  

The Netherlands are the only country that applies a combination of outlier risk-sharing and 

proportional risk sharing to prevent selection. The degree of risk sharing depends on the 

health care sector. Outlier risk sharing is applied for outpatient care variable hospital costs 

only. As a consequence, sickness funds are reimbursed 90 percent of costs in these health care 

sectors of individuals incurring costs of more than 4,500 Euros. Proportional risk sharing is 

applied for fixed hospital costs (95 percent), specialist care (70 percent) and variable hospital 
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costs (25 percent) (Lamers, van Vliet et al. 2003). Since 1993, the degree of risk sharing has 

been lowered gradually – parallel to the improvement of the risk adjustment mechanism. As a 

consequence, the sickness funds’ financial risk has increased gradually from 3 percent in 1993 

to 53 percent in 2004 (van de Ven, van Vliet et al. 2004). While, in Switzerland, there is no 

risk sharing at all, in Germany the legislator has introduced outlier risk sharing in 2002. 

Sickness funds are reimbursed retrospectively 60 percent of costs for individual members 

exceeding 20.450 €. This outlier risk sharing will be reformed after the introduction of 

morbidity-based risk adjustment in 2007. There is no mandatory proportional risk sharing in 

Germany. 

The last row of table 1 sums up the remaining incentives for risk selection in Germany, the 

Netherlands and Switzerland. The combination of open-ended morbidity-based risk 

adjustment, outlier risk sharing and proportional risk sharing leaves only few incentives for 

preferred risk selection in the Netherlands. Incentives for risk selection in Germany are much 

higher. Risk adjustment does not include morbidity-based risk adjusters. Although the 

legislator has recently introduced outlier risk sharing, the threshold for reimbursements is very 

high. While in Germany the legislator has at least decided to introduce morbidity-based in risk 

adjustment in 2007, there are no similar plans in Switzerland. Moreover, risk adjustment in 

Switzerland is not open-ended. Accordingly, risk selection for sickness funds in Germany and 

Switzerland is less profitable than it would be in a situation without risk adjustment at all. 

However, it is still profitable enough to make selection strategies worthwhile. This is not the 

case in the Netherlands. Even if sickness funds may have small financial incentives for the 

selection of favorable risks, they also have to consider the costs for pursuing these strategies. 

These costs consist not only of costs for identifying and attracting favorable risks but also 

consist of negative public relation effects if these strategies become public knowledge. 

Table 1: Incentives for Competition: Risk Adjustment 

 Germany Netherlands Switzerland 

Morbidity-based risk adjusters - + - 

Open-ended risk adjustment + + - 

Proportional risk-sharing - + - 

Outlier risk-sharing + + - 

Remaining incentives for risk 
selection 

Medium/High Few High 

+ Yes; - No 
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3. Incentives for Competition: Consumer Choice 

The second major prerequisite for competition to be successful is free consumer choice. 

Consumers need to have an exit option in order to search successfully for more efficient 

sickness funds:: “...the exit option is widely held to be uniquely powerful: by inflicting 

revenue losses on delinquent management, exit is expected to induce that ‘wonderful 

concentration of the mind’ akin to the one Samuel Johnson attributed to the prospect of being 

hanged (Hirschmann 1970: 21).” Free choice of sickness funds has been established in all 

three countries. However, the principal reasons behind the introduction of free choice have 

been slightly different in Germany, the Netherlands and Switzerland. 

Prior to the introduction of free choice, sickness funds in Germany charged widely varying 

income-related contribution rates (Wysong and Abel 1996). Sickness funds were fully at risk 

for all non-elderly enrolees (younger than 65) and were not allowed to calculate risk-rated 

premiums. Hence, the level of contribution rates largely depended on the risk structure of the 

enroled members. Moreover, most of the insured persons in Germany (mostly blue-collar 

employees with an income below the income ceiling) could not choose their sickness fund. 

On average this group of enrolees had to pay much higher contribution rates than others for 

the same standardized benefits package. However, they were not allowed to change this 

situation by switching to a less expensive sickness fund – while other enrolees were allowed 

to do so (mostly white-collar with an income above the income ceiling). In order to create 

equal opportunities to choose sickness funds, in the beginning of 1996 sickness funds were 

required to have annual (since 2002 monthly) open enrolment periods during which they had 

to enrol any applicant in the region (state) they were active in. It is important to note that only 

a secondary reason behind the introduction of freedom of choice in Germany was to create 

more competition among sickness funds in order to improve efficiency (Reiners 1993).  

