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Abstract

This paper investigates the financial sustainability of predominantly public healthcare systems
in Europe, using Czechia as a case study. It combines a systematic review of 39 empirical
studies on the integration of private financing mechanisms (such as complementary insurance,
co-payments, and prevention incentives) with original microsimulation analysis based on the
EUROMOD model. The literature review reveals that private contributions can play a
constructive role in strengthening system resilience if they are introduced within a politically
feasible scope. Building on this evidence, the study simulates six policy scenarios for increasing
individual financial participation in Czech healthcare. These include various hypothetical
adjustments to indirect taxes and social insurance contributions, used as methodological proxies
for different forms of increased private co-financing (not as suggestion of further expansion of
public healthcare). Each scenario is assessed in terms of its budgetary impact and distributional
effects across income groups and household types. The results reveal significant trade-offs
between fiscal outcomes and political sustainability. Comparative insights from France,
Germany, and Norway (each applying distinct models of public-private funding mix) help
contextualize the findings. The paper concludes with policy recommendations supporting
gradual diversification of funding sources, complemented by efficiency gains and prevention
policies, to ensure long-term sustainability while maintaining broad access. Market-based
principles adopted to these policies may increase their efficiency significantly.
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1. Introduction

European healthcare systems face unprecedented challenges in maintaining financial
sustainability while ensuring universal access to quality care. The convergence of demographic
aging, technological advancement, and constrained public budgets creates mounting pressure
on traditional financing mechanisms that have underpinned European welfare states since their
post-war establishment. This study investigates how greater reliance on private contributions
could partially ease pressure on public budgets, with particular focus on the Czech Republic as
a case study. We use fiscal instruments as a proxy to simulate higher out-of-pocket spending
and examine how such shifts would affect both households and public finances from the
perspective of public choice theory. In asymmetrically financed healthcare systems where
public funds dominate, politicians exert greater influence, making it rational for them to
prioritize short-term utility (votes tied to the status quo) over long-term sustainability (systemic
healthcare reforms).

The demographic transition affecting all European nations creates particular urgency for this
analysis. As the European Commission (2024) projects in its Ageing Report, "age-related
expenditure is projected to increase by an average of 1.7 percentage points of GDP by 2070
across EU member states, "with healthcare accounting for substantial portions of this increase.
In other words, systems heavily dependent on public financing face acute sustainability
challenges that current mechanisms appear unable to address. Thus, exploring whether
additional private financial resources could serve as one of the instruments for ensuring future
sustainability of healthcare financing provides a practical way to assess reform options. The
Czech Republic, with 85 % of healthcare expenditure derived from public sources according to
OECD/European Commission (2024) data, exemplifies these challenges, making it an ideal
case study for examining potential reforms and their distributional implications.

To systematically evaluate the potential of private financing mechanisms in addressing these
challenges, we conducted a comprehensive systematic review examining European evidence
on integration of private financing within predominantly public healthcare systems. Our
research question examined: To what extent can the integration of private financing
mechanisms (such as complementary insurance, direct payments, and preventive incentives)
enhance the financial sustainability and resilience of predominantly public healthcare systems
in Europe, particularly in the context of demographic aging and political pressures?

Our systematic search across the Semantic Scholar corpus of 126 million academic papers
yielded 500 relevant studies, from which 39 met our inclusion criteria for empirical analysis of
private financing mechanisms in European healthcare systems. This evidence base provides a
robust foundation for evaluating reform options applicable to the Czech context and broader
European challenges. Our analysis shows that even when modelled through tax proxies,
additional private spending can be interpreted as a stand-in for higher household contributions,
allowing us to capture both aggregate fiscal effects and distributional outcomes. Moreover, our
results suggest that private contributions, in a scope that is politically acceptable, can only be
one instrument among several needed to ensure sustainability. Complementary measures,
particularly stronger prevention and greater internal efficiency through digitalization and
organizational reforms, will remain essential. These estimates should be understood as
reflecting the upper range of private contributions that can realistically be incorporated within
the current European framework, rather than a radical systemic overhaul.



The subsequent analysis addresses three fundamental research questions that guide our
investigation. First, how do demographic changes affect current financing models and their
capacity to maintain universal coverage? Second, what are the distributional consequences of
different financing mechanisms for patients across socioeconomic groups and for public fund
sustainability? Third, how can private financing schemes contribute to system sustainability
while maintaining the equity principles fundamental to European healthcare systems?

2. Theoretical Framework

2.1 Political Economy and Public Choice in Healthcare

Healthcare policy is often presented as a technical issue governed by evidence, need and expert
consensus. In practice, however, it is shaped by political incentives, institutional dynamics and
the distribution of power and influence. As healthcare constitutes a major item of public
expenditure, decisions on its financing, structure and reform are subject to electoral cycles,
lobbying pressures and inter-ministerial bargaining. Understanding these political mechanisms
is essential for evaluating the functioning and limitations of health systems in Europe.

