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Health System 

1. National Expenditure and the Health 
Status 

National health expenditure reflects total expenditure for health 

services by residents and by the government – outlays for health 

services in general clinics, hospitals, and private medical and 

dental clinics. National health expenditure also includes total 

outlays by residents for medicines and medical instruments, 

government spending for health research and development, 

budgeting of the health administration (the Health Ministry 

budget), and investments in buildings and equipment for the 

health system. In 1998, national health expenditure in constant 

prices rose by 2 percent per capita (or 5 percent overall), after 

relative stability in 1997. In 1998, national health expenditure 

came to 8.4 percent of Gross National Product. 

Is Israel’s national health expenditure high by the standards 

of the industrialized countries to which Israel is usually 

compared? To answer this question, it is conventional to 

compare national health expenditure in Israel with data for the 

twenty-nine industrialized countries that belong to the OECD.
1
 

The median for these countries in 1997 was 7.5 percent. Israel’s 

rate of expenditure approximated that of the Netherlands and 

Sweden, was identical to that of Australia, and fell short of that 

in the United States, Canada, Germany, France, and 

Switzerland. Since Israel’s standard of living, in terms of per-

capita national expenditure, is very different from that in the 

                                                      
1
 The most recent OECD data are for 1997. A more recent version of these 

figures, published in 1999 by Anderson and Poullier, was used in the 

course of this work (See Bibliography). 



Israel’s Social Services 1999-2000                                                                       94 

OECD countries, it is customary to use an additional criterion 

for comparison: national health expenditure per capita, in 

dollars, weighted country-by-country by an index that takes 

account of differences in the purchasing power of different 

currencies. The result is the PPP (Purchasing Power Parity) 

index, which creates a common denominator for the dollar 

values. In PPP terms, Israel’s national health expenditure per 

capita in 1997 was $1,511, as against a median of $1,728 in the 

reference countries. According to this criterion, Israel’s national 

health expenditure per capita is relatively low; sixteen of the 

twenty-nine OECD countries spend more. However, it is worth 

bearing in mind that this computation, while making reference 

to the purchasing power of the domestic currency and to per-

capita expenditure, overlooks population characteristics such as 

age composition and rates of morbidity from serious and chronic 

illnesses. 

What major outputs, in terms of residents’ health, does Israel 

gain from its investment in health services? The level of health 

of the inhabitants of any country is determined by a vast number 

of variables, some of which have nothing to do with health 

services and the health system. They include the genetic 

structure of the population and morbidity risk factors that 

originate in climate and culture (such as exposure to insolation), 

level of education and schooling, and health habits, to name 

only a few. Obviously, however, the health of any country’s 

population is also affected by the country’s health system. 
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Data on Israelis’ health usually point to handsome 

achievements by international standards. In 1996, life 

expectancy at birth in Israel was 76.3 years for men and 79.9 for 

women,
2
 as against a median life expectancy of 74.0 and 80.3 

years for men and women, respectively, in the OECD countries 

that year. The gender gap in life expectancy is smaller in Israel 

than in the European countries. Salient disparities exist between 

Jews and Arabs in Israel in terms of life expectancy at birth and 

in respect to other health indicators. In infant mortality, Israel’s 

1997 rate of 6.4 per thousand live births approximates the 

median for OECD countries that year (5.8). In respect to this 

indicator, too, Israel still evinces a disparity, albeit one that has 

been narrowing over the past twenty years, between the average 

                                                      
2
 The data concerning the Israeli health system were culled from Health in 

Israel, 1998, State of Israel: Ministry of Health, 1998, unless otherwise 

stated. 

Figure 1. National Health Expenditure as Percent 

of GDP, 1997
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infant mortality rates of the Jewish population and the Arab 

population. The main causes of death in Israel – heart diseases, 

cancer, and cerebrovascular diseases – resemble those in the 

developed Western world. 

 

 

 

Figure 2. Infant Mortality, 1997

Rate per thousand live births

3.7

4.0

4.8

4.8

5.9

7.8

5.0

9.4

6.4

Japan

Sweden

France

Germany

U.K.

U.S.