In contrast, the reforms of Dutch social health insurance have been based on the model of 

regulated or managed competition (Enthoven 1978; Enthoven 1988). Free choice of 

consumers was intended to induce sickness funds to contract selectively with efficient 

providers and to purchase efficient health services on behalf of their enrolees (Schut, Greß et 

al. 2003). Before the reforms most sickness funds had a regional monopoly and the 

contribution rates of funds did not differ.  

In Switzerland the motivation of the legislator to introduce free choice of sickness funds was 

twofold. In the pre-reform situation sickness funds were not obligated to enrol every 
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applicant. This was considered to be unfair, since unfavorable risks had problems to get 

access to health insurance. Second, free choice for consumers was also considered to increase 

the pressure on sickness funds to increase efficiency (Greß, Kocher et al. 2004). In all three 

countries, free choice for consumers was accompanied by the introduction of some kind of 

risk adjustment mechanism (see section 1). 

In order to assess the incentives for free choice of consumers in Germany, the Netherlands 

and Switzerland, the following questions need to be answered: 

Is there open enrolment for consumers? 

Open enrolment implies that consumers are able to switch sickness funds and each sickness 

fund must accept all applicants. Usually, there is an open enrolment period during which 

consumers can switch to another fund. Open enrolment is the conditio sine qua non for free 

consumer choice. 

Is there an exceptional right to switch after an increase of contributions? 

Incentives for consumer choice are increased if consumers may change not only during the 

usual open enrolment period but also immediately after their sickness fund increases 

contributions. 

Do consumers bear the full effect of lower (or higher) contributions? 

Incentives for consumer choice are enhanced if consumers can realize the full benefits of 

lower contributions after switching sickness funds. If this is not the case, consumers may 

refrain from switching although they might do so if they were able to collect the full benefits 

of switching.   

Do employers have any interest in the switching decisions of their employees? 

Incentives for consumer choice are increased if employers are also interested in lower 

contribution rates. They might put pressure on their employees to switch to lower priced 

sickness funds. 

Are there substantial price differences between sickness funds? 

Incentives for consumer choice are enhanced if the benefits of switching (lower contributions) 

are substantial enough to outweigh the costs of switching (information costs, search costs, 

administration costs). 

Is there a strict separation between social (basic) health insurance and private 

(supplementary) health insurance?  
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Incentives for consumer choice are increased if there is a strict separation between basic 

health insurance and social health insurance (Wasem and Greß 2004). Sickness funds may 

link basic and supplementary insurance in a way that consumers are unable to realize the 

difference between both insurance products. Moreover, funds may also use supplementary 

health insurance to gather information about the risk status of applicants in basic health 

insurance. Therefore, sickness funds can also use supplementary health insurance as a tool for 

risk selection – particularly if incentives for risk selection are not neutralized effectively.  

Free consumer choice of sickness funds has been established in Germany, the Netherlands 

and Switzerland. However, incentives for consumer choice still vary (see table 2). Open 

enrolment has been established in all countries. While there are open enrolment periods in the 

Netherlands and Switzerland at the end of the year, consumers in Germany may switch at the 

end of each month. However, they are only entitled to do so after a minimum contract period 

of 18 months. Moreover, not all sickness funds in Germany have to accept all applicants. 

Company based sickness funds (BKK) and craft based funds (IKK) may restrict their 

membership to employees of the respective company or the respective craft. The market share 

of these funds is decreasing rapidly. If BKK-funds or IKK-funds decide to extend their 

membership beyond their respective company or craft they have to introduce open enrolment. 

Moreover, this decision is irreversible. In all three countries consumers have the right to 

switch immediately after their sickness fund has raised contributions.  