Public Choice Theory, formulated by Buchanan and Tullock (1962), offers a relevant lens for
this analysis. It assumes that politicians, like all rational actors, seek to maximize their own
utility, often in the form of re-election, political capital or influence. In the context of healthcare,
this leads to a preference for visible and short-term investments that appeal to voters, such as
hospital construction or expansion of popular services, while less tangible and long-term
interventions such as prevention or chronic care management tend to be deprioritized.

Empirical research supports these patterns. Healthcare spending increases in election years
(Potrafke, 2010; Abbott & Jones, 2021; Piscopo et al., 2024), regardless of ideological
orientation. Governments also tend to behave procyclically, expanding healthcare budgets
during periods of economic growth as tax revenues rise, a phenomenon described as fiscal
illusion. Although countercyclical spending would be more appropriate in times of economic
downturn, political incentives frequently override efficiency considerations.

Political economy factors extend beyond electoral timing. Budgetary silos, bureaucratic self-
interest and fragmented institutional responsibilities frequently hinder coordination and long-
term planning (Hauck & Smith, 2015; Liverani et al., 2013). Moreover, interest groups play a
visible role. Across Europe, pharmaceutical companies have channeled substantial funding to
doctors, associations and political forums, with varying levels of transparency and
accountability (Mulinari et al., 2021; Rickard & Ozieranski, 2021).

These dynamics reveal the tension between political logic and systemic efficiency. Without
institutional safeguards that align incentives with long-term outcomes, healthcare financing
remains vulnerable to short-termism, inefficiencies and underinvestment in public health.

2.2 Healthcare Financing Models and Their Impact on System
Performance

Healthcare financing systems in Europe exhibit substantial diversity reflecting historical
trajectories, institutional frameworks, and societal preferences regarding the role of state versus
market in healthcare provision. The fundamental distinction between insurance-based systems



following the Bismarckian model and tax-funded systems following the Beveridgian model
continues to shape contemporary healthcare organization, though most systems now
incorporate hybrid elements that blur these traditional boundaries.

Lameire et al. (1999) establish in their comprehensive international review that healthcare
financing mechanisms profoundly influence system accessibility, efficiency, and sustainability
outcomes. Insurance-based systems, predominant in countries such as Germany, Austria, and
the Netherlands, rely on mandatory contributions linked to employment status, creating
dedicated revenue streams for healthcare while maintaining clear connections between
contributions and entitlements. These systems demonstrate particular strengths in revenue
stability during economic growth periods but face vulnerabilities during economic downturns
when employment declines reduce contribution bases. Tax-funded systems, exemplified by
Nordic countries and the United Kingdom, integrate healthcare financing within general
government revenue structures, offering greater redistributive capacity and administrative
simplicity but requiring healthcare to compete with other public spending priorities in budget
allocation processes.

The public-private financing mix represents another critical dimension determining system
performance. Mou (2013) demonstrates through empirical analysis of thirteen OECD countries
that "greater income inequality and population aging are associated with a smaller share of
public health expenditure in total health expenditure." (p. 270). Countries maintaining higher
private financing shares often demonstrate greater consumer choice and shorter waiting times
for elective procedures but simultaneously face challenges ensuring equitable access across
income groups and managing cost inflation driven by supplier-induced demand.

2.3 Patient Impact: Access, Quality, and Financial Protection

The impact of financing structures on patient experiences manifests through multiple
interconnected pathways affecting service accessibility, care quality, and financial protection
against health-related impoverishment. Mikucki and Szyszkowska (2020) demonstrate through
their analysis of Central European healthcare systems that financing structures directly
influence both objective service availability metrics and subjective patient satisfaction
measures. Their findings reveal that systems incorporating diversified funding sources achieve
superior performance on access indicators while maintaining financial protection for vulnerable
populations, though this relationship depends critically on regulatory frameworks preventing
market segmentation.

Financial protection represents a fundamental dimension of healthcare system performance,
with out-of-pocket payment levels serving as key indicators of potential barriers to necessary
care. Palladino et al. (2016) document, in their analysis of European responses to economic
recession, that high health expenditures defined as out-of-pocket payments exceeding 40% of
household capacity to pay, doubled in several European countries following the introduction of
or increases in cost-sharing mechanisms. This evidence underscores the delicate balance
required between utilizing cost-sharing to manage demand and maintaining access to essential
services, particularly for populations with chronic conditions requiring regular care.

Quality outcomes vary systematically across financing models, reflecting their influence on
provider incentives and resource allocation patterns. Levaggi and Levaggi (2024) establish
through their spatial competition analysis that financing structures fundamentally shape
provider behavior and consequently influence care quality outcomes. Fee-for-service payment



systems characteristic of insurance-based models may incentivize service over-provision but
simultaneously promote provider responsiveness to patient preferences and rapid adoption of
innovations. Global budget systems typical of tax-funded models effectively control costs but
may create access barriers through waiting lists and implicit rationing of expensive
interventions.

