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Foreword

reportsthat provide an analytical description of each health care system

and of reform initiatives in progress or under development. The HiTs
are a key element that underpins the work of the European Observatory on
Health Care Systems.

The Observatory isaunique undertaking that bringstogether WHO Regional
Officefor Europe, the Governments of Greece, Norway and Spain, the European
Investment Bank, the Open Society Institute, the World Bank, the London
School of Economicsand Palitical Science, and the London School of Hygiene
& Tropica Medicine. This partnership supports and promotes evidence-based
health policy-making through comprehensive and rigorous analysis of the
dynamics of health care systemsin Europe.

Theaim of the Hi T initiativeisto provide relevant comparative information
to support policy-makersand analystsin the devel opment of health care systems
and reformsin the countries of Europeand beyond. TheHi T profilesarebuilding
blocks that can be used to:

T he Health Care Systemsin Transition (HiT) profiles are country-based

» learnindetail about different approachesto the financing, organization and
delivery of health care services;

» describe accurately the process and content of health care reform
programmes and their implementation;

+ highlight common challengesand areasthat require morein-depth analysis,

» provide atool for the dissemination of information on health systems and
the exchange of experiences of reform strategies between policy-makers
and analysts in the different countries of the European Region.

TheHiT profiles are produced by country expertsin collaboration with the
research directors and staff of the European Observatory on Health Care
Systems. In order to maximize comparability between countries, a standard
template and questionnaire have been used. These provide detailed guidelines
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and specific questions, definitions and examples to assist in the process of
developing aHiT. Quantitative data on health services are based on a number
of different sourcesin particular the WHO Regional Office for Europe health
for all database, Organisation for Economic Cooperation and Devel opment
(OECD) Hedlth Data and the World Bank.

Compiling the Hi T profiles poses anumber of methodol ogical problems. In
many countries, there is relatively little information available on the health
care system and the impact of reforms. Most of the information inthe HiTs is
based on material submitted by individual expertsin the respective countries,
which is externally reviewed by experts in the field. Nonetheless, some
statements and judgements may be coloured by personal interpretation. In
addition, the absence of asingle agreed terminology to cover thewidediversity
of systemsin the European Region meansthat variationsin understanding and
interpretation may occur. A set of common definitions has been developed in
an attempt to overcomethis, but some discrepanciesmay persist. These problems
areinherent in any attempt to study health care systemson acomparative basis.

TheHiT profilesprovide asource of descriptive, up-to-date and comparative
information on health care systems, which it ishoped will enable policy-makers
to learn from key experiences relevant to their own national situation. They
also constitute a comprehensive information source on which to base morein-
depth comparative analysis of reforms. Thisseriesisan ongoinginitiative. Itis
being extended to cover all the countries of Europe and materia will be updated
at regular intervals, allowing reformsto be monitored in the longer term. HiTs
are also available on the Observatory’s website at http://www.observatory.dk.
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Introduction and
historical background

Introductory overview

by Estoniato the north, the Russian Federation to the east, Lithuania

to the south and Belarus to the south west. It is strategically located
between the Commonweal th of Independent States (CIS), western Europe and
Scandinavia. It covers 64 589 km?, with aflat landscape and extensive forests
covering 44% of the land area and forming Latvia’'s most important natural
resource. Before the occupation of Latviain 1940, the country’s territory was
65 800 km? but in 1944 part of the Abrene district was annexed to the territory
of the Russian Federation. Extensive ecol ogical damage was caused during the
Soviet period, particularly by pollution from military installations. In 1998 the
forested area covered 2838 thousand hectares. The highest point in Latvia,
311.6 metres above sea level, is Gaizinkalns in the district of Madonas. The
average elevation of Latviais 87 metres above the sealevel.

Latvia is a parliamentary republic governed by the State President and
parliament (Saeima). The national currency isthe Lat (LVL), which replaced
the Latvian rouble in 1993. The state language is Latvian.

During themiddles ages, Latviawasaprimetarget for acquisition by foreign
powers due to its strategic location for commerce. In the thirteenth century it
was conquered by German Teutonic knights, and in the sixteenth century it
was divided between Sweden and the Polish-Lithuanian empire. Under Swed-
ish rule there was socia reform and economic development, including the
devel opment of industry and particularly shipbuilding and metal casting. Most
of Latviabecame part of the Russian empire in the eighteenth century. By the
early 1920s, living standardsin L atviawere comparableto those of Scandinavian
countries. The Russian Revolution of 1905 advanced the drive toward Latvian
self-determination. Economic successin Latviaand turmoil in Russia after the
1917 revolution worked to encourage L atvia sindependence movement. Latvia

The Republic of Latviais located on the eastern Baltic coast, bordered
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Fig. 1.  Map of Latvia’
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Source: Central Intelligence Agency, The World Factbook, 2000.

declared its independence in 1918 and joined the League of Nationsin 1921.
Following the eviction first of Bolshevik and later German troops by the
nationalist government under Karlis Ulmanis, Latvia became a democratic
parliamentary republic by its constitution of 1922. However, itsindependence
was short-lived, as the Treaty of Non-Aggression between the Soviet Union
and Germany placed the Baltic states under the Soviet sphere of influence.
Following Soviet occupation in 1940, Latvia was annexed by the USSR and
became the Latvian Socialist Soviet Republic. Invasion by the Germans in
1941 resulted in loss of Soviet control. This was regained in 1944 following
which Latvia'ssocial, political and economic devel opment wasintegrated into
the Soviet system, including mass industrialization and collectivization of
agriculture. All political partieswere banned and the Latvian Communist party
exercised complete control of power.

1 The maps presented in this document do not imply the expression of any opinion whatsoever on the part
of the Secretariat of the European Observatory on Health Care Systems or its partners concerning the legal
status of any country, territory, city or areaor of itsauthorities or concerning the delimitations of itsfrontiers
or boundaries.
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In late 1988 the Latvian Popular Front (LTF) held an inaugural congress,
and the Latvian National Independence Movement was formed. In July 1989
the Latvian Supreme Soviet (parliament) declared Latvian sovereignty and
economic independence. In May 1990 the LTF won amagjority in the election
to the Supreme Soviet, otherwise known as Supreme Council, and reinstated
the 1922 constitution while declaring the Soviet annexation illegal. A referen-
dum held in March 1991 resulted in a 73.7% vote in favour of independence.
Latvia declared itself independent on 21 August 1991.

Latvia spresent constitution isarevised version of the constitution of 1922,
It now hasa100-seat unicamera parliament (Saeima) (corresponding to Latvia's
parliament before the Second World War) which replaced the 210-seat Supreme
Council since June 1993. Elections are by proportional representation, with a
political party needing at least 5% of the total vote to enter the Saeima. Since
1997 the parliamentary term is four years, while the president’stermin office
is three. The president is elected by the Saeima, by secret ballot. Though the
president’sroleismainly ceremonial, he or sheishead of the armed forcesand
exercises substantial authority in both domestic and political affairs. The
president appoints the prime minister who must produce a government
acceptable to the Saeima.

Asof early 1999, Latviahad 48 registered political parties. Of these, seven
arerepresented in the Saeimafollowing thelegidative el ections of October 1998
(though one of these holds only one seat). Turnout in the seventh parliamentary
electioninvolved 71.9% of all dligible citizens of Latvia. Asthe term of office
of the State President Guntis UImanishad expired, the Saeima elected Mrs Vaira
Vike-Freibergaas the new President of the State who assumed office on 8 July
1999. Theprimeminister (asof 16 July 1999) isAndris Skele. The next elections
are scheduled for June 2002 (presidential) and October 2002 (legidlative).

Latviais administratively divided into 26 districts and 7 cities (the district
level) and 483 municipalities (pagasts). The last administrative reform
determining the present administrative structure was initiated in 1993. Since
then, some municipalities have voluntarily merged. The number of munici-
palities is to decrease under regional reforms scheduled to be completed by
2003.

Latvia had an estimated population of 2.35 million in 2000 (according to
the 2000 census), down by over 10% since 1992. The population declined in
thefirst half of the 1990s as a result of adecrease in the birth rate and asimul-
taneous increase in the death rate. A slight population increase in recent years
is due to alower death rate. About 72% of the population live in urban areas.
Riga, the capital, has a population of 856 000; the two next biggest cities are
Daugavpilsand Liepda. The population density of 40 persons per km? isbelow
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Table 1. Key demographic indicators, 1990-1998

Indicators 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999

Birth rate

per 1000 population ~ 14.20 13.01 12.00 10.35 9.52 8.58 7.94 7.63 7.52 7.98
Crude death rate

per 1000 population ~ 13.03 13.06 13.46 15.17 16.39 1548 13.78 13,58 1397 1351
Population growth rate

per 1000 1.17 -0.05 -1.46 -4.82 -6.87 -6.90 -5.84 595 -6.45 -5.51
Total fertility rate 202 1.86 1.73 151 1.39 1.25 1.16 1.11 1.09 1.15
Percent of population
aged 0-14 years 21.48 2148 21.37 21.14 20.87 20.55 20.10 1956 18.89 18.18
Percent of population
aged 65+ years 12.00 12.17 12.49 1290 13.23 13,50 13.81 14.13 14.39 14.52

Source: WHO Regional Office for Europe health for all database.

thewestern European average. The proportion of the elderly (65+) in the popu-
lation is under 15% and has been increasing since 1987.

The ethnic composition of the population changed significantly since the
Soviet occupation as aresult of mass deportation of Latvians and immigration
of Russiansinto Latvia. Before the Soviet occupation, Latvians accounted for
77% of the population; this figure dropped to 52% by 1989 and by 1999
increased to 55.7% mainly due to net emigration of non-Latvians. The largest
non-Latvian ethnic group is Russian (32.3%) followed by Belarusian (3.9%),
Ukrainian (2.9%), Polish (2.2%) and Lithuanian (1.3%). Other ethnic groups,
each with less than 1% of the population, include Jews, Gypsies, Estonians
and Germans. A controversial citizenship law restricting naturalization to
specific age groups each year was passed in 1994, as a result of fears that
Latvians may become aminority intheir own country. Thelaw wasliberalized
in 1998 due to the need to solve the problem of the large proportion of foreign
(non-citizen) residentsin Latvia, however issues of citizenship persist.

While the state language is Latvian, Russian is the first language for 42%
of the population. The main religions are L utheran (the largest proportion) and
Roman Catholic.

The Latvian economy was severely affected by the collapse of the Soviet
economy. GDP started to fall in 1990, and in 1992 — the year it bottomed — it
fell by nearly 35%inreal terms. The economy recoveredin 1994 and registered
positive growth of 0.6%. This was followed by a banking collapse in 1995
with profound disruptions, prompting International Monetary Fund (IMF)
assistance in the form of a US $45 miillion credit. Positive growth resumed
once again in 1996 with manufacturing output registering growth for the first
time since independence. GDP growth has been positive for most of the
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subsequent years, with the exception of 1999 due in part to the Russian crisis
in the summer of 1998, which resulted in a collapse of exports to the Russian
Federation, one of Latvia's most important foreign markets. Unemployment,
which had risen continuously since 1992, reached 9.2% in 1998; according to
the Ministry of Finance it stood at 10.1% in May 1999. By the end of 1999
Latviawas emerging from its recession and registered a moderate recovery in
2000.

Following independence in 1991, the government began a programme of
economic reforms, including the establishment of an independent central bank,
theintroduction of an independent currency (the Lat), priceliberalization, land
reforms and privatization. Successive governments have pursued sound eco-
nomic policiessince 1995, involving tight monetary and fiscal targets and tight
control of bank lending.

Thetransformation of the economy has proceeded faster and further in Latvia
than in most other countries of the former Soviet Union, with arapid expansion
of the services sector at the expense of both agriculture and industry. The share
of agriculture fell from 21% in 1990 to 6.8% in the first nine months of 1998.
Duein part to small farm size, agriculture remainsinefficient. Latvian industry
during the Soviet period provided the Soviet Union with radios, telephones,
minibuses and other equipment, but was unable to stand up to international
competition following the collapse of the Soviet market in the early 1990s.
More recently machine-building has made some headway in niche markets
and light industry has recovered somewhat, but both these remain heavily
dependent on eastern markets. The services sector by contrast has been grow-
ing rapidly, with its share of GDP growing from 48% in 1992 to 64% in the
first nine months of 1998. Factors behind this growth have been the rapid
expansion in transport and communications, financial services growth, and
growth and modernization of thetrade sector. In 1998, of the three Baltic states,
Latvia had the largest volume of exports to the European Union.

While the private sector share in the economy has grown from near zero in
the late 1980s to 63% in 1997, accounting for 67% of employment the same
year, Latvia lags behind the other two Baltic countries, mainly due to
incomplete privatization.

In December 1999 L atviasigned a second agreement with the International
Monetary Fund (IMF), asameansto obtain IMF endorsement of its economic
policies. Latvia intends to streamline state administration, improve tax
collection, put the pension system on asounder financial footing, and continue
with its structural reform programme, including privatization of the remaining
large state-owned companies.
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Also in December 1999 Latvia received an invitation to start European
Union accession negotiations. The government has begun preparing itsposition
in 31 different policy areas affected by EU membership. Latvia will benefit
from improved access to the large EU market, and will also be entitled to
financial assistance from the EU’s pre-accession funds.

Trends in life expectancy are similar to those in other eastern European
countries. While Latvians have had one of the lowest life expectancies, this
trend is now being reversed as a result of economic reforms and economic
stabilization.

Infant mortality is still high though it has decreased dlightly, from 15.7 per
1000 live birthsin 1991 to 11.3in 1999. Maternal mortality ishigh and despite
some fluctuations has shown agenerally increasing trend since 1991, dropping
somewhat to 41.2 per 100 000 in 1999.

The leading causes of death are diseases of the circulatory system, cancer
and external causes. Asin the other Baltic countries and the Russian Federation,
there has been a sharp increase in mortality from injuries and poisoning in the
first half of the 1990s, but this has declined since 1994. Similarly, suicides and
homicides increased dramatically and peaked in 1993, but are now declining.

Table 2: Trends in mortality-based indicators, 1990-1998

Indicators 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999

Life expectancy 69.58 69.18 68.59 66.70 65.62 66.44 68.80 69.44 69.11 70.18

atbirth, in years (males) 64.50 64.75
(females) 75.54 75.44

IMR, per 1000

live births 13.74 15.74 1749 16.63 15.71 18.85 1592 1535 1499 11.29

UFMR, per 1000

live births 17.68 19.85 21.07 20.86 1892 2202 19.71 18.18 1872 13.67

MMR, per 100 000

live births 2374 3176 41.18 29.90 57.72 37.05 40.44 4249 48.89 41.25

SDR, circ. system
diseases, 0-64,

per 100 000 pop. 180.53 181.59 204.93 250.62 282.68 260.57 205.94 180.36 186.98 165.20
SDR, cancer, 0-64,
per 100 000 pop. 111.90 11424 114.71 111.53 109.32 107.08 107.88 105.43 103.45 103.07

SDR, injury and
poisoning, all ages,
per 100 000 pop. 138.38 156.37 168.46 211.17 23541 204.90 154.48 154.73 158.67 156.60

Source: WHO Regional Office for Europe health for all database.

Since 1989, there has been an alarming increase in tuberculosisin Latvia.
The number of reported cases of diphtheria is still high, with 67 new cases
registered in 1998, compared to 42 casesin 1997. In the same period the number
of diphtheria carriers has increased 2.9 times. This situation is especially
disturbing since the diphtheria vaccine is free-of-charge. There is also an
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increase in the HIV/AIDS incidence among intravenous drug users, causing
theoverall AIDSrateto increase rapidly. In 1998, there were 163 new cases of
HIV and 11 AIDS cases. At the end of 1998, 251 cumulative cases of HIV
wereregistered. Further, morbidity and mortality from tick-borne encephalitis
(TBE) have significantly increased over the past few years. Since 1990 the
incidence of TBE has increased four times. Latvia is also burdened with a
relatively high prevalence of smoking and alcohol consumption.

Historical background

During the twentieth century the Latvian health care system, along with the
country’s political and economic situation, has changed several times. In the
beginning of the century Latviawas part of the Russian empire. Health services
were provided by private practitioners and costs were covered mainly by
patients. Employers, landowners and communities were responsible for the
care of the poor. The first sickness funds appeared before the First World War
when the Employee Insurance Law was enacted. Thelaw had been debated for
along time and had a number of disadvantages; in particular it restricted the
rights and autonomy of sickness funds. It was revised and democratized in
1917 by the Temporary Government of Russia and became the basis for
establishing a health insurance system during the years of Latvia's First
Republic, between the First and Second World Wars. A law requiring
compulsory health insurance for employees was enacted in 1930. Separate
lawsregulated theinsurance of farmers, soldiersand sailors. By 1930 theentire
employed urban and rural population had insurance cover.

The sickness funds were of three types: independent, occupational and
territorial. They usually rented or owned health care facilities. Four types of
health services were covered: emergency care, outpatient services (including
visits at home), maternity care and hospital care. Some of them also offered
additional services such as treatment at health resorts. Agreements to provide
care were also made with physician associations or organizations, rather than
directly with single practitioners. An exception was made for high-ranking
specialists. In paralel to this there existed a network of private practitioners
and private hospitals.

Between the end of the Second World War and Latvian independence in
1991, health care was planned along Soviet lines. Organization, management
and delivery were undertaken by the state. The Ministry of Health held all
legidlative, executive and financial power. The system was characterized by a
high level of centralization. Private initiatives were restricted. The health
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strategy was directed towards supporting high-level specialization and scientific
work as well as construction of enormous facilities. Primary health care,
especially in remote areas, deteriorated. This was also atime when the social
standing of health professionals declined. Under the Soviet system, all serv-
iceswere free-of -charge and generally accessibleto thewhole population. The
main exception was those services arranged for the ruling elite. Separate out-
patient clinics, hospitals and spa institutions were established for Communist
party officials, and representatives of the government and their families. These
had better facilities for diagnosis and treatment and were better supplied with
pharmaceuticals.

In 1988 the Latvian Physicians' Association was re-established and went
on to play asignificant role in the introductory process of health care reforms.
Its initial efforts were directed towards increasing physician autonomy and
improving the status of the medical profession and income of physicians.

Since independence from the Soviet Union in 1991, the administrative
structure of health care management has been changed several times. In 1993
the Ministries of Health, Labour and Social Welfare were merged into the
Ministry of Welfare. Within the Ministry ongoing changes were initiated.
Sicknessfundswerere-established in 1994 to provided fundsfor health services
(though these are not funded from insurance contributions). In 1998 the State
Compulsory Health Insurance Agency was established.

After enactment of legisation “On Local Governments” in 1993, most of
the responsibility for providing primary and secondary health care services
was delegated to the local governments. Specialized services remained the
responsibility of the state. Health care reforms have further centred on the
development of primary health care based on general practice.
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Organizational structure and
management

Organizational structure of the health care system

Fig. 2.
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Responsibility for provision of health care services is divided between the
Ministry of Welfare and municipalities (shown as local authoritiesin Fig. 2),
with the largest part being under municipal administration. The basic principles
of health care organi zation are decentralization and expanding therole of local
structures.

Ministry of Welfare

In 1993 the Ministries of Health, Labour and Socia Welfare were united to
form the Ministry of Welfare.

Fig. 3.  Structure of the Ministry of Welfare
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Within the Ministry of Welfare there are three divisions responsible for
health, headed by a Deputy State Secretary: the Department of Health with
main resonsibility for health care strategy and policy, the Department of Pub-
lic Health, and the Department of Pharmacy (see Fig. 3).