Jews

Moslems

Israel - total



Health System                                                                               97 

2. Changes in Patterns of Health System 
Funding 

The funding patterns in the public health system since January 

1995, when the State Health Insurance Law went into effect, are 

reviewed in previous CSPS reports, especially in Resource 

Allocation for the Social Services – 1998. The discussion below 

focuses on major changes in the patterns of health-system 

funding in 1998–1999. 

There were three main sources of funding for national health 

expenditure in 1998. The first two are public: the state budget 

and the health tax paid by residents to the National Insurance 

Institute. Together, they covered 69 percent of national health 

expenditure (43 percent and 26 percent, respectively). The third 

source is direct payments by residents for medicines and 

miscellaneous medical services, such as dental care and visits to 

private physicians (29 percent). This source – money paid 

directly by individuals to service providers – is considered 

regressive and detrimental to equity in funding the health system 

and to the level of national health expenditure. The remaining 3 

percent of expenditure reflects the health funds’ deficits in 1998 

and was financed mainly by special allocations from the state 

budget. The most important change relative to previous years is 

reflected in an increase in the share of funding from the source 

that is least equitable – direct payments by residents for health 

services that they received – from 27 percent in 1995-1997 to 29 

percent in 1998. In comparison, it was reported in 1994 that an 

average of 76 percent of national health expenditure in the 

OECD countries
3
 came from public funding, as did 52 percent in 

the developing countries of Asia.
4
 

Our discussion will first address the share of national health 

expenditure that is funded from the government budget. The 

government determines its funding of the package of insured 

                                                      
 
3
A definition that excludes Hungary, Mexico, and Turkey. 

4
 Schieber and Maeda, 1999. 
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health services (the “health basket”) each year as it deliberates 

the budget and sets national priorities. The State Health 

Insurance Law stipulates a method of adjusting the cost of the 

“basket” to price changes. The indicators to be used in making 

these adjustments each year are listed in Appendix V of the law, 

as set forth by a professional committee in which the Finance 

Ministry had a decisive influence. Paragraph 9 of the State 

Health Insurance Law imparts the authority to adjust the cost of 

the “basket” to reflect demographic changes. 

In the first year of National Health Insurance, 1995, the 

health funds’ financing mechanisms almost broke even. In the 

following years, the funds ran up annual deficits. The funds’ 

total current deficit in 1997, for example, was about NIS 1.5 

billion or 9 percent of their outlays. The figures for 1998 were 

440 million, and 4.5 percent, respectively. In 1999, the funds are 

expected to show a current deficit of the same magnitude as in 

1998.
5
 These deficits, which are also reflected in the National 

Accounts, are the result of structural failures in the process of 

determining the cost of the insured services - the computation 

that the government uses each year to determine the budget 

allocation meant to cover the cost of providing these services 

through the health funds. 

The first failure stems from the items that make up the Health 

Services Price Index, as set forth in the State Health Insurance 

Law. The index does not reflect the realities of rising costs in the 

health funds’ services. It is adjusted in view of the increase in 

the wages of public-service employees and not according to the 

cost of labor in the health industry. Therefore, for example, it 

did not reflect the steep annual increases in physicians’ wages in 

1994-1997. In another conspicuous example, the index 

disregards the increase in the per-day cost of inpatient care, an 

item that accounts for half of the health funds’ expenditures. The 

second failure is that the process of adjusting the “basket” for 

the increase in the proportion of seniors does not reflect the real 

                                                      
5
 Projection based on mid-1999 reports submitted to the Ministry of Health. 
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cost to the health funds of care for the added increment of 

elderly and very elderly members. Furthermore, the adjustment 

for the introduction of new medical technologies, including new 

medicines, lags behind the funds’ real needs, as indicated by 

technological developments worldwide. One of the result is that 

Israel’s list of insured medicines is about five years behind 

pharmaceutical developments, and some patients are unable to 

receive modern medicines for their illnesses as part of their 

health insurance. 

The result of these failures is that, in constant 1998 prices, the 

health funds received NIS 2,815 per insured member in 1995, 

the first year that the law was in effect, and only NIS 2,716 in 

1999. In terms of an overall view for all health funds, this real 

decrease in expenditure per insured translates into the current 

deficits mentioned above. In 1998 and 1999, the government 

decided on a 2 percent real budget increase for the cost of 

insured services, in order to compensate the health funds for 

population growth and the increase in the proportion of seniors. 