2.4 Public Finance Implications and Long-term Sustainability

The fiscal sustainability of healthcare systems emerges as paramount given demographic
transitions and technological advancement pressures. De la Maisonneuve and Oliveira Martins
(2013) project through their OECD analysis that public health and long-term care expenditures
will increase by 3-7 percentage points of GDP by 2060 across member countries, with the
magnitude depending critically on financing structures, delivery system efficiency, and success
of healthy aging initiatives. These projections underscore that financing mechanism choice
affects not only current fiscal positions but also long-term sustainability trajectories.

Different financing models create distinct fiscal dynamics affecting both revenue generation
capacity and expenditure control mechanisms. Systems relying heavily on payroll-based
contributions face particular vulnerabilities as population aging deteriorates dependency ratios.
Lassila and Valkonen (2018) demonstrate through dynamic modeling that extending working
lives represents a crucial complementary strategy. This insight emphasizes that healthcare
financing reform cannot be considered in isolation from broader social policy adjustments
addressing retirement patterns and labor market participation.

Eriksen and Wiese (2019) provide empirical evidence on private financing's role in moderating
public expenditure growth. Their econometric analysis of OECD countries spanning 1995—
2014 finds that policy-induced increases in the private share of funding reduce total healthcare
expenditures in the short and medium run, with accumulated savings of approximately "0.45
percentage points of GDP over 5 years" (p. 79). This suggests private financing may provide
transitional fiscal relief but does not fundamentally alter the underlying cost drivers related to
aging, technology adoption, and disease burden.

3 European Healthcare Financing Landscape

3.1 System Typology and Performance Patterns

European healthcare systems exhibit remarkable diversity despite shared commitments to
universal coverage and solidarity principles. Ferreira et al. (2018) identify, through cluster
analysis, five distinct groups of EU countries with structurally similar healthcare systems (see
Figure 1), providing a framework for systematic comparison of financing approaches and their
outcomes. This typology reveals important patterns in how different institutional arrangements
and financing mechanisms interact to produce varying performance levels across multiple
dimensions.



Figure 1: Healthcare systems clusters

Cluster 1 Cluster 2 Cluster 3 Cluster 4 Cluster 5
Austria Belgium Cyprus Bulgaria Croatia
Germany Denmark Greece Hungary CzechR
Finland Italy Latvia Estonia
France Malta Lithuania Poland
Ireland Portugal Slovakia Slovenia
Luxembourg Spain Romania
Netherlands
Sweden
UK

Source: Fereira et al. (2018)

The first cluster, comprising Austria and Germany, represents the archetypal social insurance
model with high funding levels, strong infrastructure, and well-established insurance-based
systems, achieving excellent results in capacity and access indicators. Austria maintains
525physicians per 100,000 population, significantly exceeding most other European countries,
while Germany operates approximately 792 hospital beds per 100,000 population, reflecting
the system's emphasis on institutional care capacity. These systems demonstrate that substantial
resource commitment combined with efficient insurance mechanisms can achieve superior
access and quality outcomes, though at considerable fiscal cost.*

The second cluster encompasses Belgium, Denmark, Finland, France, Ireland, Luxembourg,
the Netherlands, Sweden, and the United Kingdom. These countries represent well-resourced
systems with varying mixes of tax-based and insurance financing but consistently strong
performance across indicators, demonstrating that multiple pathways can achieve universal
access when sufficient resources and strong governance structures exist. The Netherlands'
managed competition model and France's complementary insurance system represent
particularly innovative approaches within this high-performing group.

The third cluster includes Cyprus, Greece, Italy, Malta, Portugal, and Spain, characterized by
mixed financing models with notable regional disparities in service provision and higher
reliance on out-of-pocket payments. These Southern European systems face particular
challenges balancing comprehensive coverage aspirations with fiscal constraints, often
resulting in implicit rationing through waiting lists or geographic access barriers. Greece's
experience during the financial crisis, documented in our systematic review through multiple
studies by Grigorakis et al. (2016, 2017), illustrates how economic shocks can rapidly
deteriorate access and financial protection in systems lacking robust financing buffers.

4 See more detailed information on performance indicators and outcomes in Annex 1.



The fourth cluster comprises Bulgaria, Hungary, Latvia, Lithuania, Slovakia, and Romania,
representing systems with predominantly public financing but severe resource constraints
limiting service availability and quality. These countries struggle with healthcare workforce
emigration, inadequate infrastructure investment, and limited fiscal capacity to meet growing
healthcare demands. The challenges facing these systems highlight that public financing alone,
without adequate resource levels, cannot ensure effective universal coverage.

The fifth cluster includes Croatia, the Czech Republic, Estonia, Poland, and Slovenia,
representing post-transition economies that reformed their healthcare systems following 1989,
generally adopting insurance-based models while maintaining high public financing shares.
These countries face unique challenges in modernizing infrastructure inherited from previous
systems while managing rapid demographic transitions and rising citizen expectations. The
Czech Republic's position within this cluster, combined with its specific financing challenges
documented in the household expenditure analysis in Chapter 4, makes it an ideal case for
examining reform options applicable to similar transition economies.

