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The Possibilities of Transition from Health Insurance
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Abstract

This article deals with three different approachesealth care consumption
and financing that have evolved in health policydefeloped countries. After
classifying them, it focuses on public financing trecessary health care that
should be universally available. Czech system dllipthealth insurance has
been established at the beginning of the 1990'a asmpromise between the
institutional framework and aims, which were highdjevant during early phase
of economic transformation. The article analyses plossibilities of transition
from this system to earmarked health tax on pedsor@me as a dominant
source of health care financing, while preserving turrent level of fiscal capaci-
ty for health budgets. Simultaneously the sociagiegoc consequences of such
a system are discussed, while keeping social aalihhgolicy context relevant.

Keywords: health insurance, personal income tax, health goliearmarked
health tax
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Introduction

Health care financing has been the challenge éblip finance and public
policy because of ever rising costs and gainingpdrigshares of public budgets.
Simultaneously it has to deal with the progressnetlicine, e.g. availability of
new treatment methods and diagnostic techniquesdi¢aleinflation). Changes
in demographic behaviour, higher incidence of @gtion diseases and situation
on labour market influence the resources, perfoomand costs of health care
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systems. We expect a lot from national health sgstem and its effectiveness
has multiple criteria (cost-effective and sustaledimancing, equity and availa-
bility, responsiveness and quality of care), whighkes it hard to achieve the
optimal settings in particular time. The task imitr to general magic rectangle
of economic policy — management of two or three ne@conomics variables is
relatively easy, but keeping all four in good shépa masterpiece of fiscal and
monetary policy. On the income side of health sysi¢is crucial to set optimal

financial flows that will provide adequate and $akesources for health care
financing. Therefore, the topic of this researdickeris highly important.

On the theoretical level, the basic anchor of #nficle is the analysis of three
different approaches to health care provision basedifferent position of the
patient in the system — or to be more preciseewdifft incentives for health care
provision. The article argues that there is naingls type of demand for health
care, but when looking close at the demand phenomeme can identify three
subtypes of it, based on objective need evaluatiwh subjective decision split
into two different paths (Mooney, 1992). Then, wd f@ecus on how to finance
the largest part of health care that is primarigdd on objective need. We are
aware that voluntary health systems extension @edrfrom private resources
can and should exist, but they are out of thicla' scope. This approach is
rooted in the nature of health economics and heqadiicy, where financing
methods are closely connected with the institutiosacial and medical aspects
of the system and its governance (Jakubowski aftth&a, 2013). In this con-
text, we perform the theoretically informed revi®iv public health financing
policy options and possibilities.

The aim of this article is to show the reasons possibilities of transition
from public health insurance contributions to thengarked health tax as a dom-
inant health care financing source in the CzechuBkp Current system of
Czech health insurance is a result of an experimehtreturn of multiple em-
ployment-based health insurance companies in tB8'4¢9However, the princi-
ple of employment-based health insurance currestlys not comply with the
reality of labour market with high mobility of engylees, even among industry
branches. Simultaneously in the system, the patieahsume the majority of
health care based on their objective needs. It sn&@at the majority of health
care consumption is universalistic and does not hagividual limitation that
could be tied to specific agreement with insuracmapany.

Current system also works with several categmigmople, effectively seg-
menting citizens into four main social groups. Thell be described later, but
initially it can be said that this categorizatiendiebatable now. This is facilitated
by the fact, that when this system was introduddgtie@beginning of the 1990’s,
the employees were the main group that was supposedrry the insurance
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payments, since other forms (such as self-emplg@edons) only started to
emerge. It also made sense to declare that thergoeat will pay contributions
for ‘state insured’ people, so that the health iasoe companies (health budget)
will receive adequate total contributions. Basedtlnis socio-economic back-
ground, this article seeks to contribute to theodmg public debate about Czech
health system settings.

Scientific methods used to write this article ud# macroeconomic evalua-
tion of health system financial flows, public pglievaluation of health re-
sources’ settings in the Czech Republic, projecbbrsuggested changes into
health system construction and synthesis of obdereads from the health and
social policy point of view.

The State of Research Area and Theoretical Background

General social policy (Krebs, 2015), health pokeyl health economics theo-
retical background applies for this article. Heatlre system has strong and
highly visible social dimension in a view of illreeas an undesired state of dis-
tress and suffering (Durdisova and Mertl, 2013) kndwledge of social medi-
cine as a discipline (Hgk, 2009).

Two levels of solidarity appear in health systeand are inevitable for sus-
tainable financing of universal health care. Thstfievel is based on the solidar-
ity between rich and poor (solidarity in incomegcend one based on the soli-
darity between healthy and sick people (solidarityealth). The second level
is even more important for sustainability than tiist one. The reason is that
the risks selection in health is ethically, econatly and medically highly prob-
lematic and thus is not recommended to be alloweall atargeting community
rating in health insurance. The main reasons dwieatt medical, legal and eco-
nomic and have been specified in more detail egiertl, 2011).

Demand for health care is segmented and includésrbalized and explicit-
ly expressed demand, as well as implicitly hiddemadnd, and even the need for
unwanted health care (Mooney, 1992). The demantidalth care suffers from
market failure (Arrow, 1963) and adverse selectren purchasing health in-
surance (Cutler and Zeckhauser, 1997). If we apdlys health care demanded
by patients based on their budget constraintstigtgof demand for health care
is essential term. If demand for health is basegrrate spending, according
to available evidence (Feldstein, 1971) it is ratimelastic, meaning that its
reactivity to the price change is rather low aneréfore it cannot be expected
that the market structure grown on this demand beéllflexible and perfectly
competitive.
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Similarly, problems could be expected in the gevaealth insurance mecha-
nisms (Feldstein, 1973), caused by parallel exigtent direct demand based on
out of pocket payments and indirect demand thrcuegdth insurance, and also
because of the existence of information asymmaetdyaalverse selection (Arrow,
1963). On the specific principles of health inseerthe works of Bmec (2008)
and Lieberthal (2016) provide the typology of paldind private health insur-
ance systems available. The market for privatetihe@akurance suffers from
market failure, which makes very difficult or evianpossible for customers to
obtain adequate health insurance according to tiemrand for health care func-
tion throughout their life cycle. Therefore, sodjpublic) health insurance sys-
tems have emerged (for example in Germany), whietcampulsory for select-
ed social groups and greatly reduce the describaalggs with demand. Some
countries like Great Britain replaced the healdunance mechanisms as a whole
with direct financing from government budget, pding and financing health
care for every citizen as mixed public goods.

Generally, it is clear, that health care and iasue markets are incomplete
and optimal solution cannot be achieved there spmdusly (Mwachofi and
Al-Assaf, 2011). Together with health equity andioaal and social availability
requirements, it leads to universal coverage otdbjely needed health care
financed by single-payer or multi-payer systemsaltheeconomics knows several
methods of gathering resources for health careding:

« general taxation,

« earmarked taxation (the hypothecation of taxeséadth),

« social health insurance,

« two-tiered health insurance (income-related andinahpremiums, currently
only in Netherlands),

- private health insurance (currently usually highdgulated as an example
of ‘Obamacare’ in the USA shows),

« prepaid financing schemes,

« out-of-pocket payments (primarily regulatory effemt health care con-
sumption in universal part of the system).

Various countries and health systems financing efsodse specific mix of
those possibilities (Mossialos et al., 2002). Evefrthem has its own logic, and
in reality, they sometimes overlap or are usedaralel. Comparative analysis
shows that no ‘one size fits all’ or most effectaygproach exists (OECD, 2011).
In addition, each of them has significant shortaaysithat have to be minimized
in order to gain a chance to their successful implgtation. It also means
that their theoretical anchors are sometimes nedlifivhen used in practice
(Lieberthal, 2016).
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The health expenditures are not just a consumphbah at least significant
parts of them could be considered as an invest(8ethircke et al., 2005; Figueras
and McKee, 2012). As for specific earmarked he@idation resources, the work
of Doetinchem (2010), the discussion of public pplat WHO (Prakongsai
et al., 2008) and in Great Britain (Keable-Ellic2014) should be accounted.
Theoretical foundations and international expemewith earmarking have been
summarized at WHO level recently (Cashin, SparkesBloom, 2017). In addi-
tion, the current situation in the Czech healthecsystem has been assessed
(Mertl, 2015).

The volume of public health expenditure has bearyeyear increasing in
absolute terms and in the Czech Republic in tlae 615, it has reached nearly
270 billion CZK (UZIS, 2016). Health expendituretiswever very broad con-
cept today. We finance research, technologiesdingis and health networks,
drugs and medical professionals. Thus, unlike enpihst, when the main goal
was to finance a patient-doctor relationship andengoing treatment often with
palliative parts, nowadays we finance a cruciatweaf national economy with
significant synergic and spill over effects to thbole socio-economic system.
Therefore, it makes sense to discuss how the wavpart of the system will be
financed within public budgets.

Three Categories of Health Care Services and Provision

Historically, the health care paradigm has beatvavg and the health policy
must respond to this development (Mooney, 1992 Wil also clarify suitable
schemes of financing. This approach can be brokemdo classify health care
and access to it as follows (Mertl, 2012):

The first category is the oldest and by defayresents the largest and most
widely applied part of medicine. Here we are tajkabout the medicine saving
a life and health, the doctor is the one who pemfoimedical best practice’ care
and is responsible for it. Health care in this sehenust be provided — is based
on an objective indication. We see medicine asvareign art, which should not
be wasted in any way, and if its stock is in adeficy, then the criterion for its
usage is the severity of the case and the patipnt'spects for the future. It is
interesting that at this stage (historically), dwstwere able to make under
a broad social consensus such decisions that tedayterms of relative abun-
dance of resources and capacities — would be seeara problematic. In time,
the scope of this type of health care grew withldbst practice medical standards.
Gradually, the provision of health care has becamwédization and medical
achievement of systematic evidence-based pradgegtng to healing, not just



673

random human attempts to correct mechanisms ofalatalection. Obligatory
nature of providing this care, which always wiltfoa crucial part of medicine,
however, remained unchanged.

The second category, where the advancements dtimeadnade patient ap-
pear as a client, not only as a thinking biologiwalchine, which should be re-
paired by using drugs, surgeries etc. The patiastits own priorities and health
care demanded — he wants it. This type of medexa may not even have direct
medical indication. If he wants something, he stiguay for it privately, because
it improves his individual benefit. The questionisas: does this belong in the
health care space at all? Are plastic surgerytrreat plan options or a luxuri-
ous room in the hospital compatible with medicdliet? Does a doctor not
waste his skills and talent in the care of indiabpatient’s wishes, when he
should devote his effort to more severe cases? [Hdssclear reminiscences to
the previous category, where on one hand, you hwarey sufferers that the doc-
tor has to choose from to provide treatment, anthenother hand, he is asked
to provide paid, luxurious and possibly even notivally necessary treatment
to others who are able to pay for it. Over time, $bcial consensus in developed
countries settled on the fact that it is acceptable

The third category can be traced at present. Ekeldpment of new technol-
ogies, medicines, palliative medicine and diageesbf civilization diseases
especially leads to considering the effect of tremit versus the costs. There-
fore, the first clearly defined boundaries betwded indicated care and care
provided “on request” are sneaking a difficult gies what the patient really
must have? The answer might be: not everyone magwything what is in
medicine available today, there are treatment nusthbat despite a possible
medical indication primarily benefit the individuphtient utility and therefore
their consumption is allowed to be based on higviddal decision. The patient
can have them. As a negative definition of thetgadad efficacy of therapy can
be applied the principle that if a certain typecafe is not consumed (wanted) by
a particular patient, he will suffer no harm congghto the state when he con-
sumes (wants) it.

It is tough to provide actual examples of the &btypology, because they
highly depend on the country where they are appaliedithe state of development
of medicine as a whole. But as a brief illustratiore can say that for example
in current Czech stomatology, the type of ‘musté\aare are amalgam (black)
fillings for the molars (or their basic replacemeaststomatology advances), the
type of ‘can have’ are ceramic (white) fillings fthe molar and the type
of ‘wants to have’ is the care of dental hygienmtsosmetic dental care. In psy-
chiatrics, the ‘must have’ type of care is drugatment and basic psychotherapy,
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the ‘can have’ type of care is e.g. autogenic ingimnd the ‘wants to have’ type
could be e.g. personal development and coachingrttopaedics, the ‘must
have’ type is conventional endoprosthesis with ddagh rehabilitation, the ‘can
have’ is a longer lasting model of endoprostheni$ ‘wants to have’ is exten-
sive rehabilitation program after operation.

The above typology has however major impacts enrtiee of the govern-
ment in health care. Suddenly ideologically tingkspbute between government
and market (Goodman, 2005; O’'Neill et al., 2007epan light of the concrete
definitions of the operation and characteristichedlth care. In addition, this is
true even if we know that the boundaries througis¢hthree types of care are
a little bit blurred. It is obvious that for higluality health care system it is diffi-
cult to refuse to provide the ‘must have’ type afe; and vice versa care of
‘wants to have’ type in the case of understandiragia luxury could be seen as
rather ineffective and thus being crowded out eftipalth care system.

The logic above can be projected into the desifyfiunding (financing)
schemes of health care system. Its final form sl a combination of alloca-
tion of public resources on the principle of soetiécts obtained for them, shar-
ing the risks on the principle of social or privateurance and private resource
allocation based on the principle of individual bfs obtained for them, and
finally control of the rules under which the schemell work.

Because of socio-economic properties of healte aad the two independent
dimensions of solidarity in health (health statod éncome), we should not try
to focus only on the public part of health caraficing, which we see as neces-
sary, and let the market decide about the restnidr&et will just decide in such
a way, that it will very problematically measure thealth future of the patient
and try to make an insurance plan for it. That wdt work well. Moreover, it
will prevent any sharing of the burden of disedseking many of people out of
the possibility of spend their private money inexrtb gain private health utility.
We have to look deeper, and while differentiatignhiealth status is highly dis-
couraged, differentiation by wealth (income) seenwse acceptable, especially
in the connection with gaining private health tyili

If we look at our categories of demand for heatltine, we can thus divide
them as follows:

Financing care of the ‘must have’ type has toibarfced by public resources
— ideally regardless of income or health conditibnose resources should come
from taxation, it is a best way to do it and welwhow later in this article the
possibilities in this regard. To make sure thaythél not disappear in public
budgets, it can be worth to mark them as healttiratx at the time of payment
and this will be discussed later. If public paymdogs not exist or is not high
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enough to cover universally needed care, the reglulbe lower access to medical
care in the relevant social groups, an increaseidence of catastrophic emer-
gency medicine events and lost opportunities faitpp@ externalities arising
from the application of methods of social mediciAethe same time the results
of international studies show positive effects mfeistments in health on eco-
nomic growth (Suhrcke et al., 2005) and employnfemtdholm et al., 2001) —
we can say that it is advantageous to seek a leigtl bf standard of care is
closely interconnected to proven (evidence-baskegts in public health.

Financing care of the ‘can have’ type is a goaddfifor regulated private
financing schemes, optimally differentiated accogdio income, but not by the
(initial) state of health at the time of the contrar even worse, medical history.
If other insurance techniques are not applicablsp ahe simpler prepaid
schemes could be used which overcome the probldmeaith risks selection by
not utilizing them at all and relying on payingadvance and then consuming
predefined packages of health care. In this typeaoé is maintained condition
of objective medical indications and recommendagjdiut without the existence
of an objective need for particular method of tneznt. Such schemes will in-
crease the individual benefit of the individual,ilhsimultaneously regulation
of the products will prevent or reduce the inciden€ market failure in terms of
categorizing patients according to their individbehlth risk, which is undesira-
ble as stated before.

Financing care of the ‘wants to have’ type coudd direct payments, but it can
also connect with schemes of previous type (‘carefhaEspecially when taking
into consideration that the real decision-makingaddlities of most patients on
the health market are limited and it is more edfitito purchase this care collec-
tively (by third party), e.g. through health insoca or health savings account.

Based on the above classification, we will nowuon how the financing of
the public (‘must have’) part of the system coutdttansformed in the Czech
Republic, leaving methods of private financing behihe purpose and scope of
this article. Given the volume of health resouiiceSzech health system, which is
one of the lower in OECD comparison (OECD, 20186)s ihighly desirable to
preserve (at least) the amount of public resouflog@gng to the system. At the
same time, it is valuable to discuss possible agirgthe methods of how to do it.

The Evolution of Social Health Insurance

It seems that the classic social health insurapproach with defined pay-
ments and corresponding benefits for specific $gc@ups as it was introduced in
Germany at the end of the"™ 8entury is not suitable for the health care system
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financing anymore. The universal character of heedire consumption regard-
less of social group membership facilitates thimultaneously, the ceilings for
the social health insurance payments have litthsesdecause of the health con-
sumption universality (Vostatek, 2010). The comli§ were different then, we
can note that it was combined with sickness instgamnd it was meant primari-
ly as a limited financial reimbursement for heatire expenditure (Vostatek,
2000), whereas now health care consumption haslyneamtribution in kind
character.

At the same time, our goal is to preserve thaladly-based financing of the
public health care system. For this purpose, arthebpublic finance gives us
a standard tool — taxation. This has significantaathges for the financing of
the health care system that other methods canhatvec Most important ones
are equal financial burden according to disposatdeme and no risk selection
when entering the system. Generally, there areptvgsibilities how to do it.

The first one is the general taxation, which carabhieved by increasing the
general tax rate on personal income by amount redjéior public health financ-
ing. This is better according to the classical tiieaf public finance, because
hypothecated taxes are usually avoided here. litiawaldthis results in maxi-
mum simplicity of the system, because there wiljust one general tax rate on
personal income.

The second one is the earmarked taxation. Whdaritbe seen financially as
similar to the current social health insurance aaph, there are three significant
differences, which should be noted. First, no djmeceiling known from social
insurance has to exist. Second, the tax base equldl to or easily derive from
the tax base for the personal income. Third, tealth tax on personal income is
usually unified, changed by public choice and is calculated according to the
individual benefits of the insured.

Several factors should be taken into consideratiben making a decision.
Some of them are purely economic (financial); athare psychological and
public choice theory based (Keable-Elliott, 200/ can also attribute some of
those factors to behavioural economics. They casubemarized in the follow-
ing Table 1.

It is up to the policy makers which variant théyoose. Empirically, we can
see that in some countries such as Great Britanhéalth care system has been
financed from general taxation but a discussionualtioe sources of National
Health Service financing is going on (Keable-Etli@014). In Great Britain, no
public health insurance companies exist, healtivigens (especially hospitals)
are part of public service and health system isagad through decentralized
public administration. Therefore, it is purely attea of public budgets settings
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to finance the health care provision and delivarg @stitutional arrangement
supports the general taxation approach. On ther didwed, in periods of fiscal
austerity the health system is often under pressure

Table 1
General versus Earmarked Approach to Health Tax

General personal income tax Earmarked health tax ree on personal income

Simple and compatible with standard taxation More complicated, separate tax rate and tax rise

schemes

One high total tax rate, e.g. current income plus | Two lower tax rates, general income and health tax
health tax separated

Ability to be included in progressive taxation Ability to be separated from progressive taxation
schemes schemes

Hidden in general taxation, ability for the
government to change health expenditure out
of sight of people

Transparency to citizens, ability to be changea-ind
pendently of general taxation and visibly to citige

One tax base, or some categories of income could pe

One tax base excluded

Source:Own proceedings.

In other countries, such as Germany (Busse anchfdil, 2014), a single rate
of social health insurance now exists (15.5% t0520%.6% since 2015), which
is getting close to the condition of earmarked tiaxaon income from the pay-
ers’ point of view. The exception reminding theypoeis configuration of multi-
ple social health insurance rates remains thasdle&l health insurance compa-
ny can raise small supplemental percentage (orageet.1% since 2015) from
their insureds (especially when having economidlemms). The social health
insurance approach, while it has lost its origim&laning because of the univer-
sality of health care provided, can keep one okétg attributes: the visibility of
allocating a specified share of income into healithe system. As an evolution
process of German social health insurance systeene thas been an ongoing
debate in Germany (Pfaff and Langer, 2005), rasglth the suggestions of
so-called ‘Burgerversicherung’ as one of the twable proposals for the health
care financing in the future (the second being Hapschale’, which is actually
a poll tax for health care). Many other countrieshie world (more than 60) use
the earmarked income or payroll tax approach faarfcing health care (Cashin,
Sparkes and Bloom, 2017).

In some health systems, resources from generahronagked income taxation
are supplemented by indirect tax earmarking foithe@ihe examples of Finland
and Portugal have been cited (Doetinchem, 201@),iimarsome countries like
Vietnam sin taxes on tobacco are used for tobasotr@ programmes financing
(Cashin, Sparkes and Bloom, 2017). Important exanplGhana, where 2.5
percentage points of VAT (value added tax) has le@emarked for health care
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in addition to share of workers’ contribution toci&t Security and National
Insurance Trust. This results in significant shairéshana’s health budget to be
financed from indirect earmarked taxation, whichrase but working well in
Ghana'’s case (Schieber et al., 2012).

The Transformation of Public Health Insurance in the Czech Republic
to Earmarked Health Tax

In the Czech Republic, very similar system of tieaisurance as it was in-
troduced in the 1990’s is still present, but theiea@conomic conditions have
changed since then. Therefore, it makes sensee &br a change, at the same
time preserving the valuable aspects of the Czezditth system that were
repeatedly proven useful for a long time. Thesduohe solidarity, social and
geographic availability and high quality of deliedrcare. The ethical dimension
of health care financing including equity is esgdribr good health care system
in the European environment. We can note that sointke suggestions and at
first sight miraculously looking health reform pomals have silently broken
those principles and assumptions. This should b&ead, because in the end it
can deteriorate the health status of the populai@hcan cause deeper inequali-
ties in health, which will eventually lead to evgigher health care costs.

Currently, the health insurance contributions @r¢he level of 13.5% paid
from the health insurance base, which differs answwjal groups. They are:

- employers and employees — gross wage;

- self-employed — 50% of their profit, e.g. incomenas the costs necessary
to achieve it (or the fixed percent of ‘presumedtsbapplies);

« persons without taxable income — minimum wage;

- ‘state insured persons’ (children, unemployed, jeess) — fixed amount
set and changed arbitrarily based on public chigdgehe government).

This typology means that different social groupy gifferent contributions
and this differentiation serves as a factor of @qoblicy measures for the burden
placed on them. This is especially prominent in ¢hse of self-employed per-
sons, who appeared in the 1990’s and this diffexgobh was one of the key
factors of supporting their existence in natiorairemy.

Let us show how the transformation to earmarkeslthéax can be done in
the Czech Republic.

Current health insurance contributions (13.5% frme health insurance
base) can replaced by the health tax rate on pargorome. Theoretically, the
health tax base could be the same as the curreittatse for personal income;
this would provide maximum compatibility and singily. The new tax rate
could be even slightly lower that the current 13.G%proximately 12 — 13%)
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in order to maintain the current fiscal capacitgcéuse in the unified tax base
variant, the tax base will be slightly higher thha current health insurance con-
tribution base, since all personal incomes willtdveed. That would be however
controversial move from current tax and health faaoe policy, therefore
selected types of the income according to 8 8, 2Mof the income tax law
No. 586/1992 (incomes from other sources than Igbmauld be removed from
the health tax base if desired by tax policy makéfen the health tax base
would differ from general income tax base, howeWtill, it can be easily de-
rived from the general income tax base when comgutéix liability.

Of course, the position of employed and self-eiygdy which is highly
asymmetric in current health insurance, would matnge by this fiscally neutral
approach. We recognize that it might be desirabl&eep some advantage in
income health tax payments for self-employed arel éarmarked health tax
concept is compatible with this approach. Furtlaerreform can set the health
tax base for self-employed at different level thaw if desired by public choice.

Specific problem is the transformation processtieremployees, where cur-
rently the health insurance contributions are @uithetween employer and em-
ployee. If we want to do this operation maintainfisgal neutrality, the follow-
ing transformation mechanism could be potentiadigdi

Currently the employee pays 4.5% health contrdvutind 6.5% social con-
tribution (11% total), and the employer pays 9%ltheaontribution and 25%
social contribution (34% total). After the transfation, the employer pays just
a health tax 11%, and the employee pays whole 3k&éfl contribution and
remaining’ health tax 2.5%.

This fiscally neutral transformation could be damenediately. Further tax
reform could abandon the remaining 2.5% at the eyepl side and put the
health tax rate to the employee as a whole (erqiaglied health tax can then be
13.5% payroll tax for employees), or even spreadpélyment of health tax be-
tween employer and employee at new ratio (e.g.ifL.dgsired by public choice.
To maintain fiscal and labour market neutralitye tiotal labour costs for em-
ployers should remain the same afterwards.

The tax could be collected through same channgéasral taxation, with the
method that the desired tax rate will be appliethotax base. The current pay-
ment of insurance to individual health insuranceganies can be abandoned and
the health tax revenue shall go directly to thetre¢riund of health insurance,
from where it will be redistributed to health inaoce companies according to the
cost indexes. These redistribution mechanismstegrttsee same as they are now.

2 Author of this article would like to thank prof. ostatek from the University of Finance and
Administration, Prague for the inspiration on taiaployees’ transformation mechanism.
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Additional important component can be introducethe health tax relief.
This could be important from the health policy padhview. If desired by poli-
cy makers, the positive health behaviour (e.g.igipétion on prevention) could
entitle a taxpayer for health tax relief, which Wwbthe lower the amount of
health tax paid. The criteria are open for disargsshowever the behavioural
economics clearly shows that the motivation shdaddpositive in general, not
negative. As an example could serve the parti@patn prevention, proven
absence of smoking or participation in disease gam&nt programs. These
criteria, when applied properly, could provide pigsi motivation for effective
healthy behaviour. In addition, if multiple healtisurance companies are pre-
served, they can theoretically to some degreeentta the amount of health tax
relief that will be applicable to the particulatizen.

To make the proposal fiscally consistent, we hHavdeal with one more so-
cial group in the current system — the state inbsyersons. The abandoning of
social health insurance can also abandon the coo€épsurance contributions
for state insured persons as well as artificiaiked contribution base for the
government. However, the existing fiscal capacitgudd be preserved at least.
This can be done in two ways.

First, the fiscal capacity could be maintained yssending the same amount
of money as now from the government budget to #dral health care fund,
making it a pure subsidy from the government bud@kts is compatible with
the general taxation approach, but has all therddgas and disadvantaged al-
ready described. If we leave the fiscally neutnahgple used for the simple
transition analysis, the current discrete and cstsgittings of the state insured
person’s contribution could be also changed, keppie number of citizens
without taxable income relevant for calculation.cBa mechanism has been
recently discussed at the Ministry of Health leagla proposal (MZR, 2016).

It contains a relationship of the amount paid tatesinsured persons to the aver-
age wage or minimum wage (first variant is congdemore suitable) and also
possible introduction of variation coefficient dietamount paid based on differ-
ence between the actual number of state insureipeto their average for the
given period. This can compensate for the changasimber of state insured
persons caused by economic cycle (Zdravotnickylkieti16). The categoriza-
tion of citizens could be still largely simplifiethut the mechanism for setting
the amount paid to the health insurance compamiestly from the government
budget can be improved.

Second, the fiscal capacity could be maintainecedymarking part of the
excise taxes for health care. While the relatigmdhétween consumption of
goods subject to excise taxes (tobacco, alcohsblye etc.) and the individual
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health care status is not strictly causal, on therchand it is evident that gener-
ally their consumption is related to and often @ages health care expenses (side
effects of smoking, drinking, traffic...). So the capt of negative externalities
in health could be assessed here.

At the current state of excise taxes construdgtioBzech Republic, however,
it is difficult to imagine the specific excise héiatax e.g. on tobacco or alcohol.
In addition, some recent studies argue againstifgp&axes on individual com-
modities, as it increases fiscal rigidity (Coop13). Also earmarking has been
more effective when practices come closer to stahbladget processes (Cashin,
Sparkes and Bloom, 2017). Therefore, it makes senisgpothecate the share of
total excise taxes revenue for health, at the lefrelurrent fiscal capacity of the
contributions for state insured persons. This dgdain 2015, circa 61 billion
CZK, whereas in the same year the revenue fromsexeixes (tobacco, alcohol
and mineral oils) was approximately 138 billion CAMF CR, 2015). So we can
estimate the share as 61/138 = approximately 44%ekxcise taxes revenue
for health care.

This approach has one more advantage, when revieooe excise taxes
changes in time, e.g. because of inflation, thenagked revenue for health sys-
tem will be changed accordingly. Therefore, it taisome extent react automat-
ically to the macroeconomic development better tbament system of ‘state
insured persons’. When larger adjustment is nepgssathe settings of excise
taxes change, public choice can do discrete pali@nge of the percentage of
excise taxes allocated for health.

Discussion

In the Czech Republic, described earmarked taxoapgh seems to be more
suitable than increasing the general tax rate osopal income. The general tax
approach would ceteris paribus result in a relftiggh single tax rate on per-
sonal income, approximately between 33 — 37% ofqrel incomé.This calcu-
lation is based on current real tax rate for empdasybeing 20.1% (15% flat in-
come tax * 1.34) plus adding adequate percenta8&¥d) for current health
insurance contributions. This is probably currentiylitically unfeasible, be-
cause such a personal income tax rate would psygically work against the
acceptance of such a reform. Of course, when iatijiprogressive tax schemes
or other tax policy changes, the total single inedax rate could be somewhat
lower for the majority of taxpayers. However, itasiormative decision, which
tax schemes will be used in the future.

% Exact percentage depends on the fiscal situatidreaime of change.
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The health tax rate on personal income is traespdooth to the government
and to the taxpayer, with optional introductiorheflth tax relief based on posi-
tive behaviour in the system, which could be s¢hatgovernment level or even
at health insurance company level. Administrativehe system will be only
slightly more complicated than the general tax apph is, and surely much
more simplified than the current system, where i§ipelealth insurance con-
tributions are collected directly by health insww@ancompanies and separate
mechanisms are used.

Moreover, the earmarked health tax rate couldHzanged independently of
the general tax rate. This is very important frdm health and social policy
point of view. The people will be able to see thamges in health expenditure
in the tax rate number. The public choice can parently set the rate with rela-
tionship to the national expenditure on health hedith technology assessment
methods, preferences of people and the qualityaacdssibility of health care
desired in society. In addition, in the times obeamic downturn, the independ-
ent health tax rate could better preserve thelfigsanues allocation for health
care system, while generally the politicians cutyehave strong tendencies to
manipulate the expenditures and/or revenues gairgggired fiscal austerity,
including the social systems settings and beng@fltsssialos, 1997). For example
recently in the Czech Republic, there have beegesigpns that pensions could
be frozen or even lowered because of fiscal presand reform of social pen-
sion insurance has been discussed (Jansky andi@ehr912). The earmarking
(hypothecation) of taxes for health makes the heakpenditure visible and
inevitable part of public debate, which makes irenesistible to those pressures
(OECD, 2015).

Therefore, even if some arguments for the earndahlealth tax target more
the policy making process and the structure otdlesystem from the taxpayer’s
point of view than direct tax revenues level, teayely have their rationality.

Analysis of the hypothecation of taxes for healtihely has significant impli-
cations both to the public finance and to the dquoécy field. It is clear that the
theory of public finance has arguments against suclapproach; it is mainly
because this concept breaks the basic principlaxefs as a general tool not be-
ing tied to particular branch of economy. In aduiti the common tax tech-
niques, such as tax base, tax reliefs, tax ratesgenerally work better when
having just one income tax structure where theyapmied. This is why in this
article a general taxation approach has been &skdes.

However, we demonstrated that it is possible tasttoct earmarked health
tax on personal income that is highly compatibléhwtie principles of standard
taxation procedures while keeping its advantagebédalth policy. This proximity
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and compatibility of earmarked health taxation vgéneral tax system has sub-
stantial value. The degree and character of eaintpf&r health has to be care-
fully evaluated when actual implementation is deei (Cashin, Sparkes and
Bloom, 2017).

The hypothecated taxation approach can be sepranqii in direct income
(or payroll) health taxes as an evolution of sob&dlth insurance. Secondarily it
can be the share from indirect excise taxes applemental resource for health
care financing. The actual usage, if it is introglidn reality, would require
a further careful implementation analysis. Thidudes the mechanism of health
tax reliefs, which, as the tool for positive motiea of health care behaviour,
could be implemented according to approaches aibetiral economics.

A debatable spot of the introduced approach 13 this share of excise taxes:
while the proposed solution is an alternative te ¢feneral fiscal subsidy for
state insured persons, further analysis shoulddme thow the system will be-
have under various macroeconomic development. @rother hand, there are
significant theoretical discussions on the sharelicéct and indirect taxes in
economy and the level of tax burden on labour. dloee, the ability to allocate
a share of indirect taxes into health care is wodhsidering and should not be
ignored just because the direct taxes on persaogahie could be easier to im-
plement on the first sight.

Conclusions

Based on our analysis, we recognize three bapestpf demand for health
care with strong implications on health systemsfigomation and financing,
which we have analysed and classified this way:

- what a patient must have,

» what a patient wants to have,

« what a patient can have.

Public health expenditures are inevitable andelstrgart of financing of the
‘must have’ type of health care, so that its urdaéconsumption is made possi-
ble. It is not true, that the concurrent allocatmfnprivate resources on health
will at the end of the day increase the overallltheatility for everybody as on
other markets like computers or food one, and lea®mbeen proven so. Thus,
public financing remains the best method for finagahe universally available
necessary treatment at the level that is overatinaon and agreed in society.
Public financing should work the way that everyidel citizen be sure, that
when things go wrong, they truly do not have to mwabout their health fate
and future and they receive the care they needafrde point of service.
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Private health expenditures should provide volynfaptional) opportunities
to increase individual utility regardless of theahle status of a patient (volun-
tary means that if option is not chosen, the hestttus must not be harmed
or worsened). Currently, there is an increasingntaf treatments that are
suitable for this type of financing based on theai@pment of medicine and
better options of treatment. The actual financicbesnes (other than direct
payments, which are relatively easy to implemeng) & important topic for
future research.

This article has presented arguments and techsifpuehe transformation of
Czech public health insurance to the earmarked offngzated) health tax.
A fiscally neutral variant was shown, rooted in #igandoning of public health
insurance contributions as being known now anda@py them with earmarked
health tax rate on personal income, initially a¢ 8ame or similar rate as the
current one. This would solve the situation by gsiommon taxation techniques
for collecting public resources. Since the directoime/payroll taxation is a do-
minant public resource for health financing in @eech Republic, this element
is the most important.

Because of the current fiscal subsidy for staseiied persons, if we want to
maintain existing fiscal capacity, it can be repldy a share of revenue from
excise taxes. This would also put a clear sharadifect taxes into financing of
health care. If this is not desired by public pglizve can evaluate one of the
recent public policy proposal for automatic deterimg the amount paid for state
insured persons and continue to pay it from geriaxaition (MZCR, 2016).

As for the international experience, the followiagproaches have been as-
sessed: first, the process of transformation ofatdealth insurance, primarily
in the country of its origin, Germany, is importdat consideration (especially
the concept of Burgerversicherung). Second, tharaegts for and against ear-
marked taxes (primarily indirect) are subject tteiast. At the same time, only
few countries have currently implemented them @ fitrm of specific indirect
earmarked tax for health. This is one of the regsainy the approach in this
article is different and does not construct indirearmarked tax on specific
commodities. Rather it suggests allocating a pegdéhed share of excise taxes
for health budget.

The advantages and disadvantages of proposedossiutave been dis-
cussed. To summarize the reasons that favour theadeed solutions, the trans-
parency, ability to change independently, relatgms$o negative externalities in
health and certainty of allocation for health care the main reasons to follow
this way. In addition, a health tax relief on persloincome could be present,
facilitating positive behaviour in the health cagstem and life style. The health
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tax rate on personal income is compatible withentrhealth insurance contribu-
tions principle, while it is radically simpler aadiministratively easier, especial-
ly when single income tax base is utilized or sienglgorithm for computation
of health tax base is utilized. Thus, it can be aksen as an evolution of current
public health insurance principle based on reatatdtaristics of health care sys-
tem as we see it now.

At the same time, we have to recognize that timeeot of earmarked taxes is
kind of novelty in the Czech scientific and pubtiiscourse. While the theoreti-
cal thinking was facilitated by the fact that fisganeutral variant was consid-
ered, if this concept is introduced into realitgeger evaluation would have to
take place. This includes the law aspects of targtrocedures and the position
of self-employed in universal health care financiilg addition, this concept
requires some understanding and sympathy for iditias, especially related to
public policy and behavioural economics argumehtis clear that health sys-
tem has attributes that call for earmarked finamcMWhile it is true that some
other sectors of economy also yearn for this st@wsch increases fiscal rigidi-
ty), health system has specific characteristic$ jumstify for it, being national
economic priority that would have to be financedlemall circumstances. As
stated in literature (Doetinchem, 2010), especidigtors of health and education
have such a status that they can generate pulplpodLfor specific hypothecated
tax approach.

Those aspects are without doubt a field for furtlesearch. It can be only
desired that this research be done with open mindHe idea and trying to
make a positive use of it. One thing, however, loasaid already — the proposed
system is surely more suitable for current socmremic conditions that the
current one, which has shown significant shortcgsimt the same time, the
proposed system maintains important aspects angeyvalf Czech health care
system in terms of solidarity, accessibility andrhguality, while bringing new
possibilities such as earmarked health tax ratelttheax reliefs, more equal
position of citizens as health taxpayers and alingaa share of excise taxes into
the health care system.
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