This rate does compensate for the population increase but, as 

stated, does not reflect the increase in the proportion of the 

elderly. For the first time since the State Health Insurance Law 

went into effect in 1995, a budget increase of NIS 150 million 

per year in each of the aforementioned years was given in order 

to finance the inclusion of new technologies and medicines in 

the service “basket.” The government’s decisions for the 2000 

budget included increments of a similar magnitude. Since it was 

clear to the government that this rate of adjustment would cause 

the funds to build up financial deficits and would destabilize the 

financial structure of the entire public-health system, a “safety 

net” for the health funds was introduced in 1998 – a set of 

budget increases built into the state budget and given to the 

health funds only if they sign special agreements stipulating 

efficiency measures. The money is given to each fund 

commensurate with its population of insured. In 1998 and 1999, 

the “safety net” was NIS 430 million and NIS 410 million, 

respectively, and for 2000 the government resolution set the sum 
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at NIS 225 million. As stated, these are special allocations 

meant to prevent financial deterioration; they are apportioned to 

the health funds in view of efficiency tests stipulated in 

agreements that each fund signs separately each year. The 

figures concerning the health funds’ deficits, presented above, 

were computed after the funds received the “safety net” money. 

Apparently, the purpose of compelling the health funds to 

accumulate deficits was to force them to streamline themselves. 

This method, which actually creates a constant state of budget 

strangulation and a tendency toward negative cash flows at the 

funds that serve the greatest concentration of weaker and more 

vulnerable members, Clalit and Leumit, has not changed since 

1998. The funding method has engulfed the health funds in a 

chronic financial crisis that hinders current management, creates 

uncertainty about the funds’ ability to meet their liabilities, 

forces the funds to incur large interest expenses, and, at day’s 

end, results in no greater efficiency than the extent that could be 

achieved by concluding an agreement at the beginning of each 

budget year. For example, the Witkowski report for 1998 found 

that the health funds’ efficiency measures that year were a 

combination of a reduction in expenses for advertising, 

marketing, construction, and development, and a reduction in 

expenditure brought about by Health Ministry regulations that 

had nothing to do with the problematic funding method that has 

been applied to the funds. The steep costs of this funding 

method may exceed by far any saving that the state treasury 

achieves by forcing the funds to become more “efficient.” 

Notably, in 1997 the Health Council recommended a revision 

of the indices used to adjust the “basket” of insured health 

services, as set forth in Appendix 5 of the State Health Insurance 

Law. The recommendation was to create an automatic 

adjustment mechanism for the cost of the services and, 

concurrently, to insert components reflecting population growth, 

the proportional increase in the elderly population, and 

technological improvements. The government did not apply this 

recommendation. Three health funds – Maccabi, Clalit, and 
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Meuhedet – have petitioned the High Court of Justice in this 

matter; the case is pending. 

3. Medicines and Technologies in the Package of  
    Insured Health Services 

The share of medicines in national health expenditure has been 

declining since the early 1990s, from 16 percent in 1991 to 13 

percent in 1998. In pharmaceutical services, unlike nearly all 

areas of the public-health system, per-capita expenditure as a 

share of national expenditure is strongly similar among OECD 

countries, at a median of $234 in 1996. This similarity is 

evidently due to the international nature of the pharmaceuticals 

market and a reasonable extent of competition among massive 

multinational firms. The lower the level of national per-capita 

income, the higher the share of expenditure for medicines in 

national health outlays. This finding traces directly to the 

phenomenon previously described. In 1998, the share of 

medicines in national health expenditure was 32 percent in 

Turkey; 27 percent in Greece, Portugal, Hungary, and the Czech 

Republic; and 9 percent in the United States, Norway, and 

Denmark. 

In health services, a technological adjustment is defined as an 

added increment to the package of health services on account of 

medicines, medical instruments, therapeutic processes, and 

support systems for these increments. In the first three years of 

National Health Insurance, the law stipulated a permanent 

package (“basket”) of health services that all residents were 

entitled to receive from their health funds. The law defined this 

“basket” in very great detail, based on the menu of services that 

Clalit (General) Health Fund offered its members shortly before 

the law went into effect. (The fact that the “basket” remained 

unadjusted for new medicines until 1998 is mentioned above.) 