3.2 Comparative Analysis of Financing Mechanisms

Healthcare expenditure patterns across Europe reveal substantial variations in both resource
levels and financing structures. According to OECD/European Commission (2024) data, per
capita health spending in 2022 ranged from €734 in Albania to €5,630 in Switzerland among
European countries, with EU27 averaging €3,533 (all in EUR PPP form year 2022). Within the
EU, Romania reports the lowest per capita expenditure at €1,632, while Germany leads at
€5,317, representing more than a three-fold difference that reflects not merely wealth disparities
but fundamentally different approaches to healthcare investment and organization.’

The financing structure analysis reveals equally striking variations in public-private mix across
European systems. OECD/European Commission (2024) data shows that government schemes
and compulsory health insurance combined range from approximately 60% of total health
expenditure in Greece to 86% in Luxembourg and Sweden. The Czech Republic maintains 85%
public financing (combining government schemes and compulsory insurance), positioning it
among the most publicly financed systems in Europe. Out-of-pocket payments vary from as
low as 9% in France and Croatia to 34% in Greece, with the Czech Republic maintaining a
relatively low out-of-pocket burden at 14%, consistent with its strong public coverage
tradition.®

The relationship between financing structures and system performance proves complex and
context-dependent. Our analysis reveals that higher public financing shares are generally
associated with better financial protection and equity outcomes but do not automatically
translate to superior efficiency or patient satisfaction. Health systems that achieve optimal
performance typically combine sufficient public funding to guarantee universal access with
regulated private financing mechanisms that enhance choice and innovation while preserving
the principle of solidarity.

3 Figure 5.1 Health expenditure per capita, 2022 (or nearest year) on page 143.
6 Figure 5.5 Health expenditure by type of financing, 2022 (or nearest year) on page 147.



3.3 Evidence from Our Systematic Review

To comprehensively evaluate private financing mechanisms' potential contribution to
healthcare sustainability, we conducted a systematic review following rigorous Cochrane-
inspired methodology. The formulation of our research question reflects the conclusions of the
preceding chapters: given the limited scope for radical systemic reform in the European context,
the most realistic avenue for strengthening sustainability lies in politically feasible instruments
that combine prevention, internal efficiency gains, and incremental increases in private
contributions. Our search strategy utilized the research question: "To what extent can the
integration of private financing mechanisms, such as complementary insurance, direct
payments, and preventive incentives, enhance the financial sustainability and resilience of
predominantly public healthcare systems in Europe, particularly in the context of demographic
aging and political pressures?"

The search across Semantic Scholar's comprehensive database initially identified 500
potentially relevant papers, which underwent systematic screening against predetermined
inclusion criteria. Studies were included if they examined European countries with
predominantly public healthcare systems; analyzed at least one private financing mechanism
integrated with public coverage; employed empirical research designs, including systematic
reviews, quantitative or qualitative analyses, economic evaluations, or comparative case
studies; and assessed outcomes; and assessed outcomes related to financial sustainability,
system resilience, healthcare access, cost-effectiveness, or quality of care. Following full-text
review and quality assessment, 39 studies met all inclusion criteria and form the evidence base
for our analysis.

Table 1: Systematic Review of Private Financing Mechanisms in European Healthcare Systems
- Complete Evidence Base

Study Country/Region System Type Financing Mechanisms Primary Outcomes

Albreht et al., 2016 Slovenia Social health | Compulsory, voluntary insurance Co-payments,
insurance funding stability

Albreht, 2019 Slovenia Mixed Compulsory, complementary | CHI stability

insurance

Bell-Aldeghi, 2017 France Mixed Social, complementary, OOP Budget, networks

Benoit & Coron, France Mixed Private health insurance Market competition,

2019 regulation

Bir6 & Hellowell, UK Predominantly PHI, NHS PHI demand, waiting

2016 public times

Biré, 2011a 14 European Mixed OOP, public funding Utilization, co—

payments

Biré, 2011b Europe Predominantly VHI, public insurance Utilization patterns
public

Colombo & Tapay, Ireland Mixed Public, OOP, PHI PHI role, equity,

2004 efficiency

Delvallée & | France Mixed Public, private insurance Coverage mix

Ventelou, 2004

Dragos et al., 2022 26 European OECD Not specified VHI supplementary/complementary Health, longevity
effects



Fehr & Jess, 2006
Grigorakis et al.,
2016

Grigorakis et al.,
2017

Grigorakis et al.,
2021

Index,
Contributions to
Economic Analysis

Kaminska &
‘Wulfgramm, 2018

Kullberg et al., 2021
Milcent & Zbiri,
2021

Mosca et al., 2016

Niakas et al., 2005

Palladino et al., 2016

Palladino, 2023

Peron, 2017

Pfaff, 1990
Predkiewicz et al.,
2019

Predkiewicz, 2014

Purcel et al., 2023

Sagan & Thomson,
2016

Saliba & Ventelou,
2007

Scheil-Adlung &
Bonan, 2013a

Scheil-Adlung &
Bonan, 2013b

Tavares, 2023
Thomson &
Mossialos, 2006

Thomson, 2011

Germany

Greece

Greece

49 European/OECD

Multiple EU

28 European

Sweden

France/China

Belgium, England,
France, Italy,
Netherlands

Greece

11 European

Europe (65+)