The Department of Healthisdivided into four separate units: Medical Care
Supervision, Technology, Heath Care Policy, and Health Evaluation. The
department is responsible for specialized medical and diagnostic centres
(including centres of infectious diseases, tuberculosis, oncology and mental
health), the Health Statistics and Medical Technology Agency, severd tertiary
hospitals, institutionsfor medical research and education, and others. In addition
it is responsible for legidation, it coordinates legidative acts in accordance
with European Union standards, and plans government-supported medical staff
training.

Many of the functions formerly carried out by the Department of Health
have been del egated to thefollowing institutions: the State Compul sory Health
Insurance Agency (SCHIA), the Hedlth Statistics and Medical Technology
Agency, the Expert Commission for Health and Working Ability and the Health
Care and Quality Control Inspectorate. These functions included making pro-
posals for financing of capital investments, responsibility for the state pro-
grammes for health care (see the section on Health care benefits and rationing
for adiscussion of state programmes), formulating guidelinesfor training pro-
grammes and human resource devel opment, writing the Health Statistical Re-
ports, organizing registration of health professionas, quality control and oth-
ers.

The Department of Public Health is divided into two units: the public health
policy and the environmental risk monitoring units. It responsiblefor: legidation,
management and priority setting in environmental health, health promotion,
management of hygienic and epidemiological inspections, and defining sanitary
norms. For years, the main institutionsin the field of environmental health and
sanitary control had been the National Environmental Health Centre in Riga
and 25 regional environmental health centres. This system was reorganized in
1997 with the establishment of the State Sanitary Inspectorate, which supervises
compliancewith legislative and other regul ationsand isresponsiblefor hygiene,
environmental and food safety, and is under thejurisdiction of the Department
of Public Health. Other institutions supervised by this department are the Food
Centre (which coordinates food supervision), the Certification Centre (which
evaluates compliance of food, cosmetics, toy and tobacco products with
regulations), the AIDS Prevention Centre, and the Health Promotion Centre.
This last centre develops and implements health promotion and disease
prevention programmes on local, regiona and national levels, organizes and
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coordinates health education on regional and national |evelsattracting resources
fromlocal governments, NGOsand international organizations, providesgenera
education about health issues and healthy lifestyles as well as specialized
professional education, organizes seminars and conferences, publishes related
literature, maintains databases related to health promotion and organizes and
promotes scientific research. In addition, ten regional environmental health
centres have been established.

The Department of Pharmacy is responsible for legislation and policy in
the field of pharmaceuticals, and supervision and licensing of pharmaceutical
services. It playsaroledefined by (@) the Single Convention on Narcotic Drugs
(1961), (b) the Convention on Psychotropic Substances (1971), and (c) the
United Nations Convention Against Illicit Traffic in Narcotic Drugs and
Psychotropic Substances (1988). It operates within the international system of
drug control and carries out state policy in this area. The State Agency of
Medicines controlsquality of medicinesand pharmacy products. It alsoregisters
pharmaceuticalsand providesinformation about them. Regul ation of pharmacies
isthe task of the State Pharmaceutical Inspection. The Medicines Pricing and
Reimbursement Agency is responsible for carrying out a reform of drug
reimbursement according to EU principles.

The Social Assistance Department of the Ministry of Welfare manages
facilities for elderly and handicapped persons at the national level.

Other ministries

Several other ministries (Defense, Communications, and Internal Affairs)
manage parallel networks of health care facilities of their own, to provide
servicesfor their employees. These providethefull range of servicesstipulated
in the Basic Care Programme (see the section on Health care benefits and
rationing for a full discussion of this). As these facilities are contracted by
Regional Sickness Funds, the general population can also make use of them.

Local governments

A major shift toward decentralization has taken place since 1993. This has
taken the form of devolution of powers to local governments. Following
enactment of a Law on Local Governments in 1993, most of the responsi-
bilities for provision of primary and secondary health care services were
devolved toloca governments. Specialized servicesremained the responsibility
of the state.

Latvia is administratively divided into districts and municipalties. At the
district level there are 26 districts and seven cities. The administrative districts
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are the following: Tukuma, Rigas, Jelgavas, Dobeles, Bauskas, Daugavpils,
Kréaslavas, Vakas, Cgsu, Gulbenes, Balvu, Allksnes, Limbapu, Madonas,
Vamieras, Ogres, Aizkraukles, Preiiu, Jckabpils, Liepgjas, Ventspils, Talsu,
Saldus, Kuldigas, Ludzas, R¢zeknes. The seven cities are: Riga, Jelgava,
Jirmala, Daugavpils, Liepdja, Ventspils, Rgzekne. There are 483 municipalities
with significant variationsin termsof sizeof population, territory and popul ation
density.

The decentralization process that began in 1993 significantly expanded the
roles of local governments in both financing and provision of health care
services. However a recentralization of financing which took place in 1997
limited the role of local governments to provision only.

On the financing side, local account funds (otherwise known as territorial
sickness funds) were established in each district and large city (i.e. the district
level) in 1993. Fundsfor health care from the central level began to be admini-
stered by the districts and cities through the corresponding local account funds.
One of the most important subsequent developments in the reform process,
which began in the beginning of 1997, involved the recentralization of finan-
cial resources. The compulsory health insurance revenue base was defined to
be an earmarked portion of centrally collected income tax plus a state subsidy
financed by genera tax revenues. In 1997/1998, the 32 local account funds
merged into eight regional sickness funds (i.e. formed eight new enterprises)
which took on the responsibility of distributing the state funds for health care.
Thus the districts lost their financing role.

On the side of provision, local governments have maintained their role in
accordance with the Law on Local Governments of 1993. Ownership of most
primary and secondary health care facilities (with the exception of highly
specialized institutions) has been transferred to the municipal level. Munici-
palities are responsible for assuring access to health careinstitutionsaswell as
providing outpatient facilities, maintaining municipal hospitals, contributing
to the improvement of primary health care and promoting healthy lifestyles,
restricting a coholism and ensuring public saf ety. District level responsibilities
include ensuring the respective populations with access to health care
institutions, provision of health care services, and establishing and maintaining
medical institutions, old-age institutions, asylums for the homeless, aswell as
health and educational institutions and homes for orphan children.?

The role of local governments is seen as central to the development of
primary health care, a cornerstone of the Latvian health care reform. Effective
local government (municipal) cooperation with the network of primary care

2 There appearsto be some ambiguity in the 1993 legisl ation regarding aspecific delineation of the respective
responsibilities of districts and municipalities with respect to health care provision.
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physicians and development of local infrastructure is expected to contribute
significantly to the development of primary care and to the quality and
accessibility of services to the entire population. Local governments are
expected to determine the geographical location of health care institutions and
doctors, to provide populations with local transport, etc.

The sickness funds

Changes introduced in 1993 were intended to change the financing of health
care. Toward this end the Central Account Fund was established in 1993,
together with local account fundsin all districts and the seven largest towns.
The Central Account Fund was renamed several times: State Sickness Fund,
State Compulsory Health Insurance Central Fund, and most recently State
Compulsory Health Insurance Agency (SCHIA, asitisnow called). Thelocal
account funds became regional sickness funds in 1997/1998, following the
recentralization of financing and their consegquent reduction in number (see
below).

In the period 1993-1997 there were 32 territorial sickness funds (based on
administrative districts) and three additional branch funds, one each for the
Departments of Interior, Sailors, and Railway. The large number of territorial
sickness funds relative to the size of the country had proved problematic,
however, asit had given riseto extreme fragmentation of thefinancial structure,
an ineffective planning and coordination system, and decision-making based
on political considerations. To address these problems, in 1997 the Cabinet of
Ministers produced regulations “On the Establishment and Operation of
Sickness Funds’. Key provisions of these regulations are the following:

Para2. A sickness fund is a local government enterprise or enterprise of
more than one local government or limited company. It is a non-
profit organization intended to provide state compulsory health
insurance minimum services.

Para3. Thegoa isto provide qualitative and accessible health care services
to the sickness fund participants; to rationally procure services from
health care facilities and pharmacies and to provide payment (for
these services) from the state budget.

Para10. The main functions of sickness funds are to:

101 provide finances for health care services designated by health care
financial regulations

10.2 provide access to health care services especialy to PHC
10.3 evaluate health care facility services, quality and prices
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104 register sickness fund participants

105 sign contracts/agreements for the services of health care facilities
and pharmacies

10.6 inform inhabitants about available services.

Para1l. The main rights of sickness funds are to (in order to facilitate the
functions described in Para 10):

111 obtain information free of charge
11.2 control the use of finances as per contract

11.3 stop financesto the health care facility or pharmacy if the contractis
not fulfilled

114 advertise open competitions for the right to sign a contract with the
sickness fund for provision of services

115 stipulate type of service and payment quotas
116 complain to the Ministry of Welfare.

Paral2. The main obligations of sickness fundes are to:

121 beresponsiblefor thefinancesdistributed by the central agency (State
Compulsory Health Insurance Agency)

12.2 organize financial processes, undertake regular payments to health
carefacilitiesand pharmacies and monitor the rational and appropriate
use of funds.

In accordance with the regulations, from the end of 1997 to the middle of
1998, the 32 local account funds became eight new enterprises, or regional
sicknessfunds, each intended to cover aminimum of 200 000 persons. Collec-
tively, these cover the 26 administrative districts and seven largest cities. Each
regional sickness fund (except Riga) thus unites several administrative dis-
tricts. These can be seen in Fig. 4, which shows the eight regional sickness
funds and their district or city membership.

Six of the eight regional funds became non-profit, limited liability organi-
zations under the jurisdiction of the municipalities of the corresponding region;
the remaining two (the Kuldigas and Rezekness sickness funds), dueto lack of
agreement with the principles of sickness fund establishment, became local
government non-profit enterprises under the authority of the State Compul sory
Health Insurance Agency (SCHIA). Asaresult, whilethefirst six areinfluenced
by the municipalities, the latter two are influenced more by SCHIA/MOW
policy.

The State Compulsory Health Insurance Agency (SCHIA) is under the
jurisdiction of the Ministry of Welfare and operatesin compliance with ministry
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Fig. 4.  Structure of membership of regional sickness funds
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regulations on sickness funds. It receives the tax-financed budget allocation
for health care and distributes it to the regional funds, which in turn make the
allocations between primary and secondary care. In addition, the SCHIA is
responsiblefor directly financing tertiary care and special state programmesin
health care.

Theeight regional sicknessfundsusetheresourcesreceived fromthe SCHIA
to purchase health care servicesfor their respective popul ations and pay health
careproviderson the basis of contractual agreements. Thisfinancing procedure
is confined to health care providers and ingtitutions providing primary and
secondary care services (the “Basic Care Programme”, to be discussed in the
section on Health care benefitsand rationing). The SCHI A resourcesallocated
to theregional sickness funds only finance health care provision; no funds are
allocated for maintenance and capital investments. In the event that the sickness
funds' revenues are greater than expenses, the difference is carried over to the
next financial year for usein infrastructure development. Some municipalities
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contribute further funds from their local budgets, mostly for the purposes of
capital investments.

Additional responsibilitiesof regional sicknessfundsinclude ensuring access
to primary care doctors, determining the number of independent practices,
organizing coursesfor primary care doctors, and working on the improvement
of health care ingtitutions in collaboration with local governments (regional
sicknessfundsthemselves, as noted earlier, do not finance capital investments).

Regiona sicknessfunds have district offices employing two to four persons
involved with data collection for the regional funds (the third, or bottom level
of the structure shown in Fig. 4). Each district has to have a representative on
the board of the regional sickness fund. In this way each district’s needs are
presented to the board. In reality, how strongly the needs of the district are put
forward and defended depends on the individual representative and his/her
own knowledge of health and health care in general and knowledge of the
district’s needs, as well asthe needs of the municipalities corresponding to the
district.

Registration of sickness fund members was initiated in 1998. The register
of fund members, showing numbers of inhabitants in each regional fund and
their structure by age and sex, consists of the three levels shown in Fig. 4.

The SCHIA providesdatafor resource allocation to regional sicknessfunds,
and ensures connections between sickness funds databases and registers of
health care personnel, the popul ation and taxpayers. Asthefinancing of regional
sicknessfunds depends on the number of registered participants, it isimportant
to eliminate the possibility of double-counting, etc.

At the regional level, the eight regional sickness funds calculate finances
for primary and secondary health care. A regional database providesinformation
flowsfrom thelocal to the central base, and provides statistical reportsregarding
sickness fund participants.

Actual sickness fund registration takes place at the district level, at district
sickness fund offices and large health care ingtitutions. The main function of
local registersisregistration of primary care doctorsworking in the respective
area, and of sickness fund participants. Local databases provide information
for the regional database, maintain patient registers and provide patients with
sickness fund registration cards.

Other agencies

The Expert Commission for Health and Working Ability, the State Sanitary
Inspectorate, the State Pharmaceutical |nspectorate, and the State Compul sory
Health Insurance Agency carry out the supervision of health services quality
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control. These institutions have experts in regions and cities and work
independently. Their findings may be appealed in the courts.

The State Agency of Medicinescarries out registration of medical products,
guality control of these products, import, export and transit control of pharma-
ceuticals, and participates in drafting regulatory requirements. It is also
responsiblefor analysis of information on drugs and devel opment of databases.

The Health Statistics Department of the Health Statistics and Medical
Technology Agency collects statistics on health, provides data analysis,
supervises the registers (of patients, physicians, etc.) and produces annual
statistical reports on health.

The Medical Devices Registration Department of the Health Statistics and
Medical Technologies Agency registers medical products and equipment used
in Latvia. The Medical Technologies Department develops laboratory
assessment criteria and assesses competency of |aboratories. Certification of
medical ingtitutions started in 1997.

In 1988 the Latvian Physicians Association was re-established and later
played a significant role in the introduction of health care reforms.

In 1997 the Hospital Union was established in order to promote
organizational and managerial improvementsin hospitals.

Professional health care associations evaluate and regulate qualifications
and work quality of health care professionals, certify health care professionals,
participate in evaluation of postgraduate education, keep abreast of scientific
developments in specific specialties, and examine ethics issuesin medicine.

The private sector

The private sector in Latvia includes institutions that have been privatized,
namely many polyclinics and almost all dental practices and pharmacies, as
well as some independent primary care practices which emerged following
effortsin recent years to develop this form of institutional setting for primary
health care. Private providers contract with sickness funds to provide services
which are specified in the Basic Care Programme. In addition, they may offer
services on a private basis.

The full range of primary health care services is available through private
provision (i.e. through private, out-of-pocket payments). Services provided
mainly in the private sector include certain advanced diagnostic services, spa
treatment and psychotherapy. Almost all dental services and pharmacies have
been privatized. A much smaller proportion of hospitalsis privately owned.
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The private (non-statutory) system offers high quality and freedom of choice
for the patient but is financially out of reach for much of the population. (This
topicisdiscussed in greater detail in the section on Privatization under Decen-
tralization of the health care system.)

Planning, regulation and management

The priorities in health care were stated in a 1993 Decree of the Cabinet of
Ministers. These are: maternal and child health; prevention and treatment of
cancer, mental illness, respiratory, cardiovascular and infectious diseases, AIDS
and diabetes; and accident prevention. In addition the Cabinet of Ministers
adopted the Ministry of Welfare policy on health promotion and disease
prevention in January 1994 whose broad objective is to be the promotion of
primary health care asthe basisfor devel opment of the health care system. The
central personsin health promotion and disease prevention activities are to be
general practitioners (or family doctors), nurses and midwives. Thisrepresents
ashift from a disease-oriented system to a health-oriented one.

In 1996 the Cabinet of Ministers adopted the strategy for health care
development in Latvia, delineating the following objectives:

» to ensure that all the people of Latvia have the potential to achieve their
highest possible health status and to ensure access and equity in health
care, so that each individual has the possibility to be responsible for and
promote his’her own health;

 to stop the growth of chronic diseases and morbidity (invalidity), paying
specid attention to the problems of cardiovascular and oncological diseases;

» toreduceand, in certain target groups, eradicate the prevalence of infectious
diseases;

» tostoptheincidence of accidentsor, at least in certain target groups, reduce
the incidence;

» toimprove the health of mothers and children;

» toimprove the health of and quality of life of the disabled and to maintain
life satisfaction of the elderly;

» to resolve menta health problems and, as a result, stem and reverse the
increasing incidence of suicide;

 to provide quality health care to the military and associated organizations.
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This strategy stated that the basic principles of health care are to be
availability, acceptability, effectiveness, equity, social acceptability and
appropriateness relative to local culture and traditions.

In accordance with the above, the Ministry of Welfare issued a regulation
on 19 October 1999 entitled “ Development strategy of primary and secondary
health care”. This forms the basis of the ministry’s policy on development of
primary and secondary care.

Health services provision isregulated by a number of pieces of legislation.
Theseincludethelaws“OnMedica Care” (1997) and “ On Physicians' Practice”
(1997). The range of primary and secondary care services to be included in
statutory provision, “ The Basic Care Programme” (1994) is defined by a sepa-
rate regulation.

The Basic Care Programme was initially a Ministry of Welfare document
defining the basic health care services to be guaranteed and covered by the
state budget. In 1994 it was adopted as a Regul ation by the Cabinet of Ministers.
It defines abasket of health care serviceswhich areto be provided to all citizens
of Latviaaswell asforeignerswho legally reside within Latvia. It specifiesthe
basket of primary and secondary care servicesthat are to be provided through
state budget financing. The basket is examined and revised annually. Each
year there appear new lists of exclusions. The Basic Care Programme used to
be financed by district-level budgets through local account funds. Since 1997
it is paid for by the regiona sickness funds on the basis of contracts with
health care providers. (For more information see the section on Health care
benefits and rationing.)

In 1998 the operation of medical ingtitutionswas determined to be aregulated
area, and procedures for certifying medical institutions and regulations on
compulsory requirements for medical institutions were approved. The Health
Statistics and Medical Technology Agency was authorized to certify medical
institutions, and certification procedures have started in the country.
Certification of an institution provides more opportunities to request funding
fromthe state. Legidativerulesareintended to apply uniformly to activities of
all health careinstitutions, and so the specific type of ownership of aninstitution
is not relevant. Control ensuring the quality of health care is exercised by a
public agency, the State Health Care Quality Control Authority, established
specifically for this purpose.

Each department in the Ministry of Welfare is responsible for specific
activities. The Department of Health is responsible for legislation and general
health policy as well as for the coordination and supervision of health care at
the national level. It supervises quality of health care and sets health care and
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medical technologies' standards; it is responsible for legislation; coordinates
legidlative acts accordance with European Community standards; and plans
government-supported medical staff training.

The Department of Public Healthisresponsible for legislation, management
and priority setting in environmental health, health promotion, and the
management of hygienic and epidemiological inspections; and defining sanitary
norms. The National Environmental Health Centre, Health Promotion Centre,
State Food Centre, and A1DS Prevention Centre are under the direct supervision
of the Department of Public Health.

The Health Promotion Centre was established in 1996. Itsmain tasksareto
raise public awarenesson healthy life stylesand to coordinate health promotion
activities at national level.

The National Environmental Health Centre’s main tasks are to implement
policies in hygiene and epidemiology, to collect information, analyse and
estimate the epidemiol ogical situation in the country, to work out modelswhich
will supervise the epidemiological situation, and to establish and maintain an
information system showing what kind of environmental factors could influence
the population’s health.

The Department of Pharmacy is responsible for legislation and policy in
the field of pharmaceuticals, and supervision and licensing of pharmaceutical
services. It operates within the international system of drug control and carries
out state policy inthisarea. The State Agency of Medicines controlsthe quality
of pharmaceuticals. It also registers pharmaceuticals and providesinformation
about them. Regulation of pharmaciesis the task of the State Pharmaceutical
Inspection.