It depends on the manner of contributions’ calculation whether consumers can realize the full 

benefits of switching to a lower-priced sickness fund or not. In Switzerland, contributions are 

community rated and independent of income. The states (cantons) subsidize enrolee if their 

income is low. Therefore, in general, consumers can realize the full benefits of switching to 

another sickness fund. However, subsidies for low-income enrolees by the states usually 

reimburse the contributions actually paid by consumers (Balthasar 2001). Thus, low-income 

consumers have little incentives to switch to lower priced sickness funds, because they cannot 

gain any pecuniary benefits by doing so.  

In the Netherlands contributions consist of two parts. The first part is an income dependent 

contribution paid by employers and employees that is uniform for all sickness funds. The 

second part of the contribution is community rated, differs between sickness funds and is 

financed only by the insured. Therefore, consumers are able to realize the full benefits of 

switching to a lower priced sickness fund in the Netherlands. This is not the case in Germany 

where employers and employee pay 50 percent each of an income-dependent contribution that 
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differs between sickness funds. If consumers switch to a lower priced sickness fund, they 

realize only 50 percent of the pecuniary benefits. However, German employers have strong 

incentives to influence the switching decision of consumers. This may enhance consumer 

mobility if price is the only parameter for competition. However, if consumers prefer to pay 

more for better quality services there is a conflict between consumer preferences and the 

incentives for employers to influence consumer choice. Employers have no incentives to 

influence consumer choice in Switzerland and in the Netherlands. In Switzerland, the 

financing of health insurance is independent of employment. In the Netherlands, the income-

dependent part of the contribution is uniform for all sickness funds. 

Price differences between sickness funds in Germany, Switzerland and the Netherlands reflect 

differences in efficiency as well as differences in the risk structure of their members. Absolute 

price differences – which are most important for consumers – are low in the Netherlands 

(Lamers, van Vliet et al. 2003) and high in Switzerland (Beck, Spycher et al. 2003). In 

Germany, absolute price differences are dependent on income. High-income consumers will 

realize higher savings by switching to a lower prized fund than low-income consumers. 

However, in Germany, incentives to switch are substantial even for low-income consumers. 

Price differences predominantly reflect differences in the risk structure of sickness funds. 

Since risk adjustment does not neutralize incentives for risk selection effectively so far, price 

differences prevail and constitute powerful incentives for consumers to switch. Therefore, 

both in Germany and Switzerland price differences between sickness funds should be 

substantial enough to offset the costs of switching for consumers. This is less obvious in the 

Netherlands. Price differences are smaller, since they do not reflect different risk structures of 

sickness funds as strongly as in Germany and Switzerland.     

In the Netherlands and in Switzerland there is no strict separation between social (basic) 

health insurance and private (supplementary) health insurance. Although different legal 

entities are responsible for providing basic and supplementary health insurance in both 

countries, the difference is not obvious to consumers. In the perception of consumers, the 

borderline between the two insurance products blurs. In Germany the borderline is much 

clearer. Although sickness funds are allowed to cooperate with private health insurers that 

offer supplementary insurance German consumers are in a position to distinguish between 

basic and supplementary health insurance much clearer than in Switzerland and the 

Netherlands. 
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The last row of table 2 sums up the incentives for consumer choice in Germany, the 

Netherlands and Switzerland. Although there is open enrolment and an extraordinary 

switching right for consumers in case of an increase of contributions in all countries, a more 

thorough analysis reveals that some important differences between the three countries prevail. 

Although German consumers do not realize the full benefits of switching to a lower prized 

fund, incentives for consumer choice are high. This is mostly due to substantial price 

differences between sickness funds that should be sufficient to offset switching costs even for 

low-income consumers. Moreover, incentives for consumer mobility are enhanced by a strict 

separation of basic and supplementary health insurance and strong incentives for employers to 

influence switching decisions of employees. Compared to Germany, incentives for consumer 

mobility are less high in Switzerland. There are also substantial price differences between 

sickness funds. Moreover, most consumers realize the full benefits of switching to a lower 

prized sickness fund since contributions are community-rated. However, low-income 

consumers have no incentives to switch. Furthermore, incentives for consumer mobility in 

Switzerland and the Netherlands are decreased by the tie-in of basic and supplementary health 

insurance. Incentives for consumer mobility in the Netherlands are rather moderate, since 

price differences between sickness funds may be not sufficient to offset switching costs. 

However, in contrast to Germany and Switzerland, all consumers are able to realize the full 

benefits of switching. 