France

OECD countries

21 European OECD

European OECD

26 European OECD

34 European countries

France

11 European

11 European

Portugal

Germany, Netherlands

EU

Predominantly
public
Mixed
Mixed

Various

Public, mixed

Predominantly
public
Tax-funded

Mixed

Mixed
public/private

Mixed

Mixed

Predominantly
public with VHI

Mixed

Mixed

Not specified

Mixed

Mixed

Mixed

Mixed

Mixed

Mixed

Predominantly

public

Mixed

Mixed

Statutory, private, premium

SHI, OOP, PHI

SHI, PHI, OOP

Tax, SHI, PHI, OOP

Multiple mechanisms

Public, private, OOP

VHI, tax-based funding

Public payer, supplementary

Public funding, private insurance,

OOP, cash benefits

Private consultations, OOP

Out-of-pocket payments

Public insurance, VHI

Public, complementary

Public, private, OOP

Public vs. private spending

Private insurance

VHI, OOP payments

VHI, public coverage, OOP

Complementary insurance, public

OOoP

OOP

NHS, occupation-based, PHI

Public and private insurance

VHI

Efficiency,
redistribution

OOP impact, SHI
adequacy

SHI-PHI cooperation

OOP responsiveness

Sustainability
reforms

Unmet needs,
inequality

VHI  impact on
public support

Physician incentives

Long-term care
sustainability

Privatization
efficiency

OOP trends,
catastrophic
spending

Frailty management,
VHI trends

Price inflation

Spending, cost
containment

System efficiency

System resources

Financial
development
determinants

VHI market role,
regulation

Insurance
risk selection

uptake,

Financial ruin

Elderly impact

PHI demand,
inequality

Equity, efficiency,
risk segmentation

System performance



Ucieklak-Jez et al., 24 European Mixed Private insurance, public Unmet needs
2020

Uejima et al., 2024 16 European, Israel Not specified VHI Mortality,
multimorbidity

Ugolini & | TItaly (Emilia- = Mixed Public finance, private providers Deficits,

Fiorentini, 2000 Romagna) contestability

van der Zwart et al., = Netherlands, UK, | Mixed Private/public investment Hospital innovation

2018 Germany

Voncina et al., 2010 Croatia SHI Payroll tax, private funds Deficits,

diversification

Zwart et al., 2010 Netherlands, UK, Mixed/PPP Private/public investment Hospital finance,
Germany innovation

Note: OOP = Out-of-pocket payments; VHI = Voluntary health insurance; PHI = Private health insurance; SHI
= Social health insurance; CHI = Complementary health insurance; NHS = National Health Service; PPP =
Public-private partnership

3.4 Synthesis of Systematic Review Findings

This systematic review reveals consistent patterns in European approaches to integrating private
financing, which provide evidence-based guidance for policy development in contexts such as
the Czech Republic, where sustainability challenges are increasingly pronounced. The evidence
demonstrates that private financing mechanisms can contribute to healthcare system
sustainability, but success depends critically on design features, implementation approaches,
and continuous adjustment based on observed outcomes.

Revenue generation effectiveness emerges as the clearest contribution of private financing, with
several countries successfully mobilizing additional resources through complementary
insurance and regulated cost-sharing. Slovenia's experience proves particularly instructive, with
complementary insurance contributing 15% of total health expenditure and providing crucial
stability during the 2008 financial crisis when public budgets faced severe constraints.
However, Albreht (2019) identifies an important limitation: the flat-rate premium structure
creates a regressive burden distribution that risks undermining political support for the model.
This highlights that while private mechanisms can strengthen resilience, their design must take
account of distributional effects to remain politically acceptable.

The equity implications of private financing prove consistently challenging across all
mechanisms examined. Out-of-pocket payments demonstrate the starkest distributional effects,
with Scheil-Adlung and Bonan (2013) documenting how direct payments push elderly
Europeans into poverty despite theoretical coverage, with effects concentrated among those
with chronic conditions requiring regular care. Even complementary insurance creates equity
concerns, as coverage correlates with income, employment status, and health status. This
suggests natural limits to expansion within predominantly public healthcare systems,
underlining that private financing should be seen as a supplement rather than a substitute.

Heavy regulation proves essential for preventing market failures and maintaining equity.
Successful systems share several common design features: risk equalization mechanisms that
limit adverse selection, standardized benefit packages that ensure comprehensive coverage,
income-based subsidies that preserve affordability for lower-income groups, and quality
standards that prevent service degradation. Countries attempting light-touch regulation
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consistently experience adverse selection, cream-skimming, and two-tier service development,
undermining universal coverage principles.

