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Singapore has a compelling health policy story. In a nutshell, the population enjoys excellent health
status while public and total expenditures on healthcare remain low. Its achievements look all the more
remarkable in comparison to its high income peers in OECD, as shown in the following table:

Table 1. Health expenditures and health outcomes

High income Singapore
OECD
Total health expenditure (% of GDP) 12.6 4.6
Public health expenditure (% of total health expenditure) | 61.4 39.8
Life expectancy at birth, total (years) 80.7 82.3
Mortality rate, under-5 (per 1,000) 5.1 2.8

Source: World Bank (2016).
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International benchmarking lend further credence to Singapore’s fine record. The Economist
Intelligence Unit (2014) ranks its health system the second best (after Japan) out of 166 in the world.
Similarly, the Bloomberg Health-Care Efficiency Index 2017 ranks it second best among 55 countries.

Like all good stories, there are villains and heroes in the Singapore story: market competition
and medical savings account are the heroes that fight off the evils of information asymmetry
and moral hazards that are the bane of healthcare systems. The remarkable headline numbers
and the accompanying narrative have attracted widespread admiration from commentators
around the world in recent years (For example, see Callick 2008; Haseltine, 2013; Gobry 2014;
Doutthat 2017].

Alas, if only healthcare policy were so simple. The reality is messy and there is no magic bullet.
Singapore’s success in healthcare is built on a panoply of measures developed and refined over
decades. The measures employ a variety of policy tools that both individually and collectively
target the market and government failures afflict the healthcare sector. For a comprehensive
understanding of health policy in Singapore, we need to understand all the policy tools used
and how they operate individually and in relation to each other.

For starters, the Singapore government intervenes heavily and comprehensively in the health
sector, especially after the unsatisfactory experience with corporatisation, deregulation and
marketisation of the sector in the mid-1980s which saw massive rise in costs and public disquiet
(Ramesh, 2008A). The 1993 White Paper, which critically reviewed the 1980s reforms, bluntly
noted: “Market forces alone will not suffice to hold down medical costs to the minimum.... In
healthcare, supply tends to create its own demand, thus raising healthcare expenditure. The
Government therefore needs to intervene to prevent an oversupply of services, to dampen
unnecessary demand and ultimately, to control costs” (Government of Singapore, 1993). The
report particularly emphasised the need to regulate fees charged by providers and control the
supply of hospital beds and physicians. It also boldly addressed the delicate issue of rationing
demand: “We cannot avoid rationing medical care, implicitly or explicitly .... To get the most
from the limited health budget, we need to exclude treatments which are not sufficiently cost
effective to belong to the basic health package available to all.” (Government of Singapore,
1993, p. 24). In the following years, the government refined its health policy interventions that
involved vast expansion in the range of tools it employed to manage the sector. The underlying
trend in the choice of tools was their focus on addressing specific governance problems rather
than promoting the role of the market or the state.

The policy tools currently used to manage the healthcare sector in Singapore are summarised
in Figure 1. The tools include a variety of regulatory, organisational, fiscal, and information
tools with the Ministry of Health (MOH) at the helm. Collectively, they form a
counterweighing system of incentives and disincentives that encourage the key stakeholders to
pursue cost-effectiveness, make prudent economic decisions without compromising the overall
policy goals of providing necessary healthcare to all at affordable costs.
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Figure 1. Policy Tools in Singapore’s Healthcare System

Organisation Fiscal
e Public ownership of Hospitals e Subsidy to Public Hospitals
e Active Management of Hospitals e Medisave, Medifund, and
e Competition among hospitals Medishield
e Out-of-pocket payments

[ Government }

Regulation Information
e Close monitoring of all significant e Publishing prices, bill sizes, and
aspects of providers’ operations clinical outcomes
e Active regulation of providers e Public Campaigns

Organisational Tools

A distinct feature of Singapore’s health system is the overwhelming dominance of the
government in hospital ownership, with public hospitals accounting for more than four-fifths
of all hospital beds in the country.

Similar to many other countries, Singapore began reforming its public hospitals in the mid-
1980s in the face of mounting public expenditures on health. Pursuing cost reduction through
enhanced efficiency, the reforms promoted competition among hospitals and operational
autonomy for managers. Competition was also intended to promote customer-focus, as public
hospitals were viewed unfavourably by users.

The award of autonomy to public hospitals and competition among them did indeed improve
service quality and cleared surgery backlogs but it also increased costs and reduced
affordability (Ramesh, 2008A). The adverse trends led the government in the 1990s to
intervene in all significant aspects of hospitals’ operations, their autonomy notwithstanding:
the types and volume of specialised clinical services they provide, the fees they charge, the
salaries they pay, and the expensive equipment they purchase. It also tweaked the formula by
which it paid hospitals, to ensure that hospitals did not under- or over-supply services.