Table 2: Incentives for Competition: Consumer Choice  

 Germany Netherlands Switzerland 

Open enrolment + + + 

Switching right for consumers 
after increase of contributions 

+ + + 

Consumers realize full benefits of 
lower contributions 

- + (+) 

Incentives for employers to 
influence switching decisions 

+ - - 

Substantial price differences 
between sickness funds 

+ - + 

Strict separation of basic and 
supplementary health insurance  

+ - - 

Incentives for consumer choice High Moderate Moderate/High 

+ Yes; - No; (+) Yes. Majority of the population 
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4. Instruments for Competition 

Even if there were little incentives for sickness funds to select risks in a competitive 

environment and incentives for consumer choice were high, sickness funds would only be 

able to influence the efficiency of the provision of health care service if they had sufficient 

instruments do so. Otherwise, “...under competition dissatisfaction takes the form of 

ineffective flitting back and forth of groups of consumers from one deteriorating firm to 

another without any firm getting a signal that something has gone awry (Hirschmann 1970: 

26).” In order to avoid this “ineffective flitting back and worth of consumers” sickness funds 

need to be able to develop innovative contractual arrangements with health care providers that 

take into account consumers’ preferences. They will only do so if they are able to gain 

competitive advantages in the sickness funds market. Accordingly, sickness funds must be 

able to decide with which providers they want to conclude a contract and must be able to 

negotiate freely about the content of those contracts. 

Accordingly, in order to assess the instruments for competition in Germany, the Netherlands 

and Switzerland, the following questions need to be answered: 

Are sickness funds able to contract selectively with health care providers? 

If sickness funds are not able to contract selectively with health care providers they will not 

be able to gain competitive advantages. The potential for developing innovative arrangements 

for the provision of health care will be rather small when sickness funds are obliged to 

contract collectively – i.e. with every willing licensed health care provider. 

Are sickness funds able to negotiate prices and budgets freely with health care providers? 

Even if sickness funds are able to contract selectively, contractual freedom can be diminished 

by public regulation intended to contain costs. However, public regulation to contain costs 

(restrictions on prices, budgets and other contract parameters) may severely restrict the 

contractual freedom of sickness funds and health care providers.  

Are sickness funds able to influence hospital planning? 

Traditionally, in many countries hospital planning is considered to be a task of either central 

or local government. This is the case not only in NHS-like tax-financed countries such as the 

United Kingdom or Sweden but also in many social health insurance countries. As a 

consequence, government decides on hospital planning while sickness funds need to finance 
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at least the running costs of those hospitals. Moreover, the rationale to build and maintain 

hospitals may be different concerning governments and sickness funds.  

Instruments for competition for sickness funds are limited in Germany, the Netherlands and 

Switzerland (see table 3). There is some opportunity for sickness funds to contract selectively 

with health care providers in all three countries. However, these opportunities are very 

limited. Only in the Netherlands selective contracting is the legal norm for contracts between 

sickness funds and ambulatory care providers (i.e. general practitioners, specialists and 

physiotherapists). As a consequence, sickness funds are legally allowed to choose providers 

of ambulatory care. However, collective contracting prevails over contracting between 

sickness funds and hospitals. In contrast to the Netherlands, collective contracting is still the 

legal norm in Germany and in Switzerland for ambulatory care as well as for hospital care. 

Yet there are exceptions from this norm in both countries. In Germany, sickness funds are 

allowed to contract selectively with general practitioners in order to offer gatekeeping models 

for their insured. Moreover, the legislator recently earmarked one percent of overall budgets 

of ambulatory care and hospital care for integrated care projects. Sickness funds are free to 

determine their contractual partners for these projects. In Switzerland, sickness funds are only 

allowed to contract selectively with health care providers if their insured enrol in managed 

care tariffs.   

Sickness funds and health care providers are only free to negotiate prices and budgets of 

contracts in Switzerland. This is true for ambulatory care and hospital care as well. However, 

if sickness funds intend to raise their contributions they need to get approval from a 

governmental agency. In the Netherlands, a governmental agency determines maximum 

tariffs for prices in ambulatory care and hospital care. Moreover, budgets for hospitals are 

fixed ex ante. Thus, there is little leeway for the contractual partners. There is a similar 

situation in Germany. Sickness funds and health care providers determine prices and budgets 

on a collective level. In fact, the legislator has set maximum prices by determining that 

budgets of providers may not grow faster than the income of sickness funds. This restriction 

does not apply to integrated care projects. The respective legislators have implemented 

approval of contribution increases (Switzerland), maximum prices (Netherlands) and 

restricted growth of budgets (Germany) as strategies to contain raising health care costs. 