At the district/city level the regional sickness funds have complete respon-
sibility for ensuring accessto the services provided in the Basic Care Programme
and hold all decision-making powers. Thisincludes the appointment of health
managers, contracting with providers, allocating resources, closing or opening
clinics.

At the national level, the Quality Control Inspectorate investigates the
performance of ingtitutions or speciaist care in general (aswell asindividual
cases) in response to patients complaints or at the request of the Health
Department.

The Latvian health care system is based on the contract model: regional
sickness funds make contracts with health care institutions and pay for the
costsincurred in these ingtitutions. There are no rules about which institutions
the sickness funds must contract with, if there are two hospitals with similar
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specialization. There have been suggestionsto introduce competition or tenders,
but no selection criteria have yet been developed. At the present time, new
contracts show a preference for certified hospitals. As the regulations of the
Cabinet of Ministers define standards for medical equipment, personnel and
qualifications that must be met for certification of an institution, preferenceis
given to hospitals with more advanced material equipment and certification.

Regulatory functions

Pharmaceuticals. Most pharmacies in Latvia are private. The number of
pharmacies is not state-controlled, but rather regulated by the market.

High technology. Regulation in this area remains limited, with the result that
thereis alack of coordination of purchases of equipment. For example, it is
not uncommon for two hospitals in the same region to purchase the same
expensive equipment. There are plansto have the regional sicknessfundstake
on the tasks of supervision of high-technology purchases in the future.

Establishing standards. In 1996, adocument entitled “ Standards of Diagnostics
and Treatment”, based upon the recommendations of professional medical
associations, was prepared by the Health Statistics and Medical Technology
Agency and subsequently adopted by the Ministry of Welfare. Whereas the
standards were initially declared mandatory for all health care institutions, in
1998 they were assigned the status of recommendations asit was realized that
they were too stringent to be readlistically met given the limited resources
availableto most institutions. The process of health careinstitution certification
was initiated in 1997. This certification is regulated by rules of the Cabinet of
Ministers. There are strict regulations for outpatient clinics, hospitals,
emergency care centres, dental clinics, rehabilitation institutions and blood
bank institutions. To date, many institutions remain uncertified due to their
inability to carry out the necessary investmentsand attain therequired standards
(though the situation is better in the case of laboratories). The final deadline
for certification has been changed several times, most recently for the year
2003. The issue of certification is a sensitive one, as closure of uncertified
ingtitutions can lead to unpredictable social problems.

Control of sickness funds. The State Compulsory Health Insurance Agency
(SCHIA) supervises the regional sickness funds. It is itself managed by five
administrators appointed by the Ministry of Welfare.

Control over health personnel. The main control is provided by certification.
Every fiveyearsall physicians must pass are-certification examination. Nurses
are not yet covered. Employers usually give preference to personnel with
certification. There is no other specific control.
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Decentralization of the health care system

Severa forms of decentralization have been applied in the reform processin
Latvia. Asthe country’shealth care system prior to 1990 was only avery small
part of the Soviet Union’s highly centralized system, the scope of the changes
has been significant.

Devolution

A major shift towards decentralization took place during the early 1990s. This
hastaken form of devolution of powersto local governments. Latviaisdivided
into 26 administrative districts and seven cities (the largest in the country).
After enactment of aLaw on Local Government in 1993, most of the responsi-
bility for providing primary and secondary health care services was delegated
to districtsand municipalities. (Specialized services remained the responsibility
of the state.)

In the period 1993-1997, each district (and large city) had its own local
health care board (or health service authority) and sickness fund. Since 1993
when the reform started, some of the Ministry of Welfare functions were
transferred to thelocal health care boards, which wereresponsiblefor planning
and administration of health care. The local health care boards were financed
through local governments at the district level through local account funds
(which received their funds from the state budget). The local government
councils appointed local health managers. Health care boards at the local level
had the right to take all decisions about service provision: opening, closing or
privatizing facilities, and allocating resources.

This process of devolution had some negative aspects. As payment for
serviceswas on the principlethat the “money followsthe patient”, if the patient
was referred to a facility outside the district, the facility had to invoice the
district of residence through an “inter-territorial invoice”. However, as money
for health care formed about 85% of thelocal budget, both thelocal government
council and the local health manager preferred to retain as much spending as
possible within their own district and strengthen their own institutions. This
meant that there was a reluctance to refer patients to other institutions even if
the case required more specialized treatment, whileindividual districtstried to
develop their own facilities. Accessto diagnostic and medical equipment varied
throughout the country. In addition, if the district-level government had extra
resources, it could choose to cover servicesthat were not included in the Basic
Care Programme. The amount specified in the Basic Care Programme was
LVL 21 per inhabitant per year (asof 1996). Some districts had more resources
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than others, thusresulting in an unequal coverage of health care benefits across
districts.

Further, the quality of serviceswas not always adequate, asnot all hospitals
were appropriately equipped to ensure adequate inpatient care. Inter-territorial
payments were also often delayed. Since patients could only choose a doctor
from within their administrative territory, and the smaller districts, in rural
areas, usually had only one of each kind of specialist, there was in effect
sometimesno choiceat al. Neither local political structuresnor health managers
had expressed any interest in inter-territorial cooperation. All decisions about
resource allocation were made at thelocal level. Asaresult the overall number
of hogpitals (and hospital beds) remained too high and quality of servicestoo low.

In 1997 there occurred a recentralization of health care financing. The
districts stopped receiving funds for health care services provision (for more
information see the section on Main system of finance and coverage). As of
that time, funding for health care (specifically the Basic Care Programme,
comprising primary and secondary care services) is no longer channelled to
local governments, but is now distributed to regional sickness funds through
the State Compulsory Health Insurance Agency, on the principle of equal
financing per capita. All inhabitants receive an equal amount per capitain the
whole country. Extraresources from municipalities for health needs can come
from local taxes, but it is a business of the municipality how to spend funds
from local tax collection. Since 1997 the local governments are responsible
only for health care provision.

In addition, since 1997, thelocal health boards have been disbanded. At the
present time, therefore, not all local governments have an individual or com-
mittee that is responsible for health. This has contributed to weakening the
position of health in the local government agendas, and has had a negative
impact particularly in the area of investments and infrastructure development
which could have been financed from municipal budgets.

At present there are callsfor re-centralization to proceed further. The major
reason for this involves the rational use of state funds for the procurement of
high technology equipment.

Delegation

Certification of health professionals has been delegated to the professional
associations. Each medical specialty and sub-specialty is represented in the
Latvian Physicians' Association and elects a certification committee. It is
intended to establish asimilar system for nurses. The Association of Physicians
organizes postgraduate studiesfor physicians. Thefunctions of health statistics,
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Table 3. Trends in privatization of health care institutions

1993 1996 1997 1998 1999

Physicians joint (group) practice (private) - 4 4 7 7
Physicians (solo) practice (private) - 35 78 139 166
Dentistry practice (private) - 9 29 82 212
Total number of dentistry institutions 2 79 81 91 103
Total number of private hospitals - - - 7 10
Number of beds in the private hospitals - — — 389 509

Source: Yearbooks of Health Statistics, Latvia, 1999.

information and health technology assessment have a so been delegated to the
Health Statistics and Medical Technology Agency.

Some functions, mainly involving distribution of health care materials, are
delegated to patients’ organizations under the supervision of the Department
of Health. The Red Cross has been given responsibility to organize the organ
donors’ movement.

Privatization

Since 1993, outpatient hedlth care institutions have undergone a change in
ownership from state institutions to either fully privatized institutions or non-
profit state and municipal limited liability companies. In Riga City, there was
adecision severa yearsago to fully privatize all polyclinics, and this has been
partially implemented to date. Where full privatization has occured, primary
health care providers are employees of the institution. In the cases where
polyclinics have become non-profit state or municipal limited liability
companies, while thisisnot real privatization, it doesinvolve adifferent legal
basis which allows the respective administration greater freedom in decision-
making and resource allocation.

There is dso atrend towards the privatization of certain other health care
facilities. Almost all dental practicesand pharmaciesare private. Severa sana-
toria (spas) are being privatized, and there has been a small increase in the
number of private hospitals. Table 3 shows the increase in private institutions
since 1993.

The number of physician joint practices and solo practices constituted 15.6%
of all outpatient care institutions in 1999. The private dentistry practices
compose 67.3% of all dentistry institutions, which are mostly either solo or
group practices. Thetotal number of private hospitalsincreased from sevenin
1998 to ten in 1999, constituting 6.6% of the total number of hospitals against
4.6% in 1998. The number of beds hasincreased from 1.7% to 2.4% in 1999.
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The Law on Physicians Practice enacted in 1997 wasintended to encourage
the development of independent primary care practices. Thelaw statesthat the
primary care physician is an independent profession, and is to form the basis
of health care. The law specifies the primary care physician’s work, financial
activities, rights, responsibilities, patient registration, cooperation, practice
registration and certification.

However, privatization of physician practices has not proceeded as rapidly
aswas hoped, mainly dueto financial constraints (low physician income, high
interest rates on bank loans), the uncertainties associated with establishing a
practice, aswell asadministrative barriersand incompl ete legislation. Some pro-
jects (for example in collaboration with EU/PHARE) have attempted to pilot
and further the establishment of independent physician practices.

Physiciansin private practice use their own medical equipment, unless the
practiceislocated in an outpatient clinic (i.e. apolyclinic). If the private practice
islocated in an outpatient clinic, then physiciansuse outpatient clinics medical
diagnostic equipment. Thisis agreed upon by contract between the outpatient
clinic’schief and the physician who hasthe private practice. Private physicians
rent the space in the outpatient clinic. Private hospitals use their own medical
equipment.
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Health care finance and expenditure

Main system of finance and coverage

hereas L atvia has established an organizational structure consisting
Wof acentral sickness fund (the State Compulsory Health Insurance

Agency) withitsregional satellites, health care services continueto
be financed through a national, tax-funded system.

Financing prior to 1997

In 1991 and 1992, anumber of articlesappeared in the medical pressdescribing
the principles of reimbursement based on the points system, and included
examples of calculations. The architects of the reform, making a distinction
between the source of health care financing and payment mechanisms, argued
that the first could help increase the total amount of resources available for
health care, and the second could increase the efficiency of resource use. They
proposed two possible courses of action: radical change involving the simul-
taneousintroduction of social health insurance and new payment mechanisms,
and a slower step-by-step approach which initially would involve the intro-
duction of new payment mechanisms (specifically payment per manipulation).

A decision infavour of gradual change wasfinally adopted, on the grounds
that the legidative basis for change was weak, and upcoming parliamentary
(Saeima) elections (June 1993) made legidators cautious.

The first magjor changes wereinitiated in 1993. The Central Account Fund
(later the State Sickness Fund and, still later, the State Compulsory Health
Insurance Agency) was set up, with the mandate to continue the health care
reform, elaborate upon strategically important documents (for example,
formulate bylaws for territorial sickness funds, revise criteria for the
establishment of the points system), and pool funds to be distributed to the
districts through local account or territorial sickness funds. The local account
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funds, one in each of the country’s administrative districts began to be
established. In theinitial stages participation by local governments (districts)
in setting up local account funds was voluntary, and was promoted on the
grounds of increased efficiency in the use of financial resources.

Starting in 1993 (and until 1997), thetotal budget for health carewasdivided
into the state budget, which was managed by Ministry of Welfare, and local
government budgets (al so financed from central government revenues), which
were administered by district-level and city governments through their
corresponding territorial sickness funds. These financial resources were used
to finance two programmes in health care as follows:

 thestate programmefor health carefinanced from the state budget, through
central government revenues, including tertiary care, specialized treatment
of tuberculosis, the treatment of mental illness, oncology services and other
services provided in state-owned hospitals;

» the Basic Care Programme (primary and secondary health care) financed
from local government budgets through a budget administered by each of
the 32 territorial sickness funds, as well as state budget subsidies.

In addition, payment per act was introduced for primary and secondary
health care in municipal health care institutions throughout the greater part of
the country. Several districts, mainly in thewestern part of the country, opposed
this payment system and adopted instead capitation for primary care and global
budgeting for specialized hospital departments. The Central Account Fund
was not opposed to capitation in principle, but argued that its adoption required
patient registration, sufficient numbers of general practitioners, etc., and should
therefore be considered as apayment mechanismin alater phase of health care
reform.

In 1994 the Central Account Fund was re-named and became the State
Sickness Fund, probably in anticipation of a change in responsibilities from
redistributing financial resources to collecting them. (This change in respon-
sibilitieshasnot materialized.) Discussions at thistimeincluded issues such as
the managerial aspects of health insurance, the possible co-existence of
compulsory and complementary health insurance, and the possible unification
of payment systems for all health care institutions.

Asaresult of the changesthat had been initiated in 1993, there had resulted
a great diversity in the mechanisms of financing of health care, as well as
variationsin the amount of health care spending per capita. Funding for primary
and secondary care through the local government budgets resulted in widely-
differing amounts of health care spending per inhabitant. In the absence of
sufficient financial resources, a district could even decrease its financing of
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health care. In 1996 spending per inhabitant varied from LVL 14.63 in
Daugavpilsto LVL 28.79 in Ventspils. Equity had therefore been sacrificed for
the sake of decentralization.

Legidation of 1996 entitled “ On the State Budget for 1996” specified LVL 21
per inhabitant per year as the minimum level of spending in the Basic Care
Programme. Districts could spend more than this but not less. If the district-
level government had excess resources, it could choose to cover services that
werenot included in the Basic Care Programme. Asaresult, since somedistricts
had more resources than others, the problem of unequal coverage of health
care benefits among districts continued.

In addition, the banking crisisthat occurred in the mid-1990s (involving the
failure of the largest commercial bank) gave rise to serious difficulties. Some
local governmentsrefused to pay their corresponding territorial sicknessfunds
even the minimum specified by law. The territorial sickness funds were only
ableto pay for aportion of health care services, first paying local hospitalsand
polyclinics, and remaining indebted to state institutions. At about this time,
the Cabinet of Ministers introduced regulations concerning co-payments in
the Basic Care Programme.

By 1996, the main defects of the decentralized system of financing had
become apparent:

* Maor differencesacrossdistrictsin health care services delivered had arisen
due to differences in spending per capita;

» Theautonomous management of each territorial sickness fund gaveriseto
problems in rationalization of resource allocation;

» Accounting processesin several territorial sicknessfundswere complicated;

» Patient choiceof hedlth careingtitutionswaslimited, aspatientswerelimited
to local ingtitutions, especially hospitals.

The financing changes of 1997 and the present system

To address these difficulties, major changes in the system of health care
financing were introduced in 1997. The most important of these involved the
centralization of financial resources. The key objective wasto introduce stable
and equal financing per inhabitant inall the regions of the country, and provision
of aparticular level of health services for all.

In 1997, districts stopped receiving funds from the state budget for health,
and all money began going through the State Sickness Fund. The State Sickness
Fund in turn began distributing the money to the eight regional sicknessfunds.
Allocation of the money to the regional sickness fundsis according to the size
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and age structure of the population. All inhabitants throughout the country
receive an equal amount. Extramoney from local governmentsfor health needs
may comefromlocal taxes, but it isup to the municipality to determine how to
spend funds from local tax collection.

In order to establish a unified service structure at regional level, and after
long negotiations between districts and sickness funds, the process began to
consolidate territorial sicknessfund into regiona sicknessfunds. In the begin-
ning of 1998, there were eight regional sicknessfunds (asopposed to the earlier
32 local account or territorial sickness funds). At the same time (1998), the
State Sickness Fund changed its name to State Compulsory Health Insurance
Fund.

The regional sickness funds, despite their name which suggests collection
of insurance premiums, retain the function of distributing state budget resources.
Latvian health care continues to be financed through a national tax-funded
system.

Since 1997 health care resources consist partly of income tax collected at
the central level (28.4% of incometax is earmarked for health care),® partly of
subsidies from general revenues (also financed by taxation revenues at the
central level) and partly of patients’ pay-in. Thisthird financing sourceincludes
co-payments on publicly-provided services, and paymentsfor privatel y-provided
care (or private insurance). In addition, a fourth source of funds includes
contributions made by local governments, depending on how they managetheir
local financial resources raised through local taxes.

Fig. 5 showstheflowsof statefundsto the different health care programmes.
The State Compulsory Health Insurance Agency administersall statefunds. A
portion is alocated to the regional sickness funds, which conclude contracts
with providersto pay for servicesincluded in the Basic Care Programme; another
portion is allocated to the state programmes (specialized services) which are
paid for directly by the State Compulsory Health Insurance Agency through
contracts with providers; and athird portion is for centralized purchasing.

The budget for health care is enacted by Parliament (Saeima) each year.
Projects for capital investments are included in the Public Investment
Programme, financed by the state. Thisisalist of essential building renovation
and necessary equipment.

3 The overall budget for all health services is of course influenced by variations in income tax revenues.
After the fiscal crisis of 1995, when the accounts of several local governments and health care institutions
were blocked in the Bank “Baltija’ for along time, the health care budget was reduced by 11%. To avoid
this kind of problem, it was decided to earmark spending for health care, at 28.4% of income tax.
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Fig. 5. General tax collection system for health care
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Health care benefits and rationing

All Latvian citizensor permanent residentsin the Republic of Latviaare entitled
to state-funded health care. Residency is confirmed by the register code of the
Department of Citizenship and Immigration of the Ministry of Internal Affairs.

Therange of primary and secondary health care provided —the “Basic Care
Programme” —is established each year since 1994 by an act of the Cabinet of
Ministers. Thisisthe basket of medical services, which should be provided for
each citizen and lega resident and financed from the budget (and to some extent,
co-payments). The Basic Care Programme includes emergency care, treatment
for acute and chronic diseases, prevention and treatment of sexually transmitted
and contagious diseases, maternity care, immunization programmes and
provision of pharmaceuticals free of charge for entitled groups. Dental careis

Latvia



32 European Observatory on Health Care Systems

part of the package only for children up to the age of 18 years. These services
are paid for by the regional sickness funds which receive their funds from the
State Compulsory Health Insurance Agency (in turn funded by taxation
revenues).

Compared to previous years, dental care for adults is excluded from the
basic package and is provided by private practitioners at the patient’s own
expense. Surgical treatment of non-life-threatening diseases (such as hip
replacement) and rehabilitation treatments for certain conditions are also not
included in the Basic Care Programme. In addition, spa treatment, cosmetic
surgery and invitro fertilization are only provided at the patient’s own expense.
This is aso true of alternative therapy, oriental medicine, homeopathy and
medical astrology, which are becoming more and more popular despite their
high cost and dubious outcome.

New services in the health care minimum will be included when the
economic situation improves. Until now, the Basic Care Programme shows a
tendency to be decreased every year.

Costs of services which are not included in the basic programme must be
covered by the patient, his’/her employer or private insurance company, if the
patient is insured.

In addition to the Basic Care Programme, the state finances certain services
that since the beginning of the reform were recognized to warrant stable and
defined funding. These services are provided through a number of state
programmes. Until 1999 there were thirteen of these:

» diagnosis, treatment and control of infectious diseases

» diagnosis and treatment of tuberculosis and chronic lung diseases
e psychiatric care

» oncology and haematology

» mother and child health care

» diabetes

» diagnosis, treatment and control of alcoholism and drug addiction
» catastrophe medicine

» care of patients with burns

+ AIDS

e a portion of tertiary care requiring specialized centres and expensive
equipment (for example, invasive cardiol ogy, cardiac surgery, haemodiaysis
and kidney transplantation)

» programme of hygiene and epidemic control
e ministerial control, supervision and statistics.
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Following new financing regulations of April 1999 of the Cabinet of Min-
isters, a substantial proportion of state programmes, corresponding to 70% of
funding, were transferred into the Basic Care Programme. The services that
were transferred to the Basic Care Programme are the following:

» diagnosis, treatment and control of infectious diseases

» diagnosis and treatment of tuberculosis and chronic lung diseases
* psychiatric care

» oncology and haematology

» mother and child health care

» catastrophe medicine

+ AIDS.

Complementary sources of finance

Table 4. Percentage of main sources of finance

Source of finance 1998-1999
Public

Taxes 78.9%*

Statutory insurance None
Private

Out of pocket 21.1%*

Private insurance Small but increasing
Other

External sources Increasing

Source: WHO Regional Office for Europe health for all database.
* These percentages do not reflect the (small) role played by local government financing,
private insurance, and external sources of financing.

There are no precise statistics about finance sources, and there are wide
disparities among different sources of information. According to the WHO
Regional Officefor Europe health for all database, about 79% of resourcesfor
health care are financed through taxation revenues, and the remaining 21%
from out-of-pocket payments. WHO's World Health Report 2000 estimates
out-of-pocket payments to be 39% of total. By contrast, the Ministry of Wel-
fare estimates these to be 7—10% of total. Private insurance represents a very
small but increasing amount. External assistance is similarly increasing.
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Out-of-pocket payments

Patient fees were the first element of patient participation in the financing of
health care to be introduced in the early 1990s. The amounts were at first
symbolic, however private (out-of-pocket) expenditures areincreasingly mak-
ing up for the shortfall in public spending.

In 1995, following the collapse of a number of major banks, many local
governments lost their financial reserves. Since the middle of 1995 this fiscal
crisis precipitated a sharp decline in health care financing. To deal with this,
Regulation of the Cabinet of Ministers 231 was passed on 25 July 1995, allowing
patients to be charged for up to 25% of the cost of care under the Basic Care
Programme. This 25% co-payment did not apply to emergency care, maternity
careor servicesfor children up totheageof 18. If they had thefinancial capacity,
local governments were allowed to broaden the range of free services and to
entitle more groupsto free care.

The 25% co-payment posed enormous problemsfor patients and providers
alike. Patientsdid not know the magnitude of the co-payment, and were unable
to understand the method of cal cul ation or the difference between aco-payment
and afee. Hospitals on the other hand were unable to collect fully. According
to data of the State Sickness Fund, in late 1995 and early 1996 the actual
amount of co-payments was no more than 12—-13% of costs, and much lessin
areas with high unemployment. Health care facilities ran into financial
difficulties because, whilethey spent all necessary fundsfor servicesprovided,
they were reimbursed for only 75% of their costs.

By the mid-1990s, out-of-pocket expenditures included co-payments on
servicesincluded in Basic Care Programme, patient fees, most outpatient drugs,
publicly and privately provided services not covered by the sickness funds,
and to alesser extent, payments for privately provided services as an aterna-
tive to publicly provided ones. In 1997, the percentage of the Basic Care Pro-
gramme costs that were to be covered by out-of-pocket paymentswas reduced
to 20%, consisting of 15% co-payment and 5% patient fee.

Regulations of the Cabinet of Ministersissued in January 1999 determine
the amount of patient payments for services provided within the minimum
care programme. These are as follows:

e Outpatient care: In the outpatient clinics co-payments are LVL 0.50 for
adults and LVL 0.20 for children per day. The payment for a physician’s
home visitisLVL 1.00.

* Inpatient care: The entering chargesin ahospital are LVL 5.00; a day cost
of LVL 1.50for adultsand LVL 0.45for children. For manipulations, charges
are defined separately. The day cost for adult services included in a state
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programme is LVL 0.45 per day. (The state programme includes highly-
qualified carein tuberculosis, oncology, psychiatry and narcology services
and tertiary levels services, such as heart operations, neurosurgery,
nephrosurgery, etc.). The patient’sfee per period of hospitalization may not
exceed LVL 15.00 for adults and LVL 5.00 for children (excluding the
payments for manipulations).

A maximum limit of LVL 80.00 is set for the total amount per year that a
household may pay on health care (excluding payments on drugs, spectacles
and dental services). Any amount spent abovethisisreimbursed by theregional
sickness fund. Vulnerable groups are exempt from payment of patient fees.
Thereare 16 such groups, including children 0-1 year old, handicapped children
up to the age of 16 years, pregnant women receiving pregnancy care, tuber-
culosis patients and others. Urgent medical careis provided free of charge.

Beforereceiving planned hospital care, patients sign an agreement with the
hospital administration. The costs are cal cul ated prospectively. The remaining
expensesfollowing patient paymentsare covered by theregional sicknessfund.
In practice, the income of the population is rather low and there are no
mechanisms for making people pay. As a result, hospitals manage to collect
only a fraction of planned payments from patients, especially in rural aress.
Socia anxiety has risen significantly after introduction of these regulations
and it islikely that more patients will delay consulting a doctor for aslong as
possible.

Patient payments in 1999 amounted to 7% of hospitals' total income.
Collection of even this amount was complicated and stressful.

Drugs

Patients have to pay the full price of most medications for outpatient care.
Drugs for treatment of certain conditions (psychiatry, oncology, diabetes etc.)
areincluded in a“positive list” of medications, which are excluded from this
rule. Certain categories of people (e.g. persons from the Chernobyl nuclear
power station catastrophe ared) are also excluded. The positive list is revised
every year in collaboration with medical practitioners. (For more information
see the section on Pharmaceuticals.)

Medical aids and protheses

Costs of medical aids and prostheses (except dental) are covered by the Social
Assistance Services. The Centre of Cardiological Surgery providescardiological
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protheses free of charge. Joint replacement is partly covered by the sickness
funds.

Each year the number of hip prostheses and knee prostheses operations that
are to be financed by state is fixed up to a maximum. The real need exceeds
these limitations. The regional sickness fund pays for the operation. The cost
of one replacement operation is LVL 406.00. The prosthesis price is covered
by State Compulsory Health Insurance Agency. If the replacement is madein
the frame of the State programme the patient pays LVL 50.00.

Informal payments

“Under-the-table” payments were very popular in the Soviet period. Patients
used to pass envelopes to doctors and nurses to ensure better quality of care
and more attention. There is some question regarding how the size and extent
of these payments have developed during the 1990s. According to some
indi cationsthese payments have declined; it isargued that disadvantaged groups
do not have enough money for even essential needs and therefore use medical
services mostly for emergency care while on the other hand those who are
more prosperous have the option to consult privately. On the other hand there
isagenera feeling among the population that informal payments haveincreased,
particularly in the larger cities.

A study based on surveys carried out in 1999 (Corruption Perceptions | ndex,
Transparency International Annual Report 2000) provides some indications of
the current magnitude and extensiveness of informal payments. Of the total
number of respondents in the study, 69.5% stated that they never had to make
anunofficial payment or gift to state or local health careinstitutions. By contrast,
24.8% of respondents said they sometimes made apayment or gift, while5.7%
claimed that an unofficial payment or gift was made on almost every visit. The
average unofficial payment made per visit amounted to LVL 29 (roughly equal
to US $47 according to year-end 2000 exchange rates). While many would be
able to afford this amount, there is a large group of persons (particularly the
elderly and other vulnerable segments of the population) for whom thisamount
would be impossible to pay. A regional breakdown of respondents indicates
that Rigahasthe highest proportion of personswho make unofficial payments,
amounting to 46.1% of total Riga respondents.

Voluntary health insurance

Since the fall of 1995, some sickness funds (especially the Riga Regional
Sickness Fund) began to offer voluntary (i.e. complementary) health insurance.
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However, it isnow no longer permited for public sicknessfundsto offer private
insurance coverage, so as to avoid the risk of excessive private insurance
liabilities being met by the private sector (something which actually occurred
in the case of the Riga Regional Sickness Fund).

Private insurance companies provide private, voluntary health insurance
schemes. There are ten private insurance companies. These cover patient
payments for outpatient and inpatient care; Some insurance companies cover
dentistry, medication, and spa treatment, rehabilitation and drug expenditures.
Buyersof privateinsurance policies are often companies buying group policies
for their employees, who thereby bypass problems of access and quality of
care found in publicly funded service provision. Some private insurance
companies contract private health care institutions with advanced technical
equipment and standards, which do not have contracts with sickness funds and
which are believed to provide better quality of care. They are attractive because
they provide accessto the most advantaged health care facilities with a higher
standard of accommodation and more highly qualified specialists. Private
insurance schemes are asyet fairly limited, however they are visibly growing.
While providing greater choice for patients, this development contributes to
the risk of developing a two-tier system of health care provision in terms of
accessand quality of care. Moreover, there areindicationsthat privateinsurers
may for the moment be exploiting the confusion in people’s minds over
compulsory insurance, co-payments, the guaranteed basket of services, etc. to
their own advantage as they seek to increase their income.

External sources of funding

Latvia has obtained loans from the World Bank and PHARE programmes for
health care purposes. The assistance of different international and overseas
organizations (UNDP, Red Cross, etc.) ismainly directed to specia programmes
for staff education and services expansion.

The World Bank offered a credit for Latvian health care reform. The main
aim of this project isimprovement of the Latvian health care system’s quality,
efficiency and accessibility. The project is supported by a US $2 million
grant from the Swedish International Development Agency and US $3.6
million from the Government of Latvia. The project is to be implemented
in two stages. Thefirst isto take place in the period 1999-2001. The second
stage is planned for the period 2001-2005. The loan for the first stage isUS $
12.0 million, and for the second US$ 20.0 million.

The project includes support for health care system administration, reform
of health care financing, strengthening of sickness funds, management of the
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health information system. For inpatient institutions thereis afinancing model
based on diagnosis groups, and remuneration in the primary care system isto
be based on the capitation principle. Health care services quality standards
will be developed. The State Compulsory Health Insurance Agency will
establish apublicinformation system, financial audit system, and staff training.

Health care expenditure

It is difficult to obtain an accurate picture of the magnitude of spending on
health care from the state budget since 1991. The structure of the budget and
the magnitude of payments from the central and local government budgets
were changed several times. For example, in 1991 and 1992 the social budget
was independent from the state budget; in 1993 and 1994 it was consolidated
into the state budget, and in 1995 it was separated again. The hyperinflation of
1992, theintroduction of the national currency, the L at, in 1993, and the banking
crisis of 1995 have further complicated calculations.

Public financing of health care from centrally collected funds* in Latvia
comprises the following:

e A “Specia Health Care Budget” which consists of a fixed percentage
(28.4%) of personal income tax;

» Subsidies or block grants from the central government’s “Basic Budget”
(formed by general revenues collected at the central level).

A special budget (according to the definition used in statistical yearbooks)
is formed by revenues that are not allocated to basic budgets but rather are
earmarked to cover specia expenses, namely those to which their namerefers.
The Specia Health Care Budget is based on a constant percentage of personal
income tax, fixed at 28.4% since 1997. In the period 1995-1996 an additional
source of revenue for this budget was the surplus (over the planned amount) of
excise tax on tobacco. Excise taxes once again in 1998 made their appearance
as asource of finance for health care (see Table 6).

As Table 5 indicates, state financing for health care as a share of the total
(consolidated) state budget has declined since 1991, and was 9.4% in 1998.
Public financing for health care as a share of GDP is estimated to be 3.9%—
4.4%, depending on the source of the estimate. This percentage understates
thetotal amount of funds spent on health care, which includesagrowing private
share. As the same table shows, the privately financed portion of health care

“In addition, local governments have revenues which they may use for health care purposesif they choose.
This funding is not included in the figures of Tables 5 and 6.
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Table 5. Trends in health care expenditure, 1991-1999

1991 1995 1996 1997 1998 1999

Total expenditure on health care

from the consolidated state budget %** 10.8 9.7 9.9 9.9 9.4 -

Share of GDP % (public only) 2.6 4.2* 4.5%  45* 3.9* 4.4
3.9 3.9 3.9 3.9 -

Public share of total expenditure on health care % 100* 95* 88* 85*  78.9* —

Sources: Latvian Data Presentation Systems Database.

* WHO Regional Office for Europe health for all database. Data from the Central Statistical
Bureau are different (lower).

** The consolidated state budget refers to the basic state budget plus the special budgets.

has been steadily increasing during the 1990s, reaching 21.1% in 1999.
(However, it will be recalled from the discussion of Table 4 that estimates of
out-of-pocket paymentsvary widely, with the Ministry of Welfare putting these
at 7-10% of total spending.) Inclusion of private spending would bring the
GDP shareto over 5%. In addition, the figures shown in Table 5 do not include
the contribution to health care financing made by local governments.® The
local governments may cover health care expenses, which are not covered by
the sickness funds, i.e. services not included in the basic care programme.
These may be planned surgical operations, cosmetic surgery, workers health
examinations, dentistry for adults, and others. Such health expenditures are
financed through local taxes, income from local government property
management, state budget subsidies, target subsidies, etc.

Public funds for health care are channeled to health care programmes via
the insurance system in the following way:

» Basic Care Programme: Thisisfinanced by the Special Health Care Budget
(the earmarked amount consisting of 28.4% of personal income tax) plus
subsidies (block grants) from the state budget. These funds are managed by
the State Compulsory Health Insurance Agency which distributes them to
the eight regional sickness funds. These in turn purchase services from
providers on a contractual basis.

» The state programmes in health care. These are financed from the basic
state budget. The funds are transferred to the State Compulsory Health
Insurance Agency, which directly pays providers for their services (see
Fig. 5).

Table 6 shows the sources (financing) and uses (expenditure) of funds for
health care. Whereas the two public sources of revenues (basic state budget
and special health budget) are comparable in size, the Basic Care Programme

5 Unfortunately it has not been possible to obtain figures indicating the magnitude of this contribution.
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Table 6. Health care financing and expenditures, million LVL, 1995-1998

1995 1996 1997 1998*
Financing
State budget 33.7 56.6 55.5 57.9
Special health budget (personal income tax) 49.6 59.3 54.4 59.7
Excise taxes 7.7 1.7 - 4.0
Other 0.5 0.9 - -
Total 91.5 118.6 1115 125.9
Expenditures
Basic programme 57.3 68.1 71.8 81.5
State programme 33.2 46.9 38.0 41.7
Total current 90.5 115.0 109.8 123.2
Investments 1.0 0.9 1.7 2.8
Total 91.5 115.9 111.5 125.9

Source: World Bank material. Latvian Health Reform Project, 1999.
* Estimates.

absorbed about double the amount corresponding to the state programmes in
1998, or two thirds of public health care spending.

In 1998 the World Bank recommended that the proportion of fundsallocated
to the state programmes be decreased, and that services included in the state
programmes beintegrated into the Basic Care Programme, on the groundsthat
such expenditure consolidation would lead to increased transparency and
improved resource allocation. It was argued that budget allocations for health
care lack transparency, stability and predictability (with the exception of the
28.4% earmarked amount constituting the special health care budget).

In accordance with the World Bank recommendations, new financing regu-
lations of April 1999 of the Cabinet of Ministers specified that a substantial
proportion of state programmes, corresponding to 70% of funding, should be
transferred into the Basic Care Programme.

Fig. 6 illustrates trends in health care expenditure as a share of GDP in
Latviain comparison with Finland, Poland, Sweden and the two other Baltic
states (Estonia and Lithuania), and the CEE and EU averages. Latvia's share
has been consistently lower than those of all the countries shown, and the CEE
and EU averages. (It may be noted that the data emerging from the WHO
Regional Officefor Europe health for all database show GDP sharesfor Latvia
that are slightly higher than those corresponding to Latvian calculations, as
shown in Table 5. As noted in the discussion of Table 5, inclusion of private
spending would bring the GDP share to over 5%.)
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Fig. 6.  Trends in health care expenditure as a share of GDP (%) in Latvia and selected
countries, 1990-1999
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Source: WHO Regional Office for Europe health for all database.

Fig. 7 shows the level of health care expenditure as a share of GDP in
Latvia in comparison with other countries in the European Region. Latvia's
4.4% share was below the CEE average of 5.7% in 1999.

Fig. 8 shows the share of public expenditure as a share of total health
expenditure in Latviain comparison with the other countries of the European
Region. Latvia's 78.9% public share is roughly in the middle range of all
countries shown. (See, however, the discussion of Table 4 noting the wide
variationsin estimates of private (out-of-pocket) paymentswhich trandateinto
wide variationsin the estimate of the public share.)

Latvia



42 European Observatory on Health Care Systems

Fig. 7.  Total expenditure on health as a % of GDP in the WHO European Region,
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Fig. 8.  Health expenditure from public sources as % of total health expenditure in the
WHO European Region, 1999 (or latest available year)
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Health care delivery system

Primary health care and public health services

in polyclinics. These employed awide range of specialist physicians,

dentists, nurses, paediatricians and related therapists. There were also
extensive mobile emergency services. In rural areas, primary health care was
provided by the local internist and nurse or by the “feldsher”. Special primary
health care services were organized for certain occupational groups, such as
the military and railway employees. The hedlth care system was financed by
the state, and was highly centralized. Financing of outpatient care was based
oninstitution staff numbers; quality and quantity indicators were not important
for the allocation of financial resources.

The present primary health care system developed from this foundation.
Ideas on reform of primary care were first expressed in a detailed document
published by the Latvian Physicians' Association in 1991, which included a
precise description of the general practitioner, also referred to as the family
physician. In 1992, the Ministry of Welfare approved the model of primary
health care based on the general practitioner. Reform of the system wasinitiated
in 1993, and isbased on the principle of primary care provision with an emphasis
on prevention, with a universal, effective health insurance system that will
guarantee the accessibility of health care and a well-functioning institutional
structure. Development of primary health careisbased on the establishment of
family doctor practicesbased on ateam mode, i.e. consisting of afamily doctor
and nurse or doctor assistant.

Implementation of the primary care system that is envisaged is far from
complete. In the interim period, primary care services are provided in awide
variety of institutional settings that are partly the legacy of the old system and
partly the result of efforts to introduce family practices.

l ' ntil 1990 primary health care in cities and larger towns was provided
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At the present time, patients may make their first contact with the health
services in various outpatient institutions: polyclinics, hospital emergency
clinicsor ambulatory emergency clinics, doctorates, feldsher points, and health
points.

Palyclinics: In Riga and the larger cities, most of the polyclinics and occu-
pational health service facilities have been converted to health centres.
Ownership of health centresis mixed between districts and municipalities and
physicians themselves. General practitioners are permitted to rent facilities
within polyclinics and work as independent practitioners; this practice is not
as yet widespread.

There are questions concerning the future of the polyclinics. In the interim
period, until private primary care practices are established on a large scale,
polyclinics are likely to play an important role as the premises for general
practitioners (aswell asambulatory specialistswho areto be gradually declining
in numbers). At the present time, the polyclinic environment is not conducive
to general practice and the development of primary care.

Hospital emergency clinics or ambulatory emergency clinics: Emergency
care is available 24 hours per day. In Riga there are specialized emergency
teams (cardiological, psychiatric, etc.); elsewhere, there is usually only one
doctor or feldsher and the driver.

Doctorates: Group and single-handed practices are present in cities, but most
are located in the countryside where they are called doctorates. This usually
refersto apractice of aloca internist (for adults), who is usually an unspecia-
lized doctor, together with a paediatrician, a dentist, a midwife and nurses.
Specialists are usually available only on a part-time basis. In 1999 there were
416 doctoratesin Latvia (244 in 1998).

Feldsher-midwife points: Therewere still 393 feldsher-midwife pointsin Latvia
in 1998; by 1999 their number decreased to 355. Each is responsible for an
average of 2500-3000 patients They are staffed with afeldsher and the larger
ones also with amidwife, and provide preventive and emergency services. The
policy is to phase them out and to gradually transform them into doctorates,
while their staff retrain to become public health nurses.

Health points: Health points function as physician practices at the big
enterprises and military establishments. They provide prevention and primary
health care services for the military and enterprise workers. They are staffed
with a physician (general practitioner or family doctor) and generally with a
dentist and a nurse. There were nine health points in Latviain 1999 (five of
themwerelocated in Riga). The policy isto allow them to continue asphysician
practices.
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Primary health care providersmay either bedirectly employed by local govern-
mentsor by the administration of health centres, or contracted by asickness fund,
either directly or through the health care institution where they are employed.

The specialty of general practitioners was only established in 1991. The
number of certified general practitioners has increased sharply in recent years
duetoretraining coursesfor general practitionerswhich becameavailablesince
1992. There are three categories of physicians who can qualify as primary
health care physicians: general practitioners, and internists and pediatricians
who have retrained and have become certified as general practitioners.
Certification is provided by the Physicians Association. The overwhelming
majority of general practitioners had been trained as specialists (i.e. not general
practitioners) under the previous system and have retrained in recent years. At
the end of 1999, 42% of primary care physicians were general practitioners,
compared to 25% in 1998.

General practitioners provide general health care for children, adults and
elderly people, and including outpatient surgical manipulations, rehabilitation,
pregnancy care, perinatal care, and emergency care; they prescribe medications,
ensure 24-hour availability, and also carry out preventive work (immunization)
and health promotion. The range of services is determined in the Basic Care
Programme, which includes care of acute and chronic diseases, preventive care,
child and maternity care.

Primary health care for children under 14 years of age is provided by
paediatricians or general practitioners. Pupils health careis provided by local
authorities which, depending on their budget, hire aphysician or aperson with
mid-level medical education to work in schools and kindergartens. Theimmu-
nization programme is determined by regulations of the Ministry of Welfare
and takes place in outpatient ingtitutions after a child has been examined.

Dental carefor young people under 18 years of age and those called up for
military service is financed by the government’s special health care budget.
Others must pay the costs themselves, exceptions being first-aid procedures
and tertiary level services (inherited facial and jaw conditions) as determined
by the state. Therewere 103 dental careinstitutionsand 212 dental practicesin
Latviaat the end of the 1999.

Family planning is coordinated by the State Family Health Centre, estab-
lished in 1996. It is under the supervision and corresponding regulation of the
Ministry of Welfare. Itsmain tasks are family planning, and implementation of
the state's family health programme. Regulations of the Cabinet of Ministers
determine a certain discount for oral and other contraception for women for
whom pregnancy is contra-indicated for medical reasons. Pharmaceutical
productsfor treatment of pregnancy complicationsare distributed free of charge.
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Besides the primary health care services included in the Basic Care
Programme, health centres (polyclinics) also offer certain services for which
patients must pay out-of-pocket (or through private health insurance), such as
aternative therapy and cosmetic services, and certification of driversand gun
holders.

Patients can freely choose their primary care physicians. They can change
their physicians not more than twice per year (excluding change of address). In
practice only the inhabitants of urban areas have any real choice as there are
too few physicians to choose from in rural areas. Primary care physicians
(general practitioners, internists and paediatricans) have agatekeeper role. The
patient needs areferral from a primary care physician to receive specialist or
secondary level care. Without areferral the patient must pay out-of-pocket or
through private health insurance. Exceptions to the requirement of a referral
include the following: dentists for children, psychiatrists, tubercul osis specia-
lists, venereal disease specidlists, gynaecologists, endocrinologistsfor diabetics,
and specialists for emergencies (these specialists can be visited without a
referral).

Patient registration with general practitioners (family doctors) began at the
end of 1997. From the middle of 1999 residents who had not yet voluntarily
registered were registered by physicians working within the resident’s district
of residence. By the beginning of 2000, 80% of the population had been
registered, and it was expected that patient registration would be completed by
the end of 2000.

Fig. 9, showing outpatient contacts per person per year in the WHO European
Region, indicates that Latvia, with 4.9 visits lies substantially below the CEE
average of 7.9, and also below the averages for the EU and NIS of 6.2 and 8.3
respectively.

At the end of 1999 the Ministry of Welfare adopted a regulation on the
functions of general practitioners and specialists determining their main tasks
and responsibilities. It firmly separates general practitioner carefrom specialist
care, and requires that the gatekeeper role of general practitioners be strictly
enforced. Whereas even prior to this patients needed areferral at the primary
care level in order to seek specialist or inpatient care, the referral system did
not function as well aswasintended. In practice, patients till try to find ways
to circumvent the referral system.

Current policy, as noted above, is to encourage a move to single or joint
practicesin primary health care. The government favours the establishment of
private practicesasasetting for primary care delivery, with primary care doctors
as independent contractors. According to the “Strategy for Health Care
Development” prepared by the Ministry of Welfare and accepted by the
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Fig. 9. Outpatient contacts per person in the WHO European Region,

1999 (or latest available year)
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government in 1996, “primary health care should be based on private medical
practice, establishing a primary health care development foundation and
engaging variousfinancial resources’. The private practices areintended to be
composed of independent contractors who contract with a regional sickness
fund. According to present trends, the practices may simultaneously receive
patients on a private basis.

A Law on Physician Practices enacted in 1997 states that primary careis
the basis of health care, and specifiesthe content of physicians' work, financial
activities, rights, responsibilities, patient registration, cooperation, registration,
certification and closing. Welfare Ministry regulationson primary care practice
financing (1998) specify that the basic principle of primary care remuneration
iscapitation, and designate 32 practices where thismodel would beintroduced.
Primary health care development isfurther supported by aWorld Bank project
which finances primary care doctors’ training (50%), training on how to set up
afamily practice (30%), and public information activities (20%). Implemen-
tation began on a pilot basis in the Kraslava and Daugavpils districts in the
beginning of 1999.

Further, the Primary Care Support Fund was established in 1998 by the
Ministry of Welfare and the State Compulsory Health Insurance Agency with
theaim toimprove primary health care devel opment through support of training
of generd practitioners, support for doctors establishing an independent practice,
and promotethe capitation model of remuneration. Thefund provided financial
resources (raised from alcohol excise taxes and supplemented by the World
Bank and PHARE) for the establishment of 65 physician practices (sel ected by
competition).

The effortsto support the devel opment of primary health care have extended
to the system of remuneration of PHC physicians (see the section on Payment
of physiciansfor moredetails). Latviaiscurrently in the process of introducing
amixed capitation system of primary health care physicians. This consists of
payment of an amount that is partly remuneration of the primary health care
practitioner, partly compensation for certain costs (such aspayment of aprimary
health care nurse), and partly for payment for services of specialists to whom
the practitioner’s patients are referred. Since the practitioner clearly has an
incentive not to pay specialists, it is hoped that this will contribute to keeping
service delivery as much as possible in the primary care sector. (For more
information, see the section on Payment of physicians).

Problems in primary health care development

Serious difficulties have been encountered in the process of developing private
practices, and it appears that only 5% of doctors were operating as such in
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1999. These difficulties include the expense of setting up a practice, the near
impossibility of getting acommercial bank loan, and the insecurity generated
by the prospect of 1osing the security of being an employee. General practitioners
are therefore permitted to rent facilities within polyclinics and work as
independent practitioners, yet they still hesitate to do so. At the present time,
the polyclinic environment is not conducive to general practice and the
development of primary care. However, asthere are few alternatives over the
short to medium term for the premises of primary care practices, efforts should
be madeto regulate the polyclinicsin order to create the conditions for general
practitionersto practice in accordance with aprimary care culture. In addition,
financial incentivesfor theintroduction of group practices should beintroduced.

It is expected that World Bank assistance will help overcome some of the
financia constraints. For those who are able to do so, a key motivating factor
behind the decision to open an independent private practice appears to be the
prospect of attracting private patients. It appears, therefore, that there is the
beginning of atrend whereby doctors are prompted to become certified general
practitionersless becausethey areinterested in becoming primary care doctors
and more because of the prospect of substantially increasing their incomes by
attracting private patients. Thisisencouraged by current legisation which allows
independent contractors to become established as limited companies which by
definition are intended to be profit-making organizations or firms.

Several further problemsin primary health care can be observed. Thereis
no programme for feldsher-midwife points reorganization. The cooperation
between health care and social careisnot satisfactory. Physicians' qualifications
and specialization sometimes are not adequate for the demands of primary
health care. Cooperation between primary, secondary and tertiary health care
isinadequate. The process of primary heath care reorganization is proceeding
slowly. According to research, patients in rural areas complain about the
difficulties with primary health care accessibility.

In addition, there have been psychological difficultiesinvolving acceptance
of a primary health care system by the general public, involving along-term
and stable relationship between a family and genera practitioner, in spite of
active media campaigns attempting to inform the public.

There are al so uncertainties about the legal basis of independent practice.
In the case of polyclinics, theformer state, or municipal institutions became
state or municipal enterprises, i.e. not-for-profit joint-stock companies or
not-for-profit limited liability companies. These changes in status gave
rise to greater administrative freedom on the part of the polyclinicsin the
allocation of resources and payment of providers. Asthe contractor onthe side
of health care providers became the head physician or director, and not the
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primary health care physician, there emerged considerable room for tension
between the two.

Finally, there are difficulties surrounding the mixed capitation form of
payment of primary health care physicianswhich is currently in the process of
being introduced. Under the new system, being away from the place of practice
does not alter the physician’s payment as he or she is paid on the basis of the
patient list (capitation); however, this encourages physicians to neglect their
practices. During the physician’s absence from work, the patient is deprived of
the opportunity for a consultation. In some areas there is only one physician
and there is no replacement who could take care of the patient’s needs during
the physician’'s absence. According to law, it is the physician’s obligation to
find areplacement if he or sheis obliged to be away from work; however this
often does not happen.

In addition, the new arrangement meets with opposition from patients who
feel that family practitioners may refuseto refer them to aspecialist even though
specialist care may be called for, smply becausethe practitioner facesafinancial
incentive to retain the money that would otherwise be paid to a speciaist.
Specialists themselves similarly oppose the arrangement as their position vis-
avisthefamily practitionersis severely weakened. (Theseissuesare discussed
in more detail in the section Payment of physicians.)

Public health services

The protection and promotion of public health on a national level is the
responsibility of the Health Promotion Centre, whichis part of the Department
of Environmental Health of the Ministry of Welfare. At alocal leve, the envi-
ronmental health department and the environmental health centres are respon-
sible for health promotion.

The Health Promotion Centre was established in 1996. It organizes and
coordinates health promotion in Latvia. At this moment the most important
aimsarethework on health promotion strategy; promotion of healthy nutrition;
smoking, al cohol, drug and toxic substancesreduction; sex education; promotion
of physical activity; and prevention of trauma.

In 1998 the Health Promotion Centre organized the Baltic Statesand Finland
health monitoring project FINBALT. Its main purpose was to find out risk
factors, physical activity, nutrition, alcohol and tobacco consumption which
reflected thelifestyle of Latvian population. At the present time, 60% of Latvian
schools offer courses in health education.
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The Latvian Medical Academy opened a Public Health School in 1993,
which trains health education teachers, school and kindergarten nurses and
mid-level medical personnel such as nurses, feldshers, and midwives. A Pub-
lic Health Faculty has also opened in the Latvian Medical Academy, which
trains public health specialists. With Norwegian support, Latvia started pro-
grammes in education of public health nurses.

The Latvian Infectious Diseases Centre and State Sexually Transmitted and
Skin Diseases Centre are responsible for infectious and communicable disease
control. The State Sexually Transmitted and Skin Diseases Centre isunder the
supervision and regulation of the Ministry of Welfare. Its main tasks are to
maintain the register of sexually transmitted and skin diseases, development
and implementation of the state health programme in dermatology and
venereology, and to analyse the situation of morbidity in connection with
sexually transmitted and skin diseases. There is an infectious diseases urgent
report system according to which every medical person must report case
detection to the relevant centres (for example, casesof HIV/AIDStothe AIDS
prevention centre, tuberculosis to the state's TBC and Lung Deseases Centre,

Fig. 10. National surveillance systems for infectious and communicable diseases
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gonorrhea and syphilis to the state’s Sexually Transmitted and Skin Diseases
Centre, diphtheriaand tick-borne encephalitisto the Local Environmental Health
Centre). Information flows finally to the Health Statistics and Medical
Technology Agency (see Fig. 10).

Professional diseases’ registration and observation are coordinated by the
Professional Diseases and Radiation Medical Centre. This centreislocated in
theP. StradinaClinical University Hospital. It maintainsrecords of occupational
diseases and Chernobyl-related diseases, and is under the supervision and cor-
responding regulation of the Ministry of Welfare. Physiciansin outpatient in-
stitutions carry out the practical work.

A general state immunization programme has been set up for 1998-2000.
Primary care doctors and school physicians are responsible for immunization.
Vaccination against tick-borneviral encephalitisin someregionsisalsoincluded
in the immunization programme. Since 1995 the spread of diphtheria has
similarly led to an immunization programme. Immunization is the duty of
primary health careinstitutionsand of school doctors. Fig. 11, showingimmuni-
zation levels for meadles in the European Region, indicates that Latvia has
achieved very high levels of immunization at 97% (1999).

Preventive services, such as basic health education and blood pressure
measurement, cervical smearsand breast examination (pal pation), aredelivered
by primary health care providers. Primary care doctors are further responsible
for preventive measures, such as health education, health promotion, screening
tests and antenatal care.

In 1997 the State Sanitary Inspection was established for the purpose of
monitoring environmental health. There are ten regional environmental health
centresin the country at present. Themain aimisto devel op an efficient control
and supervision system to prevent environmental factors' negative influences
on the population’s health.

There are seven youth health centres working on youth reproductive health
care and education. A youth contraception office has opened in the Riga
Emergency Care Clinic where young persons can obtain consultations at alow
cost. The Latvian family planning and sexual health association “Papardes
zieds’ mostly organizes education for the wider population.

The Hesalth Promotion Centre actively worksin health education. TheLatvian
Gynaecologists Association and Latvian Urology Association are active in
educating physicians. The media are becoming more active in informing the
population about family planning, and sexual and reproductive health.

Public health services are hampered by alack of coordination at the state
level. Often different institutions work on the same problems without knowing
what other colleagues have already achieved. Thereisno national strategy for
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Fig. 11.
1999 (or latest available year)
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reproductive health and other public health issues that would help coordinate
activitiesin thisfield.

Reformsin public health are oriented towards research in popul ation health,
e.g. cardiovascular disease, oncol ogy, accidents, etc. The Latvian public health
strategy will be worked out in the framework of the World Bank project. There
are currently public health advisers supported by this project who organize
seminars and task groups on several public health issues. More attention will
be given to informing the public on healthy lifestyles; one of the projects planned
involves informing the population about the impact of tobacco and alcohol
consumption on health.

The Health Promotion Centre will establish a public relations department
that will work as an inter-ministerial institution.

Inthefutureit is planned to promote health education from primary school
onwards. A separate programme is planned to improve environmental health
care by monitoring and testing food and water.

The Ministry of Welfare has recently proposed that a health promotion
specialist position be established in each of the 26 districts and seven cities,
and plansto extend the health promotion infrastructureto thelocal level. World
Bank expertsare preparing astudy on optimal infrastructure and cal cul ation of
health promotion costs. The study is to be completed in 2001.

Secondary and tertiary care

There are three categories of hospitalsin Latvia (see the Organizational chart
of the health care system): state hospitals, which are accountableto the Ministry
of Welfare; municipal hospitals; and private hospitals.

Table 7 shows the breakdown of hospitals and beds by type of ownership
and how these have devel oped since 1991. Hospita sare overwhemingly public,
with municipalitiescontrolling very roughly half of thesein 1999 (moreprecisdly,
municipalities control 55% of all hospitals and 47% of all hospital beds).

In 1999 there were 151 hospitalsin Latvia, of which 31 werein Riga. All
specialized hospitalsare concentrated in Riga. The main specialtiesof secondary
level ingtitutions are surgery, adult internal medicine, paediatrics, obstetrics,
orthopaedics, ophthalmology, urology, dermatology, and otorinolaringol ogy.
Highly specialized state health care institutions equipped with advanced
technologies providetertiary care, aswell as secondary care. State centres that
are financed from the state’s programme include specialized hospitals in
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Table 7. Numbers of hospitals and beds, 1991-1999

Number of hospitals Number of beds
1991 1996 1997 1998 1999 | 1991 1996 1997 1998 1999
Total 187 158 156 150 151 | 36096 25641 23840 22702 21594
of which

Under the supervision
of the Ministry of Welfare 47 54 52 51 52 | 14075 12448 11254 10938 10265

Other institutions 4 5 6 5 5 500 486 961 1041 717
Under the supervision of
municipalities 136 92 88 86 84 | 21521 12318 11256 10504 10103
of which
in Riga 16 6 5 5 5 5750 2905 2524 2463 2198
outside Riga 120 86 83 81 79 15771 9413 8732 8041 7905
Private institutions - 7 10 8 10 - 389 369 239 509
of which
in Riga - 7 9 7 9 - 389 364 234 504
outside Riga — — 1 1 1 — — 5 5 5

Source: Yearbooks of health statistics, Latvia, 1991-1999.
*excluding short term social care beds.

oncology, narcology, tuberculosis, psychoneurology, leprosy, mental health care,
contagious diseases, orthopaedics, dentistry, maternity homes, paediatric care
and rehabilitation. and two high specialized multiprofile hospitals: RigaStradina
University Clinic and State Children Clinical Hospital.

As arule, staff are employed by the administration and work for fixed
salaries. Hospitals usually have the status of non-profit organizations or stock
companies (often owned by the employees). Directors, however, are not
compl etely independent, as decisions about closing and opening beds or employ-
ing or removing senior staff must be ratified by the regional sickness funds.

Public hospitals (state and municipal) have contracts with the regional
sicknessfunds. Thedirector or head doctor of each municipal hospital organizes
the hospital’s activities according to the local authority’s health care develop-
ment plan. The Ministry of Welfare appoints state hospital and state centre
directors. The Latvian Medical Academy coordinatesthework of clinicswhere
residents and students are trained. In the case of tertiary care, individual serv-
ices (for example, radiology) are bought by the State Compulsory Health In-
surance Agency.

In 1997 inpatient (and outpatient) health care institution certification was
initiated.

Of the 151 hospitalsin Latvia, ten are private and nine of these are located
in Riga. Most of these also provide outpatient departments. These work either
on thebasisof contractswith theregional sicknessfunds (for outpatient services
only) or direct out-of -pocket payments or privateinsurance. The price per diem
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ishighin private inpatient facilities as aresult of which the sickness funds do
not contract with them for inpatient services.

In March 1999 the Ministry of Welfare issued regulations requiring patient
referrals to hospitals for services specified in the Basic Care Programme. The
patients of hospitals must be referred by ageneral practitioner (family doctor),
internist, or paediatrician, or by a specialist if the patient was referred to the
specialist by a primary care doctor. In addition, TB specialists, psychiatrists,
venereal disease specialists, gynaecol ogists and endocrinol ogists can also refer
patientsto hospitals.® A patient must be referred to ahospital that is contracted
with a sickness fund. Patients can freely choose the hospital within their
administrative area. These regulations do not apply for admission in private
hospitals.

Changes in the structure of health care institutions have been determined
by health policy since 1994 aiming towards the devel opment of primary health
care. While the number of outpatient institutions increased from 393 in 1991
to 664 in 1998 and 897 in 1999, the number of inpatient institutions decreased
from 187 in 1991 to 151 in 1999. Since 1991 there has been a remarkable
decrease in the number of beds; this can be seen in both Table 7 showing
hospital and bed numbers and Table 8 showing hospital beds per population.
In absolute numbers, there has been a 40% decrease in the number of bedsin
the period 1991-1999. The greatest part of this decrease has occurred in
municipal hospitals where bed numbers fell by more than half (53%) over the
same period. These changes correspond to a decrease in the number of beds
from 13.6 per 1000 population in 1991 to 8.9 bedsin 1999.

The hospitalization rate remained constant at around 21-22 per 100
population (see Table 8). There are indications that resources are being used
more rationally and the proportion of care provided at the primary level has
increased. The averagelength of stay decreased from 17.4 daysin1991to 11.8
daysin 1999. One of the reasonsfor these positive developmentsinvolves new
treatment and diagnostic methods introduced at the primary and secondary
levels of health care. In addition, changes in the methods of paying hospitals
since the mid-1990s have contributed to increased efficiency in the use of
hospitals. Further, the regional sickness funds have begun to contribute to the
process of rationalization through the selective issuance of contracts with
secondary care institutions (with preference given to certified ingtitutions).

6 These are the specialists which patients can visit directly, without a referral, and who in turn may refer
patients to hospitals.

" The discrepancy in the figure for bed numbers per popul ation between Table 8 (8.9) and Fig. 12 and Table
9 (6.3) is due to the fact that the first refersto all hospital beds whereas the second two refer to acute beds
only.
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Table 8. Inpatient utilization and performance, 1991-1999

Inpatient 1991 1996 1997 1998 1999
Hospital beds per 1000 population  13.6 10.3 9.6 9.2 8.9
Admissions per 100 population 21.2 21.0 21.7 22.0 22.1
Average length of stay in days 17.4 14.2 12.9 125 11.8
Occupancy rate (%) — — — 79.9 79.3

Source: WHO Regional Office for Europe health for all database; Yearbooks of health
statistics, Latvia, 1998, 1999.

The figures and tables that follow present comparative data placing Latvia
in an international context.” Fig. 12 and Table 9 indicate that despite the
significant drop witnessed in L atvia s acute bed numbers during the past decade,
bed numbers per population are still higher than what prevails in many other
CEE and NIS countries.

Fig. 13A and Fig. 13B show hospital bed trends in Latvia in comparison
with Finland, Poland, Sweden, the other two Baltic states (Estonia and
Lithuania) and averages of the European Union and CCEE. Fig. 13A refersto
acute hospital bedsonly, for which Latviahasonly 1998 and 1999 data; Fig. 13B
refers to all hospital beds, for which older Latvian data are available, thus
permitting a comparison of bed reduction trends with the other countries over
time. The Latvian number of beds per population tends to be similar to that of
Lithuania, lying above the corresponding levels for al the countries shown as
well asthe country averagesin 1998 and 1999. In the case of al-hospital beds,
Fig. 13B shows that while al countries and country averages have a similar
downward trend, Latvia has consistently had more beds per population until
1996 when its bed numbers became marginally lower than Lithuanias.

Problems in secondary and tertiary care

A key problem in secondary and tertiary care is that primary care services
continueto be provided in highly specidized hedlth careingtitutions. In addition,
the number of beds in hospitalsis still considered to be excessive, in spite of
the significant reductions achieved during the past decade. It isfelt necessary
to reduce the number of beds in some specialties such as obstetrics, infectious
diseases and neurology, as bed utilization in these specialties is particularly
low.

Those hospitals that were built during the last years of the Soviet regime
are excessively large, so that inthe winter alarge portion of their running costs
consists of heating bills. As there is no financia incentive to avoid hospital
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Fig. 12. Hospital beds in acute hospitals per 1000 population in central and eastern

Europe, 1990 and 1999 (or latest available year)
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Table 9. Inpatient utilization and performance in acute hospitals in the WHO European
Region, 1999 or latest available year
Country Hospital beds Admissions  Average Occupancy
per 1000 per 100  length of stay rate (%)
population population in days
Western Europe
Austria 6.44 25.82 6.87 75.42
Belgium 5.2b 18.9¢ 8.8° 80.9¢
Denmark 3.4a 18.7 5.7 78.32
Finland 25 19.7 4.5 74.0¢
France 4.32 20.3¢ 5.67 75.72
Germany 7.02 19.6° 11.02 76.6°
Greece 3.9¢ - - -
Iceland 3.89 18.19 6.89 -
Ireland 3.22 14.62 6.82 84.32
Israel 2.3 17.9 4.3 94.0
Italy 4.52 17.22 7.12 74.12
Luxembourg 5.54 18.4¢ 9.8¢ 74.3¢
Malta 3.8 - 4.2 79.3
Netherlands 3.4a 9.22 8.32 61.32
Norway 3.3? 14.7¢ 6.5¢ 81.1¢
Portugal 3.14 11.92 7.32 75.52
Spain 3.2¢ 11.2¢ 8.0°¢ 77.3°
Sweden 25 15.64 5.1¢ 77.5¢
Switzerland 4.0 16.44 10.04 84.02
Turkey 2.2 7.3 5.4 57.8
United Kingdom 2.4a 21.4¢ 5.0¢ 80.82
CCEE
Albania 2.82 - - -
Bosnia and Herzegovina 3.3 7.22 9.84 62.89
Bulgaria 7.6° 14.8¢ 10.7¢ 64.1°¢
Croatia 3.9 13.2 9.4 87.2
Czech Republic 6.3 18.2 8.7 67.7
Estonia 5.6 18.4 8.0 69.3
Hungary 5.7 21.8 7.0 73.5
Latvia 6.3 20.0 - -
Lithuania 6.4 20.6 9.1 78.8
Poland - - - -
Romania - - - -
Slovakia 7.0 18.4 9.6 69.8
Slovenia 4.6 16.0 7.6 73.2
The former Yugoslav Republic of Macedonia 3.4 8.8 8.8 63.0
NIS
Armenia 55 5.6 104 29.8
Azerbaijan 7.5 4.7 14.9 30.0
Belarus - - - 88.7¢
Georgia 4.6 4.7 8.3 83.0
Kazakhstan 5.8 14.0 12.3 92.6
Kyrgyzstan 6.1 155 12.8 92.1
Republic of Moldova 6.8 14.4 14.0 71.0
Russian Federation 9.0 20.0 13.7 84.1
Tajikistan 6.1 9.4 13.0 64.2
Turkmenistan 6.0° 12.4° 11.1° 72.1°
Ukraine 7.62 18.34 13.42 88.12
Uzbekistan — — — —

Source: WHO Regional Office for Europe health for all database.
Note: 21998, » 1997, € 1996, 91995, ¢ 1994, 11993, 9 1992.
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Fig. 13A. Hospital beds in acute hospitals per 1000 population in selected European
countries, 1990-1999
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Source: WHO Regional Office for Europe health for all database.

Fig. 13B. Hospital beds in all hospitals per 1000 population in selected European
countries, 1990-1999
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Source: WHO Regional Office for Europe health for all database.
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Table 10. Distribution of health care resources by regional sickness fund

Population Physicians Midmedical

Number of density per Hospital beds (incl. dentists) personnel

Sickness fund population km? at per 10 000 per 10 000 per 10 000

01.01.1999 beginning population population population

of 1999 in 1999 in 1999 in 1999

Riga region 796 732 2595.2 112.1 56.6 83.4
Pieriga 201 165 36.5 36.9 17.6 28.8
Viduslatvija 256 841 48.6 102.4 234 53.1
Latgale 197 032 40.4 102.7 27.5 78.1
Ziemeiaustrumu 331399 16.3 85.0 22.3 54.4
Kuldiga 331689 24.4 56.7 19.9 50.9
R¢zekne 120 273 229 70.6 21.6 57.5
Daugava 204 314 21.6 84.0 195 50.7
Total 2439 445 37.8 88.5 33.0 62.9

Source: Yearbooks of health statistics, Latvia, 1999.

admissions, hospitals are not motivated to deal with the fact that patients often
delay visits to their primary health care doctor and may be admitted later as
urgent cases.

A considerable number of patients needing social care rather than medical
care are still cared for in hospitals and sometimes even in specialized centres.
Thepatients’ length of stay in hospitalsis sometimes not determined by medical
but by social indications, contributing to an increased average length of stay.
However, the scope to shift from hospital to home or community-based careis
restricted by long distances and poor communication in rural areas and by the
lack of personnel (such as social workers) for thiskind of service.

Further, secondary and tertiary care faces shortfalls in financing. The
technologies are not updated, and physicians are badly paid.

Thefinancing shortfalls have serious implications for the certification pro-
cedure of institutions which was initiated in 1997. Further certification of
medical institutionsis problematic asmany of these cannot afford the necessary
investments to follow standards, and should be closed. However, as this is
politically unacceptable, deadlines for certification have severa times been
prolonged.

Table 10 shows how health care resources are distributed by regiond sickness
fund. (It will be recalled from earlier sections that each regional sicknessfund
corresponds to agrouping of districts or larger cities). Excluding Riga (which
concentrates approximately one-third of Latvia's total population), there are
substantia regional variations in hospital beds numbers per population, with
rural areas being lesswell served. However, dueto therelatively small size of
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the country, contributing to shorter distances, this problem is not particularly
severe.

Thereisaneed for inter-district cooperation at the regional level to achieve
further reductions in bed numbers. Regional sickness funds plan to merge
hospitals thus leading to a reduction in the number of beds and number of
physicians and an increase in secondary level outpatient services such as day
hospitals. Outpatient diagnostic centresare being devel oped within the hospitals
for better utilization of hospital facilities. In Latviathere are 58 hospitals with
low treatment and diagnostic standards, each of which hasunder 50 beds. These
hospitals will be converted into primary health care centres and social care
institutions which will provide long term social care.

Rigaisintheinitial stages of introducing day care facilities.
During the year 2000 anational masterplan for rational planning of hospital

services was being devel oped, and was to have been completed by the end of
2000 or beginning of 2001.

Social care

The community care systemisnow being re-established, having been compl etely
destroyed during the years of Soviet occupation. Social careinthe Soviet period
took place in acute care hospitals.

Thelow birthratein Latviahasled to the ageing of the population. Research
on social aspects of the population (NORBALT) showed that elderly people
feel insecure.

At present social careisunder the responsibility of the Ministry of Welfare
Social Assistance Department. According to alaw on social care (1995), this
is defined to include material assistance, social care, and social rehabilitation.

Social careisprovided in homesfor the elderly, long-term carefacilitiesfor
the handicapped and nursing homes, orphan homesaswell associal careinthe
home and day centres.

At present there are 131 social careinstitutionsin Latviawith 11 792 beds,
of which 11 360 are functional. The number of nursing homes increased from
42in 1994 t062in1998. There are state- and community-owned public homes
for the elderly. The most advanced of these try to meet the individual needs of
their clients by providing short-term care.

Nursing homes are the responsibility of local governments. Primary health
care professionals can make recommendations for admission. Care in nursing
homes carries a co-payment, so that retired persons haveto pay aproportion of
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costs from their pensions. As the incomes of the retired are low, and housing
rental costs very high, the demand for socia careis growing.

The number of children in socia care institutions increased dramatically
from 1183 in 1990 to 3183 in 1998. There were six orphanages (enrolment
797) financed by the state and 49 local government children’s homes (enrol-
ment 2386) in 1998. Handicapped children have four specialized social care
institutions, while there are six centres for orphans under two years old fi-
nanced by state. The social care institutions for children aged 3-18 years are
financed by local authorities' budgets. At the end of 1998, there were 493
short-term social care beds, and social care received 2293 patients, of which
101 were children. In 1999 there were 486 short-term socia care beds in 28
hospitalsin Latvia.

In addition, there are day care centresfor the mentally handicapped in Riga
and Kuldiga. This is a new social care form in Latvia which is financed by
local government and the state. There are a so some charity organizationswhich
provide short-term care for women and children.

In some caseswhen socia careingtitutionsare located on hospital premises,
the treatment costs are covered by the regional sickness funds. Thisis mostly
in the municipal hospitals.

Social care institutions are financed as follows:

Type of institution Source of financing

Homes for elderly local government, individual pensions
Social care institutions for people with

eyesight and mental disorders state, individual pensions

Centres for orphans under 2 years old state

Social care institutions for children

aged 3-18 years local government

Specialized social care institutions

for handicapped children aged 4-18 state

Social careisincreasingly provided at home. Therewere 7190 personswho
were nursed at homein 372 municipalities (of 578) in 1996. In 1998 this number
decreased to 6653 persons of which 4772 were old age pensioners, 1800 were
disabled persons and 81 others. The number of persons who required nursing
but did not receiveit were 486 (6.8% of the number of personswho needed it).
The number of persons who received care were 4582 in 1998 (4800 in 1994).
The number of care providers needsto increase.

Accessissatisfactory; however, the quality of servicesisstrongly influenced
by low staff salaries and the poor condition of buildings and facilities.
Specialized geriatric wards have been opened in one of Riga's private clinics.
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Table 11. Health care personnel per 1000 population, 1991-1999

1991 1996 1997 1998 1999
Active physicians 4.0 2.9 2.9 3.0 3.1
Active dentists 0.5 0.5 0.4 0.4 0.4
Certified nurses 8.2 6.0 5.6 55 5.2
Midwives 0.5 0.4 0.3 0.3 0.2
Physicians graduating 0.08 0.11 0.10 0.08 0.07
Nurses graduating 0.41 0.17 0.15 0.14 0.09

Source: WHO Regional Office for Europe health for all database; Yearbooks of health
statistics, Latvia, 1991-1999.

Asthe demand for this kind of serviceis high, beds for social care have been
made available in the larger hospitals.

Human resources and training

The Soviet system produced large numbers of doctors, most of whom were
women, and a disproportionately large number of whom were Russian. As
Table 11 indicates, the number of physicians per popul ation has shown an overall
decrease in the 1990s, despite a small increase in 1998 and 1999. The same
decreasing trend appliesto dentists, nurses and midwives, aswell asgraduating
nurses. The number of graduating physicians increased in the mid-1990s, but
then began to drop. Reasonsfor the decreasesin medical staff numbersinclude
the declining number of hospitalsand hospital beds, and low salariesand prestige
for health care professionals. Entries to the Latvian Medical Academy were
cut from 2500 to 397 in 1991. This has contributed to significantly reducing
the number of doctors. Theratio of nursesto physiciansisquitelow and thisis
expected have a negative impact on the development of primary health care
teams.

Latvia's position in international terms can be seen in Fig. 14 and Fig. 15.
Fig. 14, showing physicians per 1000 population in Estonia, Finland, Latvia,
Lithuania, Poland and Sweden, as well as EU and CEE averages, displays the
dramatic decline in physician numbers that occurred since the early 1990s.
Fig. 15 shows L atvian physician and nurse numbersin a European-wide context.
By the end of the decade, the number of physicians per 1000 stood at 3.1,
while the number of nurseswas 5.2.

Since 1989 the state |language has been L atvian and public service employees
of other nationalities have to present a certificate of language skills.

The education and training of health care personnel is provided by two
higher educational institutionsin Latvia: the Latvian Medical Academy which
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Fig. 14. Physicians per 1000 population in Latvia and selected European countries,
1990-1999
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Source: WHO Regional Office for Europe health for all database.

isunder the supervision of the Ministry of Welfareand the Latvian University’s
Medical Faculty.

A physician’seducation takessix years. Entrants must have compl eted twelve
years of school education. After graduation and three years of postgraduate
training, in certain specialties doctors can receive a certificate issued by the
appropriate professional association (part of the Latvian Physicians Associa-
tion). In other specialties several additional years of training arerequired. This
certificate allowsadoctor to work in the state health care system and it must be
renewed through a re-certification procedure every five years.

In recent years, specialist training in general practice has been devel oped.
Additional training programmes and courses for general practitioners already
in practice are offered for a fee. The number of certified physicians in each
specialty is not limited, but for private practice a licence from the local self-
government isrequired. Private practice physicianshaveto beregisteredin the
Latvian Physicians Association’s register.

In 1992, two parallel educational processes were initiated for the training
of general practitioners: residency for young graduates (with a programme
involving threeyears of clinical training); and retaining of existing specialists.
In principle any specialist is permitted to retrain. However, retraining for
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Fig. 15.
Region, 1999 or (latest available year)
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paediatricians and internists only takes afew monthswhilefor other specialties
it is afar more time-consuming process; hence most retraining occurs in the
case of these two specialties. In 1993, the Association of Family Physicians
started certification of doctors and some first specialists (in genera practice)
were recognized.

Until the end of 1996, retraining was financed mainly privately by doctors
themselveswho continued to work in their practiceswhile undergoing retraining.
In 1997, financial support of retraining by some regional sickness funds was
initiated. In addition, since 1998 the Department of Labour and PHARE began
to finance retraining and continuous education.

As aresult of the above processes, the number of certified general practi-
tioners has increased markedly in recent years. At the end of 1999, 42% of
primary care doctors were general practitioners compared to 25% in 1998.

However, there has been some concern that the retraining process overtook
the necessary organizational and legal factorsthat should bein place to ensure
adequate absorption of newly trained and retrained physiciansinto the primary
health care system. It has often been the case that general practitioners are
unableto practicein their new specialty. Reasonsfor thisincludethefollowing:
 difficulties and uncertainties associated with establishing an independent

practice;

* low prestige of primary care doctors among hospital doctors and doctors of
other specialties and even among the population;

» lack of experience among health care administrators with primary care;

» concerns over the quality of retraining;

» adistinct split between care of the adult population and care of children.

Until recently, it was possible to begin to train as a nurse after only nine
years of school education. This took four years and meant that nurses were
gualified at theage of 18 or 19 years. Thismethod of training has been abolished
and has been replaced with athree-year programme, which begins after twelve
years of schooling. The number of students in nursing schools is less than
planned, as a career in nursing offers alow income.

A nursing faculty was established in the Latvian Medical Academy in 1990
and offers a four-year degree course in nursing. It is intended that these
university-educated nurses work as head nurses in hospitals and specialized
wards.

Thereisanine-monthtraining course leading to aqualification for auxiliary
nurses (nursing assistants).
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Pharmaceuticals and health care technology
assessment

Latvia has a significant pharmaceutical industry but drug policy is primarily
oriented towards saf ety and quality rather than support for domestic production.
Production, imports, exports and distribution are supervised by the Depart-
ment of Pharmacy of the Ministry of Welfare.

Latviaadopted alaw “On Pharmaceuticals’ in 1993, which was updated in
1998 and June 2000. The aim of the law is to regulate the activities in the
pharmaceutical field and to ensure that the pharmaceutical products produced
and distributed are safe, qualitative and effective. The law determines the
responsibilities of the Ministry of Welfare, the State Agency of Medicinesand
the State Pharmaceutical Inspection, and sets the main principles of registra-
tion, manufacturing, and wholesale and retail distribution (see Fig. 16).

The State Agency of Medicines (SAM) was founded in October 1996 from
the reorganized Pharmacopoeia and Pharmacology Committee and Medicines
Quality Control Laboratory. As can be seen in Fig. 16, the State Agency isa
substructure of the Department of Pharmacy. The agency maintains a pharma-
ceutical productsregister, where al pharmaceutical productsregisteredinLatvia
are listed. The aims of SAM are evaluation of medicinal products and drugs,
their registration, monitoring, quality control and distribution management
within the country. It analyses information, develops norms and regulates
prescribing of medications. The agency isresponsible for drug import, export,
and transit control. The Laboratory on Control of Medicines Quality is a part
of the State Agency of Medicines.

Besides its main tasks, SAM fulfills the following duties:

 issuesclinical trial performancelicenses, monitorsthe process of theclinical
trials and summarizes their results;

» gathers, summarizes and distributes information regarding quality control
of pharmaceuticals,

» acts as a consultant and intermediary between various governmental
ingtitutions as well as among local and foreign entrepreneurs;

» cooperates with international pharmaceutical organizations on various
including issues of quality control;

* issuesimport and export, transit and distribution certificates of the medicines
and drugs;

e preparesand submits proposalsto the Ministry of Welfare onthelaboratories,
institutes and other institutionsto beincluded in thelist of the organizations
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Fig. 16.

Administrative structure of pharmaceutical sector
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licensed to give official evaluations on the quality of medicines and drugs.
Regulation of pharmaciesisthetask of the State Pharmaceutical Inspection.

In 1998, the Medicines Pricing and Reimbursement Agency was created in
order to carry out a reform of the drug reimbursement system in accordance
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with the EC directive 89/105/EEC. A key purpose of the new organizationisto
determinethe positivelist and to ensure the appropriate functioning of the new
system. It is a non-profit organization with the legal status of a state limited
company, intended to cooperate with professional organizations (such asthose
of physicians and pharmacists), pharmaceutical producers and the State
Compulsory Health Insurance Agency. Among itsfunctionswill betheanalysis
and estimation of treatment expenses, overseeing of physician practices on
prescription of drugsincluded in the positivelist, and assessment of theresults.

For drugs included in the positive list, prices are negotiated between the
Medicines Pricing and Reimbursement Agency and the manufacturers. For
drugs not included in the reimbursement system, prices are based on an
unregulated manufacturer’s price with limited mark-ups for wholesalers and
pharmacies. Thewholesale priceis cal cul ated as the manufacturer’s price plus
amaximum of 15% mark-up (ranging from 5% to 15% by thewholesaler). The
margin paid to the pharmacist is regressive so that, as the wholesale price
increases, theretailer'smargin decreases (20% for the most expensive products
to 38% for the cheapest).

In 1998, regulations by the Cabinet of Ministers based on Directive 89/105/
EEC on pricing and reimbursement were issued, and are to be implemented
during the years 1998-2002. The main principles are:

1. The Cabinet of Ministershas determined alist of 52 illnessesand conditions
(severeand chronic) for which medicationispartialy or totally reimbursed.

2. There are three categories of diseases where medication is partly (50% or
75%) or fully (100%) reimbursed. Full compensation occurs in those cases
where the patient has a chronic disease and the medicine is necessary to
maintain the patient’s life functions. 75% compensation occurs in those
caseswhere the patient has achronic disease and the medi cation is necessary
to maintain the patient’s health on the same level and prevent deterioration.
50% compensation isin those cases where the patient has a chronic disease
and the prescribed medi cation could improvethe patient’s health. The patient
paysthe difference between the drug cost in the pharmacy and the compen-
sation sum. Even if the compensation is 100% the patient pays LVL 0.10
for the prescription. The costs of these drugs are reimbursed (by the sick-
ness funds) if they have been prescribed by a doctor who has a contract
with a sickness fund.

3. TheMinister of Welfare approvesalist of drug active substances (INN) for
treatment of eachillnessor special cause according to the treatment schemes
worked out by doctors' professional associations.

4. According to thedrug INN list, the Medicines Pricing and Reimbursement
Agency issues a positive list containing specific presentations and their
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prices based on the applications and negotiations with drug marketing
authorization holders.

5. OTC medicines and homeopathic products are not reimbursed.

The cost of medications is paid fully by the patient, except in those cases
that are designated by the Cabinet of Ministers regulations.

A product is placed in the reimbursement scheme (positive list) if the
Medicines Pricing and Reimbursement Agency has approved the price and
taken the decision to include the product in thelist. The priceisset onthe basis
of negotiations between the Agency and the holder of the marketing authorisa-
tion.

Reimbursable pharmaceutical products are prescribed by general
practitioners and specialists who have an agreement with a sickness fund. In
case of 75% and 50% reimbursement the patient pays the co-payment and
additional LVL 0.10 for handling the prescription directly to the pharmacy.
Reimbursable prescriptions are codified and are under control of regional
sickness funds.

The pharmaceuticalsincluded in the List of Reimbursable Medicine (positive
list), must be registered in the Latvian Drug Register and classified as a
prescription drug. Medical aidsand prostheses must beregistered inthe Health
Statistics and Medical Technology Agency.

With the devel opment of this system Latviawill eventually come closer to
implementing the basic principles and practices concerning pharmaceutical
reimbursement and pricing in the European Union.

However, for the moment, there remain serious problemsin the implemen-
tation of the system. First, the level of suppliesis not sufficient to meet all the
needs of individuals and hospitals. Hospitals do not have sufficient supplies,
and patients often cannot afford to buy medications. Second, the health care
budget is unable to cover all expenses necessary for the reimbursement of
pharmaceuticals included in the positive list. While general practitioners and
specialists are by law permitted to prescribe drugs, the sickness funds, though
obliged to reimburse are unable to do so, and so are trying to influence pre-
scribing through their contracts with providers. Pharmacies are involved in
that they give out drugs for which they are not reimbursed. In the year 2000,
the Association of Family Physicians started a campaign against the Ministry
of Welfare due to the problem, which, however, has yet to be resolved.

Annual turnover of the Latvian pharmaceutical market was estimated to be
around US $100 million in 1997. The volume of foreign drugs made up
85-90% of total consumption. Over half of imported pharmaceuticals comes
from the former Soviet Union and eastern European countries due to cost
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advantages. The Latvian market is extremely price sensitive, as most of the
people cannot afford to buy expensive drugs.

In 1999, there were around 18 manufacturers, 74 wholesalers, and 668
pharmacies. Today, most of the producers and wholesalers, and about 90% of
theretail pharmaciesare privately owned. Most pharmaciesthat remain publicly
owned are hospital pharmacies.

The Centre of Catastrophe Medicine has a list and reserves of pharma-
ceuticals, which could be used in extreme situations in the country.

Table 12 showsthe structure of expenditures on pharmaceuticalsin Latvia.

Table 12. Pharmaceutical expenditures in Latvia

1997 1997 1999 1999
LVL $ LVL $
Health care budget
(in millions) 63 105 136 226
Drug expenditure
Domestic producers % 15% 15% 10% 10%
Hospital drugs % 15% 15% 24% 24%
Ambulatory drugs % 85% 85% 76% 76%
Prescription drugs % 65% 65% 73% 73%
OTC drugs % 35% 35% 27% 27%
Drug expenditure as %
of health care expenditure 15.4% 15.4% 16.6% 16.6%
Reimbursed drug expenditure % 22.5% 36.6%
Outpatient reimbursed drug expenditure % 7.4% 7.4% 13% 13%
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Financial resource allocation

Third party budget setting and resource allocation

and by the Government each year. In 1999 it was 9% of thetotal budget.

Until 1993 plans for the health care budget were made for each health
care institution on the basis of estimates for the previous year, which initially
depended on the number of bedsin the hospital and number of staff in outpatient
institutions. Institutionsreceived aglobal budget for theyear. In 1993 the health
care budget was planned in accordance with the size of the population in each
city or district and the age structure of inhabitants.

Until 1997 the health care budget was divided into two approximately equal
parts. Thefirst was divided between local governments (districts), following a
formula weighted by population and age structure. Local governments then
decided on how to allocate these resources to local sickness funds so that they
could purchase the Basic Care Programme (primary and secondary care). A
minimum level of spending on health care was defined by the Law on Equaliza-
tion of Municipal Finances, but local governments could exceed thisif they so
chose. The second part of the health care budget was put at the disposal of the
Ministry of Welfare and was used to finance the specialized state centres (the
State Programme of Medical Care) and to pay state hospitals (via the State
Sickness Fund) for delivering Basic Care Programme and tertiary-level services.
Resource allocation at thislevel wasthe responsibility of the State Minister of
Health (a position that was abolished in 1999) and the Director of the Health
Department.

Since 1997 the health care budget is administered by the State Compulsory
Health Insurance Agency (formerly the State Sickness Fund). It is totally
responsible for health care budget usage. This central fund, together with the
regional funds, work out the budget requirements based on the size of the budget
inthe previousyear, and submit aMedical Services Request to the Ministry of
Welfare. Thisrequest isfurther taken to the Ministry of Finance and the Cabinet

T he size of budget for health care is determined by Parliament (Saeima)
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Fig. 17.

Financing flow chart
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of Ministers. The government, based on the state's planned budget, definesthe
state’s priorities and sets a ceiling for each Ministry. A draft budget is then
submitted to the parliament for approval. The parliament may make changes
and define other prioritiesin the government’s submitted draft budget. Following
approval of the budget, the amount allocated for health careisdisbursed to the
State Compulsory Health Insurance Agency which, in turn, distributes funds
to the regional sickness funds according to the size of the population and age
structure. The amount of money in 1999 was LVL 55.16 per inhabitant, and in

2000 LVL 56.46.

Public financing of health care from centrally collected funds® in Latvia

comprises the following:

10 |n addition, local governments have revenues that they may use for health care purposes if they choose.

Latvia



Health Care Systems in Transition 77

* A “Special Health Care Budget” which consists of a fixed percentage
(28.4%) of personal income tax;

» Subsidies or block grants from the central government’s “Basic Budget”
(formed by general revenues collected at the central level).

The special health care budget came into existence in 1995, following
legidlation entitled “ On State Finance and Budget Management” (dated March
1994) and “On the State Budget for 1995", according to which each ministry
should have a special budget. For the Ministry of Welfare, this meant that it
took on the Special Health Budget in addition to the previously existing Special
Socia Budget.

A special budget (according to the definition used in statistical yearbooks)
is formed by revenues that are not allocated to basic budgets but are rather
earmarked to cover special expenses, namely those to which their namerefers.
The special health care budget is based on a constant percentage of personal
income tax, fixed at 28.4% since 1997.

The special health care budget (together with subsidies from the basic
budget) are used to finance the Basic Care Programme. The state programmes
in health care are financed from the basic budget.

The State Compulsory Health Insurance Agency distributes aportion of its
funds to the regional sickness funds which, in turn, pay for services specified
inthe Basic Care Programme through contractswith providers of these services.
Another portion of funds is used by the State Compulsory Health Insurance
Agency to directly pay for services provided through the state programmes. A
third portionisallocated to centralized purchasing, which includes expenditures
on pharmaceuticals included in the positive list, and other supplies and
equipment.

Capital investments are financed by the Ministry of Welfare through the
State I nvestment Programme and are supervised by the Ministry of Economics
and Ministry of Finance. Capital investments cover only the public sector and
there is no special system to ensure an equitable geographical distribution.

Payment of hospitals

The payment system for hospitals has changed in recent years. Until 1993 the
annual hospital budget was cal culated from the previousyear’s expenses, based
on the number of staff, maintenance and running costs, and costsfor treatment.
Since 1994 there has been a shift away from historical allocation to payment
for services delivered. The regional sickness funds hold the health budget,
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contract with the hospitals and agree upon the range of services provided and
payment for these services. The State Compulsory Health Insurance Agency
lays down the costing and accounts methodology that should be used.

Until 1996 the hospitals were paid on a bed-day basis. They set their per
diem pricein accordance with certain rules. For each of 24 diagnostic categories
an average length of stay was determined. If the patient was admitted for this
period, the hospital received 100% of its per diem price. If the length of stay
exceeded this period, the additional dayswere paid at only 60% of the price. If
the length of stay was shorter than the average, the actual number of days was
paid at 100% and the difference at 70% per diem. From August 1995 to
31 December 1996 the patient had to cover 25% of costs for all care except
emergency care and maternity care. For this purpose, costs were calculated
prospectively and the patient signed an agreement before admission. However
as there was no mechanism to enforce these payments, patients refused or
simply were unabl e to pay when they left the hospital. Specialized state centres
and state hospital swere financed from the State Sickness Fund for those services
included inthe Basic Care Programme and for special state programmesdirectly
from the Health Department.

These financing reforms had both advantages and disadvantages. The
hospital administration was freer to decide on the number and skill-mix of
staff it employs and on which services it delivers. As a result, the cost-
effectiveness of service delivery had begun to be considered. Those services
outside of the Basic Care Programme could be provided if patientswere prepared
to pay thefull cost or, in somedistricts, they were partly covered by the sickness
fund on the basi s of separate agreements. On the other hand, theinter-territorial
billing system was not always successful, because hospital managers were
reluctant to refer patients to other institutions even if the case needed more
specialized treatment, as this would entail loss of revenue.

Since 1998, regional sicknessfunds pay for inpatient care servicesaccording
to:

1) Diagnosis: 64 diagnosis groups have been specified where the patient’s
treatment costs are cal culated according to the | CD-10 classification. These
groups have fixed payments, treatment intervals and performed mani-
pulations. It is hoped that this will ensure service quality and protect the
patient.

2) Bed-day payment: The bed-day price is calculated according to number of
staff, social taxes, and maintenance expenses.

3) Points: Hospitals receive additiona reimbursement for manipulations that
exceed 1100 points according to the Criteriafor Health Care Services and
the point price. The criteriaare worked out by the State Compulsory Health
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Insurance Agency together with professional associations. The Agency fixes
the point’s price. Points cover the salaries of medical staff and expenditures
on medical materials.

The health carefacility is contracted to provide a certain number (quota) of
interventions for a certain price. If the facility undertakes more interventions,
it does not receive added funding. Similarly it does not receive more funding if
the service provided by the health care facility costs more than the price stated
by SCHIA.

Hospitals may charge for certain services. For example, the patient has to
pay for extracomfort —asingleroom, individual nurse, special menu, refriger-
ator, television, and extra consultations that are not considered necessary for
thetreatment, and not covered by the sicknessfund. Thisallowsfor anincrease
in the institution’s revenues. Salaries of hospital staff may be increased from
these revenues.

Payment of physicians

Until 1993 the salaries of physicians in medical institutions was fixed. Extra
payment was paid for night work and unhealthy work.

In the mid-1990s, the remuneration system in the ambulatory sector was
changed. The newly established regional sickness funds, financed from funds
in the state budget distributed through the central fund, began to contract with
ambulatory care providers. In the case of ambulatory care, the new payment
system introduced in most of the regions of the country (covering about 75%
of the population) wasthe points system. Thewestern part of Latvia(Kurzeme)
introduced a form of capitation for primary care doctors, while maintaining
salary-based payment for specialists.

According to the points system, each item of service was assigned anumber
of points according to a scale of service intensity. Physicians working in
outpatient institutions had to fill out an account form for manipulations. Each
service was assigned a number of points. Sickness funds paid the outpatient
institution according to number of points corresponding to the services
delivered.

By contrast, since 1995 Kuldiga (atown in Latvia) has been working with
the “Kurzemes model”, the main emphasis in which was the devel opment of
the institution of family doctors, responsible for effective disease prevention
and health promotion. The regional sickness fund divided its payments into
two main parts: one for family doctors, who cover the primary health care
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level, and the other for regional hospitals, covering secondary health care.
Family doctors receive 50% of the money in accordance with the number of
patients in their practice (a form of capitation) and 50% in accordance with
number of visits as fee-for-service.

Physicians working in inpatient institutions and ambulatory sections of
hospitalsand polyclinics (i.e. specialist physicians) are paid partly on thebasis
of afixed salary, which isdenoted in their contract with the facility where they
work. In addition, these doctors receive extra payments for manipul ations that
exceed 1100 points. Based on aformula, the points are converted into currency.
The salary is usualy 40-50% of the total points value. The salary cannot be
lower than the minimum wage set for the country as a whole. Private
practitioners who are contracted are paid on the basis of points, or out-of-
pocket by the patient.

Itisnow broadly acknowledged in Latviathat the newly-introduced points
system wasamistaken policy, asthisencouraged alarger than necessary volume
of servicesand costly interventions as opposed to simpler but equally effective
ones, and promoted curative care at the expense of preventive or health
promotive care.

The points system is therefore now in the process of being replaced by a
form of “mixed capitation” with general practitioner fundholding for
ambulatory care physicians. This system was developed by the State Compul-
sory Health Insurance Agency, and has begun to be introduced since October
1999 in the whole of Latvia except Riga City (see below for the case of Riga).
There are plansto complete the introduction of thisremuneration systemin all
of Latviaby 2001. Thisis considered feasible as 80% of the Latvian popula-
tion wasregistered both with afamily doctor and with aregional sicknessfund
as of spring 2000.

The “mixed capitation” system which is currently being introduced is
actually a mixture of capitation and general practitioner fundholding, and
consistsof thefollowing: Thegeneral practitioner receivesacapitation payment
based on the number of listed patients and the patient age structure. A portion
of this payment constitutes general practitioner remuneration; and a portion is
a fixed payment for remuneration of the primary health care nurse, for
compensation of the general practitioner in the event that the practiceisin a
low density areaand for general practitioner certification. Inaddition, the general
practitioner pays for the services of specialists to whom patients have been
referred. The unit of payment for the specialists is the “episode of care’®
according to a specified price-list. This sum, calculated on the basis of the

1 “Episode of care” refersto a health problem from its first encounter with a health care provider through
the completion of the last encounter related to that problem.
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specialist’s invoices, is deducted from the capitation resources of the general
practitioner. Certain specialists (such as psychiatrists, endocrinologistsfor dia-
betes, tuberculosis speciaists, dentists for young persons (under eighteen),
etc. who do not require a referral from a general practitioner) are allocated
separate resources for their respective payments.

According to this system, general practitioners are managers of all funds
allocated for patient services with the exception of secondary level services
provided by hospitals and direct access specialists (i.e. specialists who do not
require areferral from ageneral practitioner). All other ambulatory speciaists
are reimbursed by the general practitioners with a fixed amount of money per
“episode of care”, irrespective of time spent with the patient, number of visits,
etc.

Thisremuneration systemisintended to support the devel opment of primary
care by strengthening the GP gatekeeping role, and strengthening the position
of the general practitioner who faces a strong incentive not to refer patients to
higher levels of care.

However, it meets with opposition from patients feeling that their best
interests may not be served by general practitioners who may wrongly choose
not to refer them to specialist care due to the financial incentive to economize
on capitation funds, aswell asfrom specialists themselves whose position vis-
avisthe general practitionersis significantly weakened.

The Riga Regional Sickness Fund has not accepted this system of
remuneration and still usesthe point system for reimbursement for all outpatient
services (genera practitioners and specialists). Theoriginal intention had been
that introduction of thisform of payment would be contingent upon its assess-
ment and revisions in accordance with its perceived advantages and deficien-
cies. Whereas|ocal experts have been involved in an evaluation process since
August 2000, no revisions had been produced as of late 2000. The main objec-
tion of the Riga Regional Sickness Fund is that general practitioners should
not manage nearly al the funds available for outpatient services, and in par-
ticular, general practitioners must not be responsible for the reimbursement of
specialists. The main risks of the present capitation system are held to be the
following:

» Certain key functions of sickness funds (planning, supervision of health
services. etc.) are eliminated as general practitioners take on the role of
payers of outpatient services;

» The patient becomes much more dependent on the general practitioner and
is under risk to be examined and treated inappropriately or inadequately;

Latvia



82

European Observatory on Health Care Systems

Thegeneral practitioner isnot ready to manage the greatest part of outpatient
financial resources and will be unable to provide necessary health services
with the amount of resources available currently;

A serious deterioration in the relationship between primary and secondary
carelevelsislikely to result;

The risk of unemployment of specialists differs between urban and rural
areas, being much greater in the former where specialiststend to work only
in the outpatient sector (in rural areas specialists usualy work in both
inpatient and outpatient settings, thus facing a lower risk of becoming
unemployed);

Thereisno appropriate software for monitoring and controlling the “ mixed
capitation” reimbursement system.

Over and above the difficulties encountered in the transition to a well-

functioning remuneration system for doctors, there are difficulties stemming
from the overall levels of incomesin the health sector.

Theincomes of physiciansworking in publicly provided servicesare among

the lowest in the country. There is great dissatisfaction among health pro-
fessionals and their social standing is not high. The most qualified specialists
tend to moveinto private practice and young doctors are leaving the profession
or work in other areas.
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Health care reforms

Aims and objectives

centralized and hospital -oriented system wasinappropriate for amarket

economy. The previous system provided no incentives for moving
towards quality improvement or for the provision of cost-effective services.
Changes in the health care system were proposed and initiated by the Latvian
Physicians Association (now known as the Medical Association of Latvia),
which was re-established in 1988 and which also played significant role in
initiating changes in Latvian society as a whole. In addition, the Managers
Association and health service administrators have been important in thereform
process, but consumers have not yet had much direct influence.

Theinitial proposals of the Latvian Physicians Association were essentially
aprotest against the Soviet system of remuneration and a proposal to increase
physicians low incomes and improve the status of the medical profession. The
demands of the Association included free choice of physician by patients and
the re-installation of social insurance organization and financing, which had
been Latvia's health care financing system between the First and the Second
World Wars. Arguments in favour of compulsory health insurance included
the possibility of increasing financial resources for health care, providing
elements of competition for health care institutions and physicians, and to
guarantee patient freedom of choice. Disagreements between alternative
proposal s rested on the mechanism of health insurance and the time frame for
its introduction.

On the delivery side, reforms have been oriented towards the promotion of
primary and preventive care rather than hospital care. Reformsin health care
administration involve the devolution of responsibilities of primary and
secondary health care to local governments. It is hoped that, in the future,
individual physician’s practices will become the basic unit of health care. On

Changes in health care policy were predicated on the belief that a
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the health carefinancing side, reformswill be completed after the introduction
of the capitation system of remuneration for primary health care.

Content of reforms and legislation

Following Latvia's independence, all laws and regulations concerning the
organization and financing of health care that had survived from the Soviet
period were gradually replaced. However, lack of clarity on the conceptual
framework of thereform prevented detailed and careful reform planning. There
resulted therefore some legidation by the Saeima (parliament) together with
many temporary regulations by the Cabinet of Ministers and the Ministry of
Welfare on specific matters, giving rise to fragmentation of the legal basis of
the health care system. This has been especially marked during the early 1990s,
while later years have seen the appearance of some “umbrella’ laws.

The following lists the key legal acts of the reforms:

Law “On Local Governments’ (1993)

According to this law, local authorities (districts and municipalities) are to be
responsible for the organization of health care, and they areto provide at least
aportion of financing for health care through the local government budget.

Document of the Ministry of Welfare and Regulation of the Cabinet of
Ministers“ The Basic Care Programme’ (1994)

This defines abasket of primary and secondary health care servicesthat are to
be offered to all residents of Latvia Initialy it was financed by district-level
budgets through local account funds (or territoria sicknessfunds). Since 1997
it isfinanced through the regional sicknessfunds. This basket isexamined and
revised annually.

Policy document of the Cabinet of Ministers*“ Strategy of Health Care
Development in Latvia (1996)
Thisdefinestheframework for further reformsof the Latvian health care system.

Law “On Medical Care” or Law “On Medical Treatment” (1997)

This law replaced the Regulations of the Cabinet of Ministers “On Medical
Care’ of 1994. It regulates the supervision and provision of health care. It was
supplemented in 1998 with an amendment with provisions concerning patient’s
rightsin health care and delineation of health care providers' responsibilities.
The Law on Medical Care with its amendments regulates public relations in
the provision of preventive and diagnostic work, and patients’ treatment and
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rehabilitation. While the scope and content of medical services by the stateis
not delineated, much attention is given to the rights of patients (the right to
choose, the right to be informed, the right to refuse treatment, etc.). The Law
states that health care is a complex activity involving health promotion and
mai ntenance.

Law “On Physician’s Practice” (1997)

This law regulates the responsibilities and rights of medical practitioners. It
specifiesthat medical practiceisanindependent profession and aspecific form
of entrepreneurship, meaning that doctors wishing to establish an independent
practice are no longer obligated to choose some legal form of entrepreneurship
(i.e. individual enterprise, limited liability company, etc.). In addition it states
that the activities of a family doctor are to form the basis of the health care
system, and requiresthat practicing doctors be registered by the Latvian Medical
Association, thus replacing the previous system of licensing of independent
practitioners by the municipalities.

However, the provisions of this law regarding medical practitioners’ spe-
cial form of entrepreneurship are not in agreement with Latvian general law on
entrepreneurship. This causes a legal problem. (At the time of writing (early
2001) anew law of general commerce is being discussed in the parliament.)

Regulation of the Ministry of Welfare“On the Certification of Medical
Practice” (1997)

This defines the minimum necessary equipment and premises, and registration
procedure of new independent practices.

Law “ On Pharmaceuticals’ (1993, 1998 and 2000)

The aim of the law is to regulate the activities in the pharmaceutical field and
to ensure that pharmaceutical products produced and distributed are safe,
effective, and of high quality. The law determines the responsibilities of the
Ministry of Welfare, the State Agency of Medicines and the State Pharmaceu-
tical Inspectorate, sets the main principles of registration, manufacturing,
wholesale and distribution. Thislaw formsthe basisfor the adoption of several
regulations of the Cabinet of Ministers in accordance with European Union
Directives.

Regulations of the Cabinet of Ministers*“ For Establishment and

Activity of Sickness Funds’ (1997)

In 1997 the Cabinet of Ministers issued regulations on the establishment and
activities of sickness funds, their regulation by one or more local authorities,
their aims, main functions, rights and responsibilities. Sickness funds should
cover aterritory with at least 200 000 inhabitants. The consolidation process
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of territorial sickness funds into regional sickness funds was initiated. It was
carried out through mutual agreement of thelocal governments. Inthe beginning
of 1998 six regional sickness funds had been established; in addition, there
were two “centres of accounting” in Rezekness and Kuldigas where the local
governments did not agree with the principles for establishment of regional
sickness funds.

Regulations of the Cabinet of Ministers“On Compulsory Insurance of
the Civil Liability of the Medical Doctor in Practice” (1998)

These introduce insurance of third person liability as part of independent
practice.

Regulations “On Health Care Institution Certification” (1998)
These establish the conditions and procedures for institutions’ certification.

Regulations of the Cabinet of Ministers“On Compensation Procedures
for Procurement of Medicines, Equipment, Goods for Ambulatory
Treatment” ((1998)

These regulations concern reimbursement of pharmaceutical products and
medical devicesfor outpatient care. They specify conditionsfor reimbursement
and the main criteria of inclusion and exclusion from the reimbursement list
(positive list).

Regulations of the Cabinet of Ministers“ On Financing of Health Care”
(1999)

These regulations establish health care financing rules specifying the source
and management of health care financing. The key changes they initiate are:
(8) 70% of funding for the state programmes is to be included into the Basic
Care Programme defining the minimum package of health care services, and
financed through the regional sickness funds; and (b) physician remuneration
in primary care based on the capitation model isto beinitiated.

Regulation of the Ministry of Welfare “ Development Strategy of
Primary and Secondary Health Care’ (1999)

This defines the roles and responsibilities of primary care and referral to
hospitals.

Regulation of Ministry of Welfare “ On the Functions of General
Practitioners and Specialists’ (1999)

This regulation determines the main tasks and responsibilities of general
practitioners and specialists. It firmly separates general practitioner care from
specialist care, and requiresthat the gatekeeper role of general practitionersbe
strictly enforced.
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Health for all policy

Policy on health promotion and disease prevention was established in the
conference “Better Living in Better Latvia’ (1994), which delineated the
objectives of Latvia shealth strategy. The health strategy reflects health for all
goals.

WHO Health 21

“Health for all in the 21st century” and the 21 targets have been accepted in
Latvia by the Cabinet of Ministers and are used asthe basisfor Latvia s health
strategy.

In this framework there was a need to prepare a Data Presentation System
(DPS). The purpose of the DPS isto display statistical datain a user-friendly,
graphical form. It is atool that can provide quick and easy access to a large
amount of routinely collected statistical data and help make use of this
information. The local Data Presentation System of health statistics is
harmonized with WHO Health 21 indicators and Latvian national health care
indicators.

Reform implementation

TheLatvian Physicians' Associationinitiated thereform processin 1988. Today
the key players in the process are officials from the Ministry of Welfare, the
political party Tevzeme un Briviba (Fatherland and Freedom, traditionally sup-
ported by the Ministry of Welfare), the Government, the Latvian Physicians
Association, the Health Managers’ Association, the World Bank, the European
Union (through some PHARE projects) and WHO. The main interest groups
are medical professionals and patients, though there are as yet there are no
powerful organizations to represent patients.

Attheend of 1991 the Ministry of Welfare, representing the health care and
socia care systems, was established.

Financial reform began with the establishment of the Ministry of Welfare
Central Account Fund in 1993 (known as the State Sickness Fund since 1995
and the State Compulsory Health Insurance Agency since 1998) which was
assigned the task to promote and manage the health care financing reform in
Latvia. Thiswasinitially an accounts settlement office. In the same year, the
Ministry of Welfare took over health care financing from the Ministry of
Finance. By 1995 districts had established their own local account funds
(territorial sickness funds) which acted as local health purchasers.
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These changes in financia structure and organization took place in the
absence of alegal framework; no laws were passed dictating the changes that
weretotake place. In 1994, theterritorial sicknessfundsestablished the Alliance
of Latvian Sickness Funds, which wasthe only body for sometime determining
the normsin the financing system.

Parallel to financial reform, adecentralization processwasinitiated in 1993
that made local governments responsible for the organization and delivery of
primary and secondary health care. To ensure that these tasks would be
effectively carried out, district executive committees organized units or
departments of health care (sometimes a joint department of health and social
care), i.e. health boards. Municipalities spent a portion of their resources from
the local government budget investing in health services, especialy in pur-
chasing new equipment and technologies.

Until 1997, the health care system was financed from the state and local
government budgets. The state health care programme, including specialized
services, was financed from the state budget, and the Basic Care Programme,
including primary and secondary care services, was financed from the local
government budgets (through the local account funds) plus a state budget
subsidy.

This financing arrangement resulted in very large inter-regional variations
in health care expenditures per capita, leading to legal and regulatory changes
that reduced the scope of responsibilities of local governments. In 1997, health
care financing was re-centralized as (a) the local account funds were consoli-
dated into 8 regional sickness funds, and (b) the State Sickness Fund began to
alocate funds to the regional sickness funds (rather than the local govern-
ments). The purpose of this re-centralization was to ensure stable and equal
financing per capitathroughout the country. Therefore local governments | ost
their financing functions but remained responsible for maintaining health care
facilities and for ensuring access to health care. Health boards were abolished
in many districtsand cities (in 1998 Rigahad no city authoritiesfor health care
and health policy for aperiod of half ayear). This has had negative impactson
the development of health care services, particularly in the area of investments
and infrastructure development that could have been financed from municipal
budgets (as no financing was provided through the sickness funds for facility
maintenance).

A separate strand of reform hasinvolved the ddlivery dimension that focuses
on the development of primary health care based on genera practiceand primary
care physicians asindependent practitionerswho contract with sicknessfunds.
Themodel of primary health care based on the general practitioner wasapproved
by the Ministry of Welfare in 1992. Retraining courses for physicians have
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been available since 1992 and have given riseto asharp increase in the number
of general practitioners. Registration with primary care physicians and sick-
ness funds began in 1998.

Since the mid-1990s, physician remuneration (for outpatient services) has
been according to either of two systems — the capitation (Kurzeme) system or
the points system which was introduced in the greater part of Latvia; payment
of hospital physicianshasbeen acombination of salary and points. The payment
of the hospitalsis on the basis of per diem price and diagnosis groups. More
recently, aform of mixed capitation involving capitation and genera practitioner
fundholding has begun to beintroduced for primary care physicians, asameans
to strengthen the development of primary care.

The efforts to develop primary care have run into difficulties. Physicians
are reluctant to establish independent practices; the polyclinic environment is
hostileto general practitioners; independent practitioners are motivated to enter
general practice because of the prospect of attracting private patients, thus
compromising the socially good character of medicine. Therecent introduction
of capitation hasgiven riseto further problems. First, being assured of a steady
income (based on the patient list), some physicians neglect their practices by
indulging in long absences. Second, patients have difficulty accepting the
requirement of areferral to visit aspecialist. Third, both patients and specialists
question the correctness of the financial incentive facing the primary health
care physiciansto refrain from giving areferral asthisentails aloss of income
for the referring physician. Moreover, primary care remains focused on treat-
ment of disease, and is not sufficiently directed toward prevention and health
promotion. Finally, at present, there are no effective mechanisms for ensuring
equal quality of care, access to health care or freedom of choice for patients.

Certification of medical institutions began in 1997. Whereas the relevant
law stated that all inpatient and outpatient institutions must be certified by the
end of 1999, in actual fact the number of institutions which managed to get
certification by that timewasminimal, thusthe period was extended until 2003.
Sickness funds prefer to contract with certified medical institutions, and this
condition is expected to improve the quality of medical services and protect
patients’ rights.

Reforms in human resources planning have involved reductions in the
number of medical students. At the same time training programmes have been
oriented towards general practice. Nursing education hasbeenreformed and is
now available only after graduation from secondary school whereas, previoudly,
training could begin beforethis. Degree-level nursesare educated inthe nursing
faculty of the Medical Academy. The education of social workers continues
and their number will increase. A serious probleminthe areaof human resources
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involvesthelow levels of remuneration of health care personnel. Many young
and talented physicians thus leave the medical profession for other more
lucrative careers.

As aresult of activities of the Latvian Physicians' Association, the pro-
fessional associations manage the supervision of doctors qualifications and
certification.

The privatization process in health care began in 1993 and covers mainly
outpatient services. Most dental servicesare provided through the private sector
and there are private medical clinics of al kinds. Whereas this ensures high
quality of services and freedom of choice for the patient as well as higher
earnings for practitioners, at the same time access is very limited due to high
prices. In certain cases there can be highly negative results; for example, the
oral health of school childrenisdeteriorating because dentists are not interested
in working at schools.

The main constraint on planning and implementation of reformsis political
and economicinstability. It iswidely believed that the proportion of state funds
allocated to health careistoo small. Health is not ahigh priority of politicians
and is only on the political agendain the periods just before elections. On the
other hand, the reforms that have begun appear to be sustainable because all
major political parties agree on the general directions of the reform process.

The latest research on health care accessibility and health care insurance
(1998) revealed the main areas of patient dissatisfaction with the health care
system: lack of money for out-of-pocket payments, uncertainty about health
care costs and physicians professional skills and experience, shortage of
specialists, long waiting lines, and problems with transport and long distances
to the health care services. 29.3% of respondents were not satisfied with the
health care system.

Latvia



Health Care Systems in Transition 91

Conclusions

problems. During the 1990sthis health care system was further subjected

to a crisis due not only to organizational difficulties but also the
deteriorating macro-economic context, especially in thefirst half of the 1990s.
The reformsin health care were prompted in part by the need to deal with the
shortcomings of the previous system, and in part by the desire to revert to the
system that had prevailed during Latvia s short period of independence between
the two world wars.

A formal, comprehensive assessment of the reforms of Latvia'shealth care
system has not been undertaken to date. Neverthel ess some conclusions can be
drawn about the effects of the reforms on the key issues of efficiency, equity,
quality of care and consumer choice.

Inthecaseof efficiency, positive developmentsinclude the dramatic decrease
in the number of beds, as well as the reduction in average length of stay in
hospitals. It is necessary to decrease the number of hospital beds further where
the hospital bed capacity is low. However, overal, there are indications that
resources are being used morerationally, and that the proportion of careprovided
at the primary level has increased. Selective contracting by regional sickness
funds will contribute to the process of rationalization. Reforms in the hospital
remuneration system after 1993 |ed to shorter lengths of stay. The new remuner-
ation system for primary care physicians that is currently in the process of
being introduced, while problematic, attemptsto further shift resourcestoward
the primary care sector. The strict enforcement of GP gatekeeping is expected
to have a similar result. Additional achievements contributing to increased
efficiency involve the significant reductions in the numbers of physicians as
well asin numbers of medical students.

From the point of view of equity in financing, there have been achieve-
ments and there remain certain difficulties. The decision to maintain tax
financing of health care (as opposed to social insurance financing which is

I atviainherited from the Soviet Union a health care system fraught with
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regressive) contributes to equity in financing. However there remain inequi-
ties which arise partly as a result of under-the-table payments which persist,
and mainly as a result of very high out-of-pocket payments that have been
introduced due to the large shortfalls in state financing of health care. Thisis
considered to be one of the most important problemsin the health care system
today as seen by the citizens of Latvia. It ishoped that as the L atvian economy
stabilizes and embarks upon alonger-term growth process, more services will
beincluded in the Basic Care Programme, while co-payments on serviceswill
be reduced.

With regard to equity in access, a disproportionate number of publicly
provided services are availablein Riga and other large urban centres. Many of
these services are not available for the rural population, thus detracting from
the achievement of equity in access to services. On the other hand, the re-
centralization of financing of 1997 wasamajor step in thedirection of curtailing
thewidevariationsin per capitaexpenditures and hencein delivery of services,
that had emerged across regions since 1993.

While efforts have been directed to improve quality of care, there remain
serious obstacles in this process. It has been difficult to enforce treatment
standards in view of resource shortages faced by provider institutions that
prevent them from making the necessary improvements. Further certification
of institutions thus remains problematic, while closure of uncertified institu-
tions would be politically unacceptable. The mixed capitation remuneration
system with fundholding elements recently introduced, while also intended in
part to improve primary care (though an increase in the volume of preventive
care) may be working to diminish the overall use of services, thus working
against quality while also increasing the need to resort to out-of-pocket payments
(no official analysis has as yet been carried out).

Regarding patient free choice, the increasing number of primary care
physicians and their practices provide the patient with possibilities to choose
their primary care physician. Patients are permitted to changetheir doctor twice
ayear (excluding change of address). To date, 80% of the Latvian population
has chosen aprimary care physician by registering with one. In addition, patients
can freely choose ahospital, provided it iscontracted with the patient’sregional
sickness fund. However in rural areas patients in fact have very limited
possibilities for choice, as there may be only one practitioner or one hospital
from which to choose. Consumers of health care as yet remain in arelatively
weak position as there are no consumer organizations which can represent
patients’ interests on a national or any other level.
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Improved health status (as measured by life expectancy at birth) is a
significant achievement since the mid-1990s. Whereas life expectancy had
declined dramatically in the period 1990-1994, since 1995 it began increasing
again, and has been steadily climbing each year, due to economic reforms and
economic stabilization. It still remains low, however, by western European
standards. Moreover Latviafacesarapidly aging population dueto declinesin
thebirth rate. The adverse demographic situation has prompted the government
to undertake an intersectoral programme aimed at reversing the unfavourable
trends.

It appears that the reform process in Latvia has acquired a momentum that
cannot easily be reversed. Agreement among political parties on the general
direction of thereform processisamajor factor arguing for continuation of the
changes that have been initiated. World Bank collaboration with the Ministry
of Welfare argues further in favour of stability and continuation in the process
of change. The improving economic situation and gradual rise in the standard
of living can also be expected to maintain the reform process over the near to
medium term.
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