In 1999, the government established two similarly sized “clusters” of vertically integrated
public hospitals and clinics. The reorganisation was intended to promote economies of scale,
effective coordination and planning of resources, better integration of inpatient and outpatient
facilities, and a more effective patient referral system within each cluster. Notwithstanding
government ownership, each public hospital is a legally autonomous entity registered as a
private firm. Legally, they enjoy operational autonomy in all areas, including recruitment,
remuneration, purchase, and pricing of services. They also have substantial revenues and
surplus from treating patients in non-subsidised wards which reinforces their autonomy. Yet
the fact that the government remains the owner means that it can control and direct them, if
necessary, in ways not possible if they were truly private firms. Inspired by the success of two
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competing clusters, and seeking to further enhance competition, in 2015 all public hospitals
and associated polyclinics were reorganised as 6 regional clusters spread across the island.

“Public ownership of what are legally private firms allows hospitals the autonomy they need to operate
in a competitive environment and yet be within the government’s direct reach.”

Public ownership of what are legally private firms allows hospitals the autonomy they need to
operate in a competitive environment and yet be within the government’s direct reach (Ramesh,
2008B). It provides the government a channel for receiving market feedback and a tool for
controlling hospitals’ behaviour. As an owner, the government can shape hospitals’ behaviour
without having to resort to onerous regulations or purchase negotiations that would be
necessary if they were truly private firms. This has been particularly useful for controlling user
charges, physicians’ remunerations, and the number of hospital beds in different ward classes,
for instance.

Fiscal tools

Tax financing for healthcare in Singapore consists of two components: transfers to public
hospitals to subsidise the costs of care for patients who do not pay the full costs of treatment,
and tax exemptions for Medisave contributions (Tan et al 2014). Such transfers account for 25
per cent of total health expenditure and 70 per cent of the government’s health expenditure
(Ramesh 2008A). The government pays public hospitals on the basis of case-mix (diagnosis-
related groups or DRGs) as well as block grants. In the 1990s when the formula for grants was
changed from block grants based largely on historical figures to fee-for-service, hospitals
predictably increased the quantity of services they provided. As a result, in 1999 the
government introduced case-mix funding to create incentives for hospitals to make better use
of resources. To prevent under-servicing — a problem innate to case-mix because providers are
paid a fixed amount per case regardless of the services they provide — the government
subsequently moved to a hybrid system, comprising both block funding and case-mix payment
(Khaw 2005).

In addition to subsidies at public hospitals, there are many ad-hoc tax-financed schemes.
Community Health Assistant Schemes, for instance, is a income-tested scheme that offers
additional grants to low-income household for outpatient treatment. Similarly, Pioneer
Generation Package subsidises insurance premiums as well as reduces co-payments for elderly
Singaporeans. There are also public health campaigns fully financed by the government.

In 1984, Singapore established Medisave, which was then considered an unconventional
financing scheme based on compulsory savings. The government’s objective in launching the
scheme was to encourage individual responsibility for healthcare, while reducing the
government’s fiscal responsibility (Taylor and Blair, 2003). After an episode of hospitalisation,
the patient is issued with an itemised bill which can be settled directly from balances in an
individual’s Medisave account, subject to a co-payment of 20 percent paid out of pocket
(OOP), in addition to daily and annual limits on withdrawal. The mandatory nature of Medisave
and restrictions on what it can be used for has resulted in relatively large accumulated balances:
total Medisave balances amounted to S$70 billion or equivalent 18 percent of GDP in 2015.
However, after more than three decades of operation and a comparatively high contribution
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rate, Medisave forms less than 10 percent of total healthcare spending (Government of
Singapore, 2015).

Medishield, introduced in 1990 and replaced by Medishield Life in 2015, is a low-cost and
basic health insurance scheme for catastrophic hospital costs. It was introduced after the
realisation that Medisave was insufficient to pay large hospital bills. It is a voluntary scheme
(with an opt-out provision) intended to cover those up to the age of 92 years, though new
enrolment is not allowed after the age of 75 years. The premiums vary by age and are subsidised
based on the income. Thus, the annual premium for Medishield, for example, ranges from $50
for those under the age of 20 years to $1,190 for those between the age of 84 and 85. For
patients seeking more generous cover or treatment in upper class hospital wards, additional
cover may be purchased from authorised private insurance schemes. The premium for
Medishield can be paid from Medisave accounts. There are high deductibles ($1,000 per year
for a Class C ward and $1,500 for other wards) and co-insurance requirements (10-20% of the
hospital bill). In March 2015, Medishield covered 3.6 million individuals and spending through
formed less than 5 percent of total healthcare spending.

Medifund was established as a means-tested scheme in 1993 to fill the gaps left by Medisave
and Medishield. In the absence of risk pooling and cross-subsidisation, those with low life-time
incomes or the poor accumulate lower balances in their Medisave account, which in turn
determines their access to medical services. Medifund caters to those who do not have the
means to pay for their health bills from OOP or Medisave or Medishield. However, Medifund
accounts for a negligible share of total healthcare expenditure as the means test is onerous. In
2014, S$133 million were distributed amongst 766,000 applicants, an average of about S$170
per applicant.

OOP payments are large in Singapore, and is an outcome of deliberate policy design. There is
almost no entirely free healthcare in Singapore: everyone is expected to pay all or part of the
costs, including hospital care. Outpatient care, including at the polyclinics, is funded largely
OOP. The adverse effects of OOP are mitigated by lower prices at government owned and
operated polyclinics due to economies of scale and cost-cutting management practices. The
lower prices at government clinics have the flow-on effect of driving down prices at private
clinics to whom they pose latent competition.