There are little differences with regard to hospital planning in Germany, the Netherlands and 

in Switzerland. Individual sickness funds have no direct influence on hospital planning in any 

of the three countries. Regional governments (Germany, Switzerland) or the central 
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government (Netherlands) decide about the planning, building and maintaining of hospitals. 

In Germany and in Switzerland regional governments have to finance fixed hospital costs 

(building and maintenance) while sickness funds have to finance variable hospital costs. In 

the Netherlands, sickness funds have to finance all hospital costs. Since they cannot influence 

fixed hospital costs at all, proportional risk sharing reimburses 95 percent of all fixed hospital 

costs. 

The last row of table 3 sums up the instruments for competition of individual sickness funds 

in Germany, the Netherlands and in Switzerland. In all three countries, individual sickness 

funds have only few instruments for competition. The differences between the countries 

reveal two different approaches of the legislator to enhance the ability of individual sickness 

funds to contract selectively. In Germany and Switzerland, the norm of selective contracts 

prevails. However, the legislator has introduced exceptions from the norm in both countries. 

Sickness funds in Switzerland may contract selectively with providers in order to offer their 

insured managed care tariffs. In Germany, sickness funds are also allowed to do so in order to 

establish integrated care projects. In the Netherlands, the legislator chose to follow a different 

approach by changing the norm of contracting in one health care sector (ambulatory care). 

However, the norm did not change in other health care sectors. Therefore, individual sickness 

funds have some instruments for competition in all three countries, but severe restrictions still 

apply. 
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Table 3: Instruments for Competition 

  Germany Netherlands Switzerland 

… with individual 
providers of 
ambulatory care 

 

(-) + (-) Selective 
contracting… 

… individual 
hospitals 

(-) - (-) 

… individual 
providers of 
ambulatory care 

(-) - + Prices and budgets  
can be freely 
negotiated between 
individual sickness 
funds and … … individual 

hospitals 
(-) - + 

Can an individual sickness fund influence 
hospital planning? 

- - - 

Instruments for competition Few Few Few 

+ Yes; - No; (-) No. Exceptions under specified circumstances are possible. 
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5. Effects of Competition 

The analysis so far has assessed incentives and instruments for competition in social health 

insurance in Germany, the Netherlands and in Switzerland. The effects of competition are 

measured by evaluating whether the basic assumptions of health care reforms in those 

countries have been fulfilled in practice. Health care reforms in Germany, Switzerland and the 

Netherlands have been based on three assumptions. 

1. Sickness funds compete with each other via price and quality of services without 

having permanent monopoly power.  

2. Consumers have free choice between insurers and exercise their right to choose – or at 

least threaten to do so. 

3. Non-effective and/or non-efficient providers are induced by insurers to work more 

effectively and efficiently and provide good quality. 

The first assumption presumes that sickness funds compete with each other via price and 

quality of services without having permanent monopoly power. This also implies that it is 

more profitable for sickness funds to manage health care services than to select risks. In 

Switzerland and Germany the second part of this assumption clearly does not hold in practice 

(see table 4). While sickness funds in Switzerland apply risk selection strategies actively and 

openly (Beck 2003), German sickness funds do so more diffidently by selective marketing 

and other “weak” selection strategies. However, in both countries risk selection is still 

profitable for sickness funds because of incomplete risk adjustment mechanisms – in 

Switzerland more than in Germany (van de Ven, Beck et al. 2003). There is no evidence of 

risk selection strategies in the Netherlands (van de Ven, van Vliet et al. 2004). Therefore, the 

prevalence of selection strategies in Germany, the Netherlands and in Switzerland confirms 

the analysis of incentives for risk selections (see section 1).  