The political economy dimensions of private financing integration warrant particular attention
given their implications for long-term sustainability. Kullberg et al. (2021) identify concerning
dynamics in Sweden, where voluntary insurance expansion shows "that VHI holders used
public healthcare services to a somewhat lower extent than non-holders" (p. 390), illustrating
that substitution effects may gradually weaken political support for universal systems. For
policymakers, this underlines the importance of designing reforms that expand private options
without eroding the basic consensus around broad healthcare access.

4. Current Situation Analysis of Healthcare
Expenditure in the Czech Republic

4.1 Healthcare Expenditure Patterns and Distribution

The Czech Republic’s healthcare system, marked by a strong reliance on public financing,
offers a compelling case for analyzing the sustainability challenges confronting European
healthcare models. According to recent household budget survey data from the Czech Statistical
Office (CZSO, 2023), health expenditures constitute 3.2% of total household spending, ranking
as the third-smallest expenditure category after education services (0.9%) and insurance and
financial services (3.0%), see Figure 2. This relatively modest share of household budgets
dedicated to healthcare reflects the system's extensive public coverage, where approximately
85 % of total healthcare expenditure flows through public sources (OECD/European
Commission, 2024).

Figure 2: Share of expenditure by ECOICOP category in 2023 (in % of total expenditure by
average household per year)

Housing, water, electricity, gas and other fuels I 26,1
Food and non-alcoholic beverages NN 19,1
Transport NN 02
Recreation, sport and culture INNNGG 3 4
Restaurants and accommodation services I 7,3
Furnishings, household equipment and routine. . NI 5.9
Information and communication N 5,3
Personal care, social protection and miscellaneous. . NN 4,3
Clothing and footwear [N 4,0
Alcoholic beverages, tobacco I 3,3
Health N 3.2
Insurance and financial services [ 3.0
Education services M 0,9

0,0 5,0 10,0 15,0 20,0 25,0 30,0
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Source: CZSO, Household Budget Survey (2023). The published results for 2023 are compiled from a total of
3,368 households surveyed in 2022 and 2023. The results are representative of the entire population of the country
due to the use of the CSO weighting system.

The distribution of health-related expenditures reveals significant variations across household
categories, with particularly notable differences between economically active populations and
pensioners. As demonstrated in Table 2 (based on CZSO Household Budget Survey, 2023),
pensioner households allocate substantially more resources to healthcare (8,886 CZK annually)
compared to employee households (5,797 CZK annually). This 53% higher expenditure among
pensioners underscores the age-related gradient in healthcare consumption, a pattern that holds
critical implications for system sustainability given demographic projections.

Table 2: Expenditure for items in the Health category by ECOICOP in 2023 (CZK per year per
household by position of the head)

Employees
% of HH with | Households Total Lower Higher Self- Pensioners
non-zero education education employed
expenditures
Medicines and health products 74.30 % 3937 3432 3203 3546 3616 6018
Outpatient care services 7.90 % 2249 2184 1311 2617 2993 2176
Including: 3.67 % 1544 1364 848 1620 2583 1550
Outpatient dental services
Inpatient care services 1.84 % 217 137 73 169 20 627
Other health services 0.99 % 45 45 8 63 28 66
Total 6 448 5797 4595 6 395 6 657 8 886

Source: CZSO, Household Budget Survey (2023)

4.2 Composition of Household Healthcare Expenditures

The structure of out-of-pocket health expenditures provides insights into the coverage gaps
within the Czech public healthcare system. The data reveals three primary expenditure
categories:

1. Medicines and health products represent the largest component, accounting for
61.1 % of total health expenditures among all households. Pensioner households show
particularly high spending in this category (68 %), reflecting both higher medication
needs and potential coverage limitations for certain pharmaceutical products.

2. Outpatient care services constitute the second major category (34.9 % of health
expenditures), with dental services comprising the dominant share. The concentration
of out-of-pocket spending on dental care (1,544 CZK, 24 %, annually across all
households) indicates limited public coverage for these services, consistent with
patterns observed across many European healthcare systems (Thomson et al., 2019).

3. Inpatient care services represent a minimal share of household expenditures (3.4%),
reflecting the comprehensive public coverage for hospital-based care, a hallmark of the
Czech healthcare model.
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The data reveal pronounced socioeconomic gradients in healthcare expenditure patterns.
Households headed by individuals with higher education spend 39.2 % more on average on
healthcare (6,395 CZK) than those with lower education (4,595 CZK). This disparity is
particularly pronounced in outpatient dental services, where higher-educated households spend
nearly twice as much (1,620 CZK versus 848 CZK). These patterns suggest that socioeconomic
status influences both healthcare-seeking behavior and the ability to access services not fully
covered by public insurance.

Self-employed households demonstrate distinct expenditure patterns, with notably high
spending on outpatient dental services (2,583 CZK annually, 68% above the national average).
This may reflect both different insurance coverage arrangements for self-employed individuals
and potentially different healthcare utilization patterns within this population segment.

4.3 The Czech Healthcare Financing System in Context

The current system operates through mandatory health insurance contributions, with the state
covering contributions for economically inactive populations, including pensioners, children,
and unemployed individuals. This structure creates a complex web of cross-subsidization that
becomes increasingly strained as demographic shifts alter the ratio of contributors to
beneficiaries.

