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Risk equalization, competition and choice
in Germany: A reply to Wysong and Abel

One of the most important items
in recent health care reforms in
Germany was the introduction of a
risk equalization scheme (RES) in
1994 and the general freedom of
choice among statutory sickness
funds in 1996, which was not avail-
able previously for all insurees.
The basic idea of these reforms is
to increase competition among
sickness funds. However, competi-
tion in terms of “cream skimming”
for good risks was not regarded a
desirable outcome. Thus the task
of the RES is to redistribute contri-
butions so that cream skimming
does not pay. To achieve this goal,
average cost profiles are calculated
for the whole of all statutory sick-
ness funds. The factors of these
profiles are age, sex, labour income
(since fees are labour income relat-
ed), number of dependend family
members insured free of charge and
vocationally disabled persons.

A major conclusion of! is, that
these socio-demographic variables
only account for small fraction of
the variation in expenditures and
are thus not very well fit to the task.
They refer to? and® who estimated
for the US and the Netherlands in
the 70’s and 80%, that age and sex
only account for about 2% of the
total variance in individual health
care expenditures. This result can
be improved greatly if variables

regarding previous health care util-
ization and previous health states
are included.

German data from 1992 indeed
seconds this finding. A linear re-
gression performed on the 1992
wave of the German socio-eco-
nomic panel yielded virtually the
same result. We calculated indivi-
dual health care expenditures in
ambulatory and stationary care by
average costs of physician visits
and days in hospital. Age and sex
as explaining variables also only ac-
count for 2% of the total variance
in the German case.

Does this mean, that the founda-
tions of the German RES are very
weak as Wysong and Abel argue?
We don’t think so for reasons ex-
plained below.

Individual vs. average risk

The RES does indeed not tackle
the problem of predicting indivi-
dual health care expenditures by
age and sex but rather the average
health care expenditures of an age-
sex group. It is to be asked, if
Wysong and Abel are correct in
their statement that “the current
German formula is not likely to
achieve the objectives...”.

It is obvious, that there is an incen-
tive for cream skimming, if insurers
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can obtain information that allows
for a better assessment of indivi-
dual expected health care expen-
ditures. If insurers are able to iden-
tify good risks beyond the factors
the RES accounts for, the RES is
indeed to be questioned.

Unfortunately, Wysong and Abel
seem to be in ignorance of some
small details of the very strict Ger-
man data protection laws regarding
statutory sickness funds. Statutory
funds are generally not allowed to
maintain personal accounts for
their insurees. They are required to
keep the personal identification
data separately from their expen-
diture data. They are allowed to
merge these data for well defined
special occacions but need to delete
these data immediately afterwards
and are not allowed to use these
data for any other means.

§305 SGB V (the most important
law regarding statutory sickness
funds) illustrates the very strict
handling of personal data: insurees
are entitled to ask their fund for
a list of all of their health care util-
ization and expenditures covered
by the fund from the past year. The
fund is now obliged to forward this
request to the physicians’ associa-
tion (Kassen-{zahn)irztliche Ver-
einigung) to obtain data on physi-
cians’ services in ambulatory and
dental care. The association en-



Soz.- Praventivimed. 1998; 43: 3-4

closes this data in a sealed envelope
and sends it back to the fund that
forwards it to the insuree without
breaking the seal. The fund needs
the information from the physi-
cians’ association since they are not
allowed to have this data them-
selves and the physicians’ associa-
tion cannot directly send it to the
insuree since they only have an in-
surance number but are not allow-
ed to keep data beyond this.

One may argue, that there is a
chance of illegal use of this data
by merging the data and using
this data to personally identify
previously “high-expenditure” in-
surees that promise to be “bad
risks” in the future too. This is not
a very probable scenario since the
number of persons that would need
to be involved in such a conspiracy

is too large to keep it secret and
sanctions would be prohibitive.

To make a long story short: the
legal handling of personal informa-
tion by statutory sickness funds and
physicians associations makes it
impossible for insurers to distin-
guish good from bad risks by pre-
vious utilization data. Thus there is
no need to include these variables
into a RES to improve it.
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