While it is not very profitable for sickness funds in the Netherlands to apply risk selection 

strategies, this does not mean that sickness funds in the Netherlands in fact manage health 

care services actively. Instead, the main instrument of competition of Dutch sickness funds is 

supplementary insurance (Greß and Groenewegen 2004). Although legally sickness funds are 

not allowed to offer supplementary insurance they do so via private subsidiaries. Consumers 

are unable to differentiate between these different legal entities. Sickness funds link basic 

health insurance and supplementary health insurance in order to attract new enrolees. Since 
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they are allowed to realize profits from supplementary health insurance, sickness funds in the 

Netherlands focus their business strategies on this field instead of managing health care 

services in basic health insurance. This is also true for sickness funds in Switzerland. 

However, the primary instrument of competition of sickness funds in Switzerland is risk 

selection (Kocher, Greß et al. 2002). Since consumers are well informed and price differences 

are considerable in Germany, the contribution rate is the primary instrument of competition of 

sickness funds in this country (Greß 2002a). However, price differences do not reflect 

different levels of efficiency in the provision of health care services but mostly differences in 

risk structure of sickness funds (Jacobs, Reschke et al. 2002).  

Formally consumers indeed have free choice in all three countries. Incentives to exercise their 

right to do so are high in Germany and Switzerland and moderate in the Netherlands (see 

section 2). Consumers in fact are very sensitive to price differences in Germany, less so in 

Switzerland and the Netherlands (Beck, Spycher et al. 2003; Schut, Greß et al. 2003). It is 

quite surprising that consumers in Switzerland are very reluctant to switch to lower priced 

sickness funds, since incentives to switch are high. This might be partly explained by bad 

consumer information (Beck, Spycher et al. 2003). However, it is not surprising that 

consumer price sensitivity is higher in Germany than in the Netherlands. This finding is in 

line with the analysis of incentives for consumer mobility in Germany and the Netherlands. 

Unfortunately, the analysis of incentives for consumer mobility does not explain why healthy 

consumers switch more often than less healthy consumers in all three countries – in Germany 

and Switzerland more than in the Netherlands (Greß, Groenewegen et al. 2002). Since 

sickness funds do not calculate risk-related premiums, price differences are the same for 

healthy and less healthy consumers. Moreover, open enrolment applies to all consumers. 

Different switching behavior of different risk groups therefore points to risk selection of 

sickness funds. 

The third assumption implies that non-effective and/or non-efficient health care providers are 

induced by sickness funds to work more effectively and efficiently and provide good quality. 

So far in all three countries there is very little evidence that this assumption holds. This is 

partly due to the fact that individual sickness funds lack instruments to induce providers to 

work more effectively and more efficiently (see section 3). However, this analysis has also 

shown that in all three countries there are at least some opportunities for individual sickness 

funds to manage health care services actively. German sickness funds are allowed to initiate 

managed care projects. Swiss sickness funds may offer managed care products and Dutch 

sickness funds may contract selectively with individual general practitioners and specialists. 
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Sickness funds so far have not used these opportunities extensively (Greß 2002b; Greß 2002a; 

Greß, Kocher et al. 2004). This is mostly due to the fact that risk selection is far more 

profitable than managing care. In Germany and Switzerland it may even be hazardous for 

sickness funds to offer innovative health care arrangements, since these innovations may 

attract more bad risks and this in turn will decrease the financial position of these sickness 

funds even further. Moreover, the health care system in all three countries is still dominated 

by governmental regulations in order to contain health care costs. Sickness funds have little 

leeway to escape regulations of prices and capacities. Therefore, efficiency and effectiveness 

of health care services has not improved for consumers. Accordingly, the ultimate objectives 

of competitive health care reforms in Germany, Switzerland and the Netherlands still need to 

be achieved. These objectives of competitive health care reforms can only be reached if 

incentives and instruments for competition consistently support competitive behavior of 

market actors. 

Table 4: Effects of Competition  

  Germany Netherlands Switzerland 

Primary 
instrument of 
competition for 
sickness funds 

Contribution 
rate 

Supplementary 
insurance 

Risk selection 

Assumption I 

Risk selection 
of health 
insurers 

High No evidence Very high 

Assumption II 
Consumer 
choice 

High Low Moderate 

Assumption III 

Improvement of 
cost/quality 
ratio of health 
care services 

No evidence No evidence Little evidence 
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