The financing mechanism relies primarily on payroll-based contributions, with employers and
employees contributing 13.5% of gross wages (4.5% from employees, 9% from employers).
This employment-linked financing model secures broad coverage in times of high employment
but generates vulnerabilities during economic downturns and encounters fundamental
challenges as the workforce contracts relative to the retired population. As Skrabal and
Vitoslavska (2023) demonstrate, this heavy reliance on employment-based contributions, which
represent over 70% of system revenues, creates structural vulnerabilities that become
particularly acute as demographic transitions alter the contributor-to-beneficiary ratio.

The demographic transition underway in the Czech Republic exemplifies the challenges facing
many European healthcare systems. As illustrated in recent projections, the share of healthcare
expenditure as a percentage of GDP is expected to rise from 6.1% in 2023 to between 7.6% and
9.8% by 2070, depending on the modeling assumptions employed (Hospodaiska komora CR,
2025; IES FSV UK projections). This increase of 1.5 to 3.7 percentage points of GDP represents
a substantial fiscal burden that current financing mechanisms appear ill-equipped to manage.

The aging coefficient—the ratio of persons aged 65+ to those aged 15-64—is projected to
increase by half from 34.9 % in 2022 to 51.7 % in 2050, fundamentally altering the arithmetic
of healthcare financing. This demographic shift not only increases demand for healthcare
services but simultaneously erodes the contribution base, creating a "scissors effect" that
threatens system sustainability (European Commission, 2024).

The widening gap between revenue capacity and expenditure demands underscores the need
for comprehensive structural reforms that diversify financing sources beyond employment-
based contributions and place greater emphasis on preventive care in response to population
aging. Moreover, system-wide efficiency improvements through digitalization and
administrative streamlining could significantly reduce cost pressures. The subsequent sections
examine how consumption-based financing mechanisms could help bridge this sustainability
gap while maintaining healthcare accessibility and investing in these cost-saving measures.
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4.4 Simulation of Higher Out of Pocket Financing - EUROMOD

This study employs EUROMOD, the European Union tax-benefit microsimulation model, to
evaluate alternative healthcare financing mechanisms for the Czech Republic. EUROMOD is a
static microsimulation model that calculates individual and household tax liabilities and benefit
entitlements according to the policy rules in place in each EU member state (Sutherland &
Figari, 2013). Its primary distinguishing feature is cross-country comparability within a unified
framework, enabling consistent analysis across European nations while maintaining country-
specific policy detail. For our analysis of consumption tax impacts on healthcare financing, we
utilize EUROMOD with input data from EU-SILC 2022 matched with consumption patterns
from EU-HBS 2015.

EUROMOD operates by simulating the effects of changes in taxes and benefits on household
incomes based on representative microdata for national populations. As a static model, it
abstracts from potential behavioral responses and assumes fixed socio-demographic
characteristics over the simulation period. This approach allows for precise measurement of the
"first-round" or mechanical effects of policy changes on income distribution, work incentives,
and government budgets (Sutherland & Figari, 2013). However, it does not suit long-term
projections well due to its static architecture.

The model's architecture consists of several integrated components that enable comprehensive
policy analysis. EUROMOD covers direct taxes, including income taxes and social insurance
contributions, cash benefits spanning pensions, unemployment benefits, family benefits, social
assistance, and in-work benefits.The model's flexibility allows for the incorporation of
hypothetical policy scenarios, making it particularly suitable for ex-ante policy evaluation.

All baseline simulations undergo rigorous validation at both micro and macro levels. Aggregate
estimates for tax revenues, benefit expenditures, and recipient numbers are systematically
compared with administrative statistics and, where available, national microsimulation models.
This validation framework ensures the reliability and accuracy of simulation results (Sutherland
& Figari, 2013).

Although EUROMOD has traditionally focused on direct taxes and cash transfers, its flexible
architecture enables extension to the analysis of healthcare financing mechanisms. In this study,
we adapt the model to simulate the effects of increased individual healthcare contributions, both
through indirect taxation, specifically Value Added Tax (VAT) modifications on health-related
goods and services, and through adjustments to social health insurance contributions.

4.5 Methodological Approach and Limitations

Our use of VAT increases represents a methodological proxy rather than a direct policy
recommendation. The objective is not to propose higher taxation but to approximate, within the
constraints of EUROMOD's architecture, how additional private contributions would affect
different household groups. The policy objective is to increase individual out-of-pocket
contributions to healthcare financing, potentially through insurance co-payments, deductibles,
or direct fees for services. EUROMOD's current structure, however, does not include modules
for simulating such direct healthcare payment mechanisms: the model's strength lies in its
comprehensive treatment of taxes and transfers, and it lacks the infrastructure to model point-
of-service payments or insurance contribution adjustments outside the standard social insurance
framework.
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The VAT proxy is methodologically justified on several grounds. Both mechanisms ultimately
increase the private share of healthcare financing while reducing household disposable income,
and their distributional effects share important similarities, as both tend to place a higher
relative burden on lower-income households. From a household budget perspective, the
economic incidence is also comparable: whether a household pays an additional 100 CZK as a
co-payment at a pharmacy or as VAT on pharmaceutical purchases, the net effect on household
finances is similar. The key difference lies in the collection mechanism rather than the economic
burden. Using VAT as a proxy further allows us to leverage EUROMOD's sophisticated
indirect tax modules, which calculate the burden across household types based on observed
consumption patterns from the HBS data.

A critical limitation of this approach must nonetheless be acknowledged. The VAT proxy only
affects households already purchasing health-related products and services. Approximately
75% of Czech households purchase medicines and health products, while less than 5% purchase
other health-related services. The proxy therefore primarily captures the burden on households
with existing health needs, predominantly older populations and those with chronic conditions,
while missing the potential impact on currently healthy households who would face increased
costs only when health needs arise. For this reason, the baseline VAT scenarios represent a
lower-bound estimate of the true distributional effects of out-of-pocket financing. To address
this limitation, we introduce additional scenarios designed to capture different dimensions of
the financing burden, including the social contribution scenario that affects all employed
individuals regardless of current health consumption.

4.6 Simulation Strategy

Our simulation strategy proceeds through six distinct scenarios, each designed to capture
different aspects of increased individual healthcare financing:

Baseline Scenario

The baseline reflects the current Czech tax—benefit system, including existing healthcare
financing arrangements. It incorporates all direct taxes, social insurance contributions, and
benefits as of 2024, thereby providing the counterfactual against which reform scenarios are
evaluated.
VAT-Based Scenarios (Scenarios 1-3)
The first three scenarios apply uniform VAT increases across all health-related categories:

e Scenario 1: 10% VAT increase on all health products

e Scenario 2: 30% VAT increase on all health products

e Scenario 3: 50% VAT increase on all health products

Differentiated VAT Scenario (Scenario 4)

Recognizing that medicines represent essential health needs for 75% of households while other
health services show much lower utilization, this scenario applies:

e Baseline VAT rate maintained for medicines and health products (ECOICOP 061xx)
e 30% VAT increase for all other health categories
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This approach protects access to essential medications while increasing costs for other health
services.
Social Contribution Scenario (Scenario 5)

To capture the potential burden on the working-age population who may not currently purchase
health services but would face costs when needs arise, this scenario:

e Maintains all VAT rates at baseline levels
e Increases employee social health insurance contributions by 0.5 percentage points
This approach has a dual interpretation:

Classical interpretation: The 0.5% increase represents a standard adjustment to social
insurance contributions, with well-understood effects on labor costs, employment, and wage
dynamics. This allows for conventional analysis of labor market impacts and employer-
employee burden sharing.

Out-of-pocket proxy interpretation: The social contribution increase can also be viewed as a
proxy for out-of-pocket financing that affects all workers regardless of current health
consumption. The social contribution increase can also be viewed as a proxy for out-of-pocket
financing that affects all workers regardless of current health consumption. Unlike the VAT-
based approach, it captures the financing burden on currently healthy workers, represents a form
of pre-payment for potential future health expenses, and distributes the financing burden across
the entire working population rather than only current health service users.

Combined Scenario (Scenario 6)
The final scenario combines both approaches:
e Baseline VAT maintained for medicines and health products
e 30% VAT increase for all other health categories
e (.5 percentage point increase in employee social health insurance contributions

This mixed approach captures multiple dimensions of out-of-pocket financing, protecting
access to essential medicines while broadening the financing base. Table 3 presents the VAT
rates applied across scenarios:
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Table 3: Baseline and Scenarios Definition of VAT rates per Health Products in %

ECOICOP Category Baseline Scenario Scenario Scenario Scenario Scenario Scenario
1 2 3 4 5 6

06111 - Pharmaceutical products 12 22 42 62 12 12 12

06121 - Pregnancy tests and mechanical | 12 22 42 62 12 12 12

contraceptive device

06131 - Corrective eye-glasses and | 12 22 42 62 12 12 12

contact lenses

06211 - General practice 0 10 30 50 30 0 30

06221 - Dental services 0 10 30 50 30 0 30

06231 - Services of medical analysis | 0 10 30 50 30 0 30

laboratories and X-ray centres

06232 - Thermal-baths, corrective- | 0 10 30 50 30 0 30
gymnastic therapy, ambulance and hire
of therapeutic equipment

06233 - Other paramedical services 0 10 30 50 30 0 30
06311 - Hospital services 0 10 30 50 30 0 30
Social health insurance contribution (% | Current Current Current Current Current +0.5 % +0.5 %

of gross wage)

Note: VAT reforms affect only households with non-zero expenditures in related categories. For example, around
74.30% of households will be affected by VAT increases in category 061xx (medicines and health products), while
less than 5% would be affected by increases in other categories.

4.7 Behavioral Assumptions

A critical methodological assumption underlying our simulations is the constant quantity (CQ)
behavioral response. This assumption posits that consