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FRG ECONOMY: SPRING REPORT OF THE FIVE ECONOMIC INSTITUTES

SUMMARY

1, The Spring report of the five leading ecpnomic institutes
was publiehed on 24 April. It axpresses concarn about
inflation in the major industrial economies, but it expects
monetary and fiscal policies to machieve a "soft landing". It
forecasts growth to slow next year.

Z. Referring to the German economy, the report outlines
recent developments along standard lines. It forecasts real
GNF growth of 3% this year with investment and foreign demand
remaining strong. Unemployment will remain around current
levels. A summary of the report's main figures are giwven

hel aw.
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e Looking to next vear, the report identifies inflation as
the major threat and sxpresses concern that tight monetary
policy may weaken growth. It cells for measurass to encourage
the growth of productive potential and it makes a rcitual
compleint about tax increase thiz year. The raport also
repeats the institutes’ appeal for moderaticn of wage demands.

4. A report devoid of surprises which has received standard
coverage by the media and little substantive reaction from the
Government,




DETAIL

5. The Bpring report on the FRG economy produced by the five .
leading economic institutes, was presented to the Government on 24
April, 1389 The five institutes congigt of tThe BWI [Ezeen - whoce
turn it was to chair the group), the DIW (Barlin}, the HWWA
(Hamburg), the IfO (Munich), and the IfW (Kiel).

THE INTERNATIONAL CONTEXT

6. The report begins with an overview of intermational economic
developmente. Continued growth of demand and production ia the
major industrial countries has boosted world trade. But despite
ttrong investment, output in many industrial countries has
encountared capacity constraints. This, combined with rising raw
material prices, has contributed to higher inflation. The report
seuggests, however, that monetary and fiscal policies in the main
industrial countries have provided a framework by which to achieve
& "soft landing* for the world economy. The report forecasts
growth of 3% 1in western indusitrial countries this year, felling to
2.-5% In-1990. The slowdown will be particularly hard in the US
where growth of 2. 75% this yYear will drop to 1. 75% in 1990. In
Japan, slower growth of domestic demand will contrikbute to GHE
growth easing from 4. 5% this year to 4% in 1990. Economic growth
in western European countries will average 3% this year and 2. 5% in
1990,

THE FRG ECONOMY

7. Turning to developments in the German economy, the report
etressas the strong axpansion of domestic demand and output which
has led to capacity constraints in some sectors. Monetary policy
has combined with a tighter fiscal policy to act as a brake on ths
BCONOmY. But hkigher interest rates have feiled to control monetarcy
growth completely and in February M3 expanded by 7% against a
target of 5%, Tha cuts in income tax which came iato force last
year had put pressure on public spending which had resulted in a
decrease in expenditure, particularly investment. But the eaconomic
boost provided by the cuts had been overtaken by the increases this
year in consumption taxes. These increases had also contributed to
a considerable worsening of inflation which was sxpected to reach
3% in April (comment: this was later confirmed by provisional
figures igsued on 27 April).

8. The German economy had benefitted from a surge in foresign
demand, particularly in European countrias, CRrMAT 8Xports,
especially capital goods, had alsoc been helped by the relative
weakness of the D-Mark againgt the U35 dollar and EMS currencies.
Exports to OPEC countries continued to be low, as were exXxports to
developing countries. Iimports into the FRG had slgo increased,
particularly semi-finished products. Towards the end of last year,
there was some evidence that imports of finished goods were also
increasing as capacity constrainte began to tell on domestic
manufacturing. As a result, corporate investment, which was
already growing strongly, accelerated markedly towards the end of
the year. The report estimated that in real terms, investment in
machinery and eguipment rose by 8% in Q488 and Q18% and that
construction investment grew by 6%. PResidential construction alone
roee between 4% and 5% and thie was accompanied by some increase in
house prices.
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FEDERAL REPUBLIC OF GERMANY

Health care in Germany is inuurlnnﬂ—hnnﬁd, At nationel level
thers are four Ninistries with r-apnnsﬁbilitieu for anpecte of
health care provision. There AFe® egauivalent ministries in the
11 Lander Wwho are pceountable for funding public hospitals,
public pealth and health and gafety at work- The keY plement in
the administration af %the health servioe i1g the atatutory health

inpurance 8ystem gomprising OVer 1200 sicknese funds, govering

about S0% of the papul;tiun. In addition about 8% of the
populaticon wave health cover outeide the gyEtem, prldaminantly
gnder private ipgurance schemes. Apout 2% of the populatien has
ne cover and puet raly on gocial aid. gther providers of health
gervices inelude doctors and dentiets in the pravaete gector,
local authority voluntary. church and jndependent welfare bodies.
tn beief, there g no National Kealth Service in Germany But.
rathear, a network of Bervices whicgh &are acwgr-phinnlly.
functianally and #ipancially due.ntrnliiad.

The state ipEurance gecheme regquires contributions af 13% of wagen

and aalaries, gpli® aqually petween employees and employers.

With affect from the begloning of 1888, gdditional charges have
besn imposed eg oo prescribed druga and spa treatmentn, @& drugs
1imited liet has bean {metituted, dectors have besn rentricted %2
providing ugne most aconoRic praucriptinn“. gixed charges heve
peen introduced for spectacles. There has beeh & good deal ef
pnlitinni cantroversy OVer +hege chargeE.

The health care system 17 Geroany i® widely acknowledged as
providing @ da luxs garviece but there is a heavy prige foT thig,
with ebout © X of GNP davoted TO heslth (UK G.2K). The Koy
preblem 18 to keep apending ©on th statutery aioknese @cheme froa
viaing faster +han the sneomes of those insuread L:ﬁntributinns
naye risen 3 times sagter than income since 1880). Theres 18
evidence of aver-provision of expensive agquipment, dsetors and

other Flrlﬂnntl- The =sereunt af Berviced prnuidtd ja largely
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Since payments to dectore

determined by those who provide them.
service there is an incentive to make diagnostic

are per item of
teats eteo.
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ITTALY

A universgal bkealth ecare Bystem was eetablished 1n 19g7. it 1§
financegd partly froam central EovVernment and partly by
contributions from employees and employers., The Minigtry of
Haalth has Eengéral sSuperviamory PoOwWeErg, Funde are sllocategd
Alnually by ap interministerip: committee to the 21 Autonomous
Tegions whiek are fzpowered to pun health matterg within genera]
national guidelines, The Regiens are Bubdivided inte tetal of
84 local health areas ¥hieh provide Primary health care and
ancilifary Borvices 1n theip ares,

and erployers, Employesn Pay 1.18% af earnings, e@ployere 13-15%
of payroll. In addition, With effect from 1 Apri] last, thargesn
were introduced for individusal items - pee Annexe for details,

The impomition ef thege charges was deeply unpopular and caused g
Pelitical Uproar, Many italiang fejs cheated at having tg pay

BAy pPimply refuead +tea Pay the

The health Byatem ip Italy ig widely regardes aF inefficient,
evernanned angd, Bometines, politically COrrupt. Deapite efforte
o equalige Frovision, the South im stil] Telativaely underserves.
Quality g+ BErvice ig Yariable,
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PROVISION AND FUNDING OF HEALTH CARE = RAME

Sources of Funding

1. The French health care system is financed throuyh sccial
insurance: emplovers and employees pay social securlty
contributions for health care and sickness ard inwvalidity
benefits: the present rate for the principal Zund {(Caisse
rationale d'Assurance Maladie des Travailleurs palarifs -

part of the epficime génfrals) is 12.6% of gross pay for the
employers 5.3% for the smployee. The =régime gEnérals
accounts for 769 of health care expenditure: zThere are sos-
arate schepes for asricultural workers and certa.n other Srouss
of employees (eq miners, seamen, civil servants) and for

the self-emploved. Over 99% of the population are covored

by the social insurance scheme, and there are arrangfmEnts

for the poor to take perscnal insurance said from local authos
rity social assistance funds («alde socfaler),

3. There has been concern that the long-term unemployed ard
gome others were falling through the safaty net: naw arranqes
ments for income support, which will come inte =ffect next
year, will also extend health care insurance cover. There

ig eress-party political support for this.

3. Health care is not free at the point of access: individuals
ara expected to pay & sticket modérateur* - a percentage
centribution to the cost of consultinga dector, and of ninor
hospital operations and tests; RMajor Surgery iz free, but
there is a daily ehdtels charge (now 27 Erancs) . Thore are

alsc prescription charges, and charges for work by dentists

and opticians. Many employers Arrange top=up insurance through
cmutuelles» (friendly societies) which pay out to reduge
personal contributions to public health care (&g prescriptien
charges) and to cover the difference batweer the actual costs
of treatment in privete hospitals and the agreed rates paid by
public insurance. OQOver half the population are covered by
thase schemes.

4. For those who cannot pay, charges may ba waivad by arrange-
ment with the local authority. The chart below shows the
principal sources of funding and direction of expenditure in
1986.

§. OECD figures chow that health care expenditure represented
9.1% of GDP in France in 1984, compared to 5.9% in the UK.
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Delivery of the Service

6. The principle af liberty of accese to che docior of dne's
choice is considered fundamental in France. There is froe
access ko general practitioners and specialist doctors, and
patients are free to take second or further opinioms if¥ thev
are not satisfled with thelr doctor's advice.

. Genaral practltioners and specialists working sutside the
public hospital system are free to st Up practice wherrvel

they wisk, With very Few exceptions, they are econtractede
{sconventionné») toc the social Security Fund. Most charge
agreed rates for consultations and treatment, and patients

who can show evidence of ingurance cover (ie Bozlial security
aumoer) pay cnly the sticket moderateurs, But INCreas.iny NuTHeIs
are opting for a <sagtor 2% contract = they are frec to i
thair own fees and the patient pays the Aiffersnce bELWEan

the agreed rate and the actuel charge.

8. The private =ector ACCOUDLE for one-third of hespital
heds in France: about half the private seciil

making. Almost all private hospitals ard ¢!

pither as part ¢f the pub.ic gexrvice, or u

provide services for agreed rates. Only

sutstde the systel.

5. Public hospitals are required to operats within a gloual
running costs budget, aliocacted by the MINLISTIY. Polvate
nospitals opsrate on & flat-rate price per day and per servico
hasis agreed with the gocial inmsuUrFATUE TURG- Informatlion

is 8t present belng pellected to enable DOtO peblie Ané privilc
gactor to move Lo & «DPRG* system, adapted from the UE model.

10. The number of hospital beds and the srovision of capital

egquipment is reguleted in both the public and private &lsos
through the health Zoning plan [®ZArTE ganitairer).

Recent Developments

11. The escaleting COBLS of health care have peen a EoU oS
of concern for SUCCESEIVE governments

w‘m.ﬂ;‘.ﬁi*ll El'ﬁhﬂlit
l_____“mu._tiunmn g e

L e
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12. The latest in 2 serjus of expenditire control plars,

the «Plan SEguin®, was anncunced in Novembher 1%64 mnd ca-e
into effect in 1987, fThe Principal featurcs of the Dlan were
regtriction ©f the groups entirled s Frescription charges,
increased charges for scomfort modiciness (ie pmedicine:z not
teéquired for the treatrment of 3 $erious iliness), and an
increase in the daily charge for hospitals,

1¥. Concern about the rice in healsh care scending and
consequent forecast deficise in the public insurance furis
was oné of the pressures whieh led to the review of gosial
Eecurity spending («Etars GEnSraux de la S82urits Eocizles)
in 1987. IL was not the most important pressure: forecasts
of rising deficits in pension funds wera tha pPrincisles causc
of concern.) j

14, The report of the Commission which yrdersank the Peview
stressed the need for greater efficiency in the manAgemant
@f the healt} care sSystem. Specific recomrendationg included:

more e forts on prevention, inciuding a ban on a1l
advertising for aleghol and tcoacvo, and an
intensified campaign againgt roaag accidentsy

gimplification &f arrangenments for prescrissian
charges ané individual comtribution +eo public hospital
CoBLs;

improved infermation on costs and efflciency oF
treatment to be made avatlabla to Realtk cars
profesaionals;

reinforcement of the role of gereral practitigners:

review of arrangements for payment of doctors for
laboratory tests, &nd Bxamirations (eg scang,
¢lectrocardicgraphy) . Present arrangerents
#ncourage excessive recourse to these tests:

variable funding for congultations, &s longer
consultations often lead +o lower prescription
charges:

reform of public funding for private hospitals -
payment by day and by act is not appropriate for
profit-making organisations:

better co-ordination and improved use of cemputer
EYEtems

an end to price fixing for medicines, to enCcourage
the develepment of research by the French pharma-
ceutical industry.

The report concludes by streszsing the importance of the mixed
economy in the health care sYystam, and warning that failure
tc take measures to stem the riging expenditure will lead to

@ difficult choice betweer a more centralised, authoritarian
system, and a more competitive one, with public insurance
covering only serious illnegs.

/15. The
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1t. The government's response ts the repor:, announcec N
Dacember 1987, included ghe gstablishmont of & preventi:on fund
within the public insurance Fardy a risec of 10% im tubssvo

prices from 1 April, a rise in the hosoital day rate to 27 francs,

creation of a task force ol hospliTal MmanageTent, ard fimancial
incentives for early retirement by dostors.

16. The impact of the splan S€guin® WAS imitially greater
than expected: 1t was origipally expected TO save & billion
francs in a full yeer; preliminary pgtimates on ¥ TORTIN
speration in 1987 put the saving achieved at 11 ° i franch.
The 1987 health account, publighed at the &: b, Showed
rhat consumgtion rose by A.7% in 1987; 2-7k:¢

prices compared with 1986. Mg 1986 rise

was 5%, However, recent figures show expen

+o rige more rapidly again. The pressnt o

anpoonced a modification to the «Plan S&guln

¢ldarly and long=s&rm gick to receive frec med

illneseas.

£ December 1388