In 1997, only one medicine was added – a cancer drug – and 

even this occurred only after strong public pressure. In 1998 and 

1999, the state-budget allocation for health services was 
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increased by a fixed sum. A special committee that advises the 

Director-General of the Health Ministry allocates this fixed sum 

in order to update the “basket.” The committee makes its 

decisions on the basis of recommendations presented to it by 

various entities in the health system. In 1998, for example, the 

committee approved only forty-four of some 150 reasoned 

proposals to include new drugs and treatments in the package of 

insured services. 

This process of adjusting the health services “basket,” as 

described above, brings basic issues of social policy to the fore, 

in respect to the most appropriate, transparent, and responsible 

way to adjust the package of legally stipulated services. For 

reasons of cost containment, as stated, no money was allocated 

for technological adjustments in the first few years of National 

Health Insurance, and the allocations in subsequent years for 

needs estimated by the Health Ministry were relatively small. 

This state of affairs has a considerable effect on the treatment of 

various illnesses. Insured medications for an entire series of 

ailments have known and documented negative side-effects of 

various kinds that newly developed alternative medicines avoid. 

If these modern alternatives were covered by National Health 

Insurance, patients could be spared the suffering caused by the 

negative side-effects of the medicines available through their 

health funds. In 1998, the Ministry of Finance, in its proposals 

for that year’s Economic Arrangements Bill, suggested that each 

health fund be allowed to offer a flexible menu of services and 

that a mechanism for Health Ministry approval of these 

“baskets” be created. The government did not adopt the 

proposal. 
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4. The Health Ministry and Its Ministerial  
     Performance 

The ministerial performance of the Health Ministry was given 

significant and extensive attention in the report of the State 

Judicial Commission on the Health System that in 1988-1990 

examined the function and efficiency of Israel’s health system. 

One of the commission’s main recommendations was that the 

ministry be restructured and tasked mainly with initiating 

legislation, controlling and supervising the activities of health-

service providers, planning health services, and keeping the 

population apprised of the existence, quality, and level of health 

services. According to the recommendation, the Health Ministry 

would no longer engage in the delivery of in-kind health 

services for consumers, except in the sphere of public health. 

 Health Ministry regulation of health services is a crucial 

issue in the implementation of any health-system reform. The 

effectiveness of any reform is determined, to a large extent, by 

the quality and level of regulation. The term “regulation” 

pertains to a set of activities that create operating rules for health 

funds and hospitals by means of secondary legislation, 

ministerial directives, working procedures, etc. The issue is dealt 

with in a CSPS study, currently under way, on the Health 

Ministry’s main areas of activity and its effectiveness as a 

regulator. The study has found certain fields of activity, 

especially those related to supervision of the health funds’ 

budgets and expenditures, in which the Ministry played an 

active and successful role in influencing sound financial 

management at the funds. In several other fields, however, the 

Ministry took partial and ineffective initiatives or no initiatives 

at all. In 1997, for example, the Ministry introduced directives 

that created a supervision mechanism for the health funds’ 

supplemental-insurance plans. In 1998, new directives 

empowered the Ministry to approve the funds’ statutes and even 

stipulated main clauses that must be included in them. In both 

cases, however, the directives were not implemented for various 
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reasons. In several additional matters, the Ministry took no 

regulatory action whatsoever. They include re-licensing of 

health professionals, limiting the form and way in which private 

medical service is made available in government and health-

fund hospitals, and quality assurance in the health system. The 

last-mentioned issue, especially in the context of inpatient 

services, was also analyzed at length in the most recent report of 

the State Comptroller. The Comptroller ruled that the agreement 

concluded between the Health Ministry and the Israel Medical 

Association in early 1997, meant to sort out disagreements 

between these agencies in respect to supervision of the quality 

of care, actually created a problematic situation. It placed the 

Health Ministry in a position of inferiority and deprived it of the 

autonomy and sole discretion that it was supposed to invoke in 

managing and performing quality surveys in the health system. 

5. Community-Based Health Services 

Israel residents obtain health services in the community by 

joining one of four health funds that operate under the State 

Health Insurance Law. As of early 1999, Clalit Health Services 

(the General Health Fund) insured 58 percent of residents, 

Maccabi 22 percent, and Meuhedet and Leumit 10 percent each. 

The funds maintain networks of clinics, including those of self-

employed physicians who are affiliated with them and those of 

specialists in the community. Specialized medical services are 

available at hospital outpatient clinics as well. Two funds, Clalit 

and Maccabi, also own general, long-term-care, and psychiatric 

hospitals. Maccabi has only general hospitals. 

The membership of the health funds varies widely and 

significantly in socio-demographic terms. According to the 

Health Services Use Survey, 63 percent of Israel residents were 

insured with Clalit, only 20 percent with Maccabi, and 9 percent 

with Meuhedet as of the time of the survey. The distribution of 

elderly insured (aged 65+) is different: Clalit 80 percent, 

Maccabi 11 percent, and Meuhedet 4 percent. Residents who no 



Health System                                                                               105 

longer belong to the labor force and those whose occupation is 

unknown also tend to be insured by Clalit – 72 percent and 74 

percent, respectively – as against much lower rates at Maccabi 

and Meuhedet. 

 

 

 

Figure 3. Distribution of the Population among 
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In 1999, all four health funds, by force of the Economic 

Arrangements Law for that year (formally known as the Growth 

Enhancement and Economic Stabilization Law), began to charge 

members for visiting specialist physicians. This refers to 

secondary care physicians in fields such as ophthalmology; 

gynecology; ear, nose, and throat; dermatology and venereal 

disease; orthopedics; and specializations in internal medicine 

such as hematology, cardiology, and endocrinology. With the 

exception of Maccabi, the funds do not charge members for 

visits to primary care physicians in the community, even though 

many community-based primary care physicians are also 

specialists in fields of family, internal, and pediatric medicine. 

In the past, only Maccabi charged members for visiting any 

doctor, primary or secondary. Such a charge is a tax imposed 

upon the ill; as such, it violates the principle of social justice and 

the aim to assure equity in service. 

The rationale cited for charging Israelis for visits to 

secondary care physicians was that Israelis make an 

exceptionally large number of such visits by world standards. 

Health surveys show, however, that Israelis’ visits to all doctors, 

measured in per-capita terms, have been declining since the 

1970s. The findings of the Health Service Use Survey confirm 

this trend: in the first half of 1996, per-capita visitation to family 

physicians and specialists in the community was 3.4 for the 

population at large and especially high, predictably, among the 

elderly at 7.4. During that time, women visited specialists 

almost twice as frequently as men. On the basis of these figures, 

the rate of per-capita visits to primary and community-specialist 

physicians was 6.8 in 1996. The corresponding figure for 

international comparison – the median in the OECD countries – 

was 5.9 percent. Thus, Israelis do not stand out particularly as 

people who visit their doctors frequently. 

Another important aspect of community-based health 

services is the quality of medical personnel and services at the 

health funds’ community clinics and the clinics of self-

employed community-based physicians who are affiliated with 
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the funds.
6
 This aspect of community health service has no 

direct connection with the issue discussed above, that of 

charging for visits to the doctor. The research findings portray 

the quality of service in community clinics, especially those of 

Clalit Health Fund, in problematic hues. They show that the 

percent of general physicians (i.e., those who do not specialize 

in family medicine and, therefore, have less training in family 

medicine) is higher at Clalit, at 41 percent, than at Maccabi at 27 

percent. Furthermore, 65 percent of physicians at Clalit, as 

against only 37 percent at Maccabi, reported that they see more 

than thirty-five patients per day. Some 20 percent of doctors at 

Clalit reported seeing more than fifty patients in an average 

day’s work. 

6. Inpatient Services 

Hospitals are among the most complex and complicated types of 

organizations that exist. They are intensive in technology and 

academic human resources, require a very high level of 

specialization, and provide the population with a crucial service. 

Data on the distribution of hospitals and hospital beds are 

categorized by types of hospitals (general or acute, long-term or 

geriatric, psychiatric, and rehabilitation) and by ownership 

(government, health fund, other public nonprofit organization, 

or for-profit organization). The data according to this taxonomy 

are shown in Table 1. 

                                                      
6
 A survey in this matter was performed in 1998 by the Brookdale Institute; 

see Gross et al. in the bibliography. 
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Table 1. Hospitals and Beds, by Types and by Ownership,        

               1997 

Ownership Total Type of hospital 

  General Psychiatric Long-term (incl. 

Rehabilitation) 

Total     

Hospitals 303 47 27 229 

Beds 35,241 13,478 6,306 15,457 

     

Government     

Hospitals 30 11 12 7 

Beds 11,819 6,125 3,772 1,922 

     

Health funds     

Hospitals 24 8 3 13 

Beds 5,852 4,037 369 1,446 

     

NPOs     

Hospitals 133 15 1 117 

Beds 8,731 2,721 153 5,857 

     

Private     

Hospitals 116 13 11 92 

Beds 8,839 595 2,012 6,232 

 

Over the past two decades, the number of hospitals for long-

term care has grown 6.3 times over and the number of 

psychiatric hospitals has fallen by one-third. In terms of beds, by 

the end of 1997 the proportion of beds for long-term care had 

climbed to 2.5 per thousand of the population and the share of 

psychiatric beds had declined to 1.07 – a 35 percent decrease in 

a ten-year period. The proportion of beds for general inpatient 

care has been declining since the late 1970s and came to 2.3 per 

thousand in late 1997, down 15 percent in the previous ten 

years. These developments correspond to global trends: as the 

population ages, it requires more beds for long-term care, 
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whereas the need to hospitalize psychiatric patients has been 

diminishing because of changes in the technology of treatment 

in this field. 

National expenditure for inpatient services in 1995-1996, 

including research, came to 42 percent of national health 

expenditure – higher than the 1993-1994 level but unchanged 

from that of the early 1990s. In the OECD countries, the median 

expenditure for inpatient care was 43 percent of national health 

expenditure in 1996. Importantly, however, the Central Bureau 

of Statistics categorizes hospital outpatient clinics among the 

community services even though they are integral parts of 

hospitals in administrative and financial terms. 

The Health Service Use Survey shows that in the half-year 

preceding the interview – the first half of 1996 in most cases – 

6.1 percent of Israel inhabitants had been hospitalized 

(corresponding to 13 percent for the entire year). The 

corresponding figure for the OECD countries that year (the 

median share of the population that had been hospitalized) was 

16 percent. It should be emphasized that these figures are not 

standardized for age, i.e., they do not take account of the 

different age distributions in each country. We know that the 

hospitalization rate is at least six times higher among the elderly 

than in the 5-24 cohort. (In Israel, the rates were 19 percent and 

2–3 percent, respectively, in 1996.) The OECD median, 

according to which one inhabitant in six in these countries, on 

average, was hospitalized in 1996, hides a very large degree of 

variance. In Austria, Finland, France, and Germany, for 

example, more than one of every five residents were 

hospitalized that year, as against one in eight in the United 

States, Canada, and the Netherlands, and one in ten in Japan. 

An important aspect of efficiency in the performance of 

hospitals is the average length of hospital stay. In 1996, the 

average stay in hospitals of all types was 10.1 days in Israel and 

10.6 in the OECD countries. Thus, the average hospital stay in 

Israel approximates the average in the industrialized countries. 

The same may be said about the intensity of use of human 
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resources in the inpatient system, following the conventional 

yardstick of full-time employees per hospital bed. In 1996, Israel 

had 2.1 employees on average for each hospital bed, slightly 

higher than the OECD median of 2.0.  

The similarity recurs in respect to the intensity of use of state-

of-the-art diagnostic and therapeutic technologies. In the OECD 

countries, it is conventional to measure intensity of use by the 

number of sophisticated and expensive diagnostic and 

therapeutic instruments per million of population. In 1996, for 

example, Israel had 7.4 CT scanners per million of population, 

as against an OECD median of 11.6, and 1.6 MRI systems per 

million as against 2.8 in the OECD countries. By inference, 

there are no clear and unequivocal indications that the Israeli 

inpatient system suffers from excessive intensity in use of 

advanced technologies and human resources, or in inpatient beds 

relative to population size. 

The health funds usually do their financial reckonings with 

hospitals by multiplying the number of inpatient-days by the 

average per-day price of inpatient care, which is set annually by 

the ministries of Health and Finance for each type of hospital 

separately. A small portion of the reckoning is based on a Health 

Ministry rate schedule for several dozen types of treatments, 

such as knee replacement, angioplasty, and bypass surgery. For 

some treatments, such as knee replacement, the stipulated rate is 

not economically viable for the hospitals; there are still queues 

for these types of treatment. In contrast, the rates for angioplasty 

and bypass surgery, for example, compensate the hospitals fully 

and reasonably. One of the results of this reckoning method is 

that, since the new rate schedule was introduced in 1991, the 

rate of angioplasty procedures per 100,000 of population has 

doubled and the rate of bypass surgeries has grown 1.5 times 

over. This increase cannot be explained by alleging an upturn in 

risk factors for health disease or some exogenous event that 

made Israelis more susceptible to health disease. Both rate 

schedules – per inpatient-day and by type of treatment – are set 
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in centralized fashion by the ministries of Health and Finance 

and apply to all hospitals. 

In 1997, to limit the health funds’ outlays for inpatient care, 

an arrangement that created an expenditure cap for each health 

fund at each hospital was introduced. At first it applied only to 

government-owned general hospitals; in 1998, it was extended 

to public hospitals. The spending cap pertains to the assortment 

of services that the health fund received from the hospital in the 

previous year, including inpatient-days, activities charged at 

different inpatient rate schedules, and visits to outpatient clinics 

and emergency rooms. Each year since 1997, the government 

has raised the cap by a few percent for each hospital included in 

the arrangement. In 1998, it was decided that for inpatient 

services beyond the cap, procured from the hospital by the 

health fund in 1999, the health fund would pay half the rate 

applying to the relevant activity. Generally speaking, the sale of 

services beyond the cap set forth for that year is extra revenue 

for the hospital that provides the service. Government hospitals 

are allowed to add about half of this extra revenue to their 

current-purchases budgets and to use the remainder for 

procurements of various types. 

One of the most significant developments in formalizing the 

rules of contracting among health funds and hospitals was the 

government’s decision in September 1999 to allow each health 

fund to sign inpatient-service agreements with each hospital 

separately. In early 1999, Clalit concluded the first agreement of 

this kind – a three-year arrangement with Sheba Hospital. The 

accord stipulated that Clalit would make an annual up-front 

payment of NIS 410 million on account of the hospitalization of 

its members at Sheba. Even though it was not approved by the 

Ministry of Health, this agreement, in which the sides divided 

their risks, was a breakthrough. The aforementioned government 

decision, allowing health funds and hospitals to conclude similar 

agreements in the future on the basis of rules to be set forth by 

the Health Ministry, represents a significant change in the 

contracting rules that Israel’s health funds and hospitals had 
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used for many years. If a set of agreements embracing all health 

funds and all hospitals comes into being, the hospitals may 

acquire an incentive to economize on expensive inpatient-days 

and to strengthen the relationship between their inputs and their 

outputs. The relationship between inpatient and community-

health services is a complex relationship, affected by 

characteristics of the region (center vs. periphery, for example) 

and the insured population (e.g., a relatively aged population 

such as that of Tel Aviv). Agreements between a hospital and 

health fund may obviate redundancies resulting from parallel 

provision of specialist medical services at the hospitals’ 

outpatient clinics and at the community-based clinics of the 

health specialists. 

7. Supply of Physicians in Israel’s Health 
System 

The problem of training or intake of the appropriate number of 

new physicians is a major public-policy issue in most 

industrialized countries. Every additional doctor in the health 

system corresponds to extra expenses that are estimated – in 

England, for example – at half a million pounds sterling (NIS 3 

million), not including the doctor’s wage. Hence, most countries 

place certain limitations on the training and intake of doctors. In 

Israel, no public-policy process has been invoked in this matter. 

The problem is the total number of doctors in the system and 

their distribution regionally and by medical disciplines. For 

example, Israel has one of the world’s highest ratios of 

cardiologists and surgeons to population; this probably has 

something to do with the aforementioned increase in dozens of 

percent in the rates of cardiosurgery and angioplasty procedures 

starting in 1991. 
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In Israel, the number of physicians per thousand of 

population has been rising since the early 1980s: from 2.5 in 

1980 to 2.9 in 1989, 3.4 in 1985, and 3.6 in 1996. By 

comparison, the median rate in the OECD countries in 1996 was 

2.8. Several countries, such as Greece, Hungary, Spain, and 

Italy, had higher ratios than Israel’s that year. Other countries, 

e.g., the United Kingdom, Japan, Canada, and the United States, 

had lower ratios. 

 

Figure 4. Physicians per Thousand of 

Population, 1996
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