Regulatory tools

A key feature of Singapore’s healthcare system is the tight control over access to services. To
achieve this, policymakers rely on both demand- and supply-side controls to encourage patients
and providers to be judicious and cost conscious in their use of healthcare services. For
instance, Medishield covers hospitalisation only in basic hospital wards, and prices increase
steeply if patients seek treatment in higher class wards, as subsides decline with the ward class,
being zero for the highest (i.e. the most comfortable) Class A ward. Similarly, access to
advanced tertiary care or diagnostic tests is rationed by waiting times if treatment is to be
reimbursed by Medisave and Medishield. While patients have immediate access to tertiary
hospitals and specialists, they do not receive subsidised prices in the absence of referrals.
Restrictions on the use of Medisave as well as ceilings on the maximum amount that providers
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can be paid from an individuals Medisave account reduce the malfeasance associated with
moral hazard. The MOH is known to closely monitor billing practices of hospitals and raises
alarms when it observes anomalies or suspected excessive treatment.

Singapore Medical Council, a statutory board under the MOH regulates and licenses healthcare
providers in Singapore. The Council plays an active role in ensuring that costs are
‘competitively priced’ and in the stewardship of the sector. There have been instances where
the Council has censured providers for ‘over-charging’ patients (Straits Times, 2015). Such
controls on provider behaviour reduce their monopoly power in the health sector, and reduce
room to engage in maleficent behaviour.
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Government encouraged hospital clusters to harmonise their financial, clinical, administrative and diagnostic processes
through integrated information systems.

Information tools

To take advantage of modern information technologies available for hospital management, the
government has encouraged hospital clusters to harmonise their financial, clinical,
administrative and diagnostic processes through integrated information systems. All 16 public
hospitals use the enterprise software, National Electronic Health Records. However, private
hospitals, and more significantly, private clinics continue to resist sharing information with
other providers.
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An innovative measure the government has employed to improve service quality and lower
prices is to acquire and disseminate information on hospital charges and clinical outcomes. As
the Minister of Health put it: “For economics and markets to work, we must make sure that the
conditions for market competition exist. That is why | published the bill sizes for the common
medical treatments.... When competition is brought to bear on these services, we will then
have the right incentives for the healthcare providers to do the right thing, to raise standards
even as they reduce cost” (Khaw, 2005). Since 2003, public hospitals have been required to
publish their average bill sizes (which includes charges for room, treatment, surgery, laboratory
test, etc.) for different common conditions and procedures. The collated data is subsequently
published on the MOH’s webpage. Information on the occupancy rates of hospital beds is
updated on a weekly basis. Similarly, the Ministry also publishes the distribution of bills across
public hospitals for major illnesses. The hospital managers were understandably resistant to
disclosing information on their charges and clinical outcomes but the government eventually
prevailed over them. Private hospitals were more successful at resisting participation, but many
eventually complied due to pressures from the government and users.

Given the volume of data collected over the years, the MOH now maintains online calculators,
which are synchronised with Medisave and Medishield limits. Patients may visit the website
and estimate the cost of treatment of particular episodes of illness and calculate the share of the
bill that may be financed by Medisave and Medishield. Importantly, they can make informed
choices on the particular hospital and ward class when they seek treatment, based on their
knowledge of average costs and clinical outcomes. The flow of information promoted by
government measures mitigates users’ information disadvantage vis-a-vis providers.

Concluding observations

The first conclusion to emerge from the discussion above is that Singapore’s healthcare achievements
are not the result of some magic bullet, Medisave or otherwise. Medisave forms less than a tenth of the
country’s total health spending which would make it, prima facie, an unlikely determinant of the
system’s outcomes. For a fuller understanding, we need to understand the entire range of policy
measures that the government employs and how they target the various failures that afflict the sector.

Furthermore, the case of Singapore shows that policy tools are more effective when used
simultaneously and in concert. A concerted use of different tools promote complementarities
that are unavailable when they are used in isolation. Take the case of publicly owned and
operated hospitals, a typical organisational tool. Instead of running them in traditional
command-and-control ways, the Singapore government uses its ownership rights to force them
to compete with each other and with private hospitals for users’ funds with the objective of
promoting customer focus and operational efficiency on their part. Its ownership also makes it
easier for the government to force them to disclose information on costs and clinical outcomes,
a requirement vehemently resisted by private hospitals but essential if users are to make
informed decisions. Here we see an ingenious combination of public ownership, market
competition, and price transparency to achieve different but related objectives. Public
ownership also allows the Ministry to directly acquire operational information from public
hospitals and respond with appropriate directives as necessary. This is particularly relevant in
healthcare as the governance failures are multi-faceted and deeply intertwined and, hence,
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cannot be addressed in isolation, as policy reformers in many countries have found out (Liang
and Langenbrunner, 2013; Ramesh 2013; Bali and Ramesh, 2015b; Harimurti et al 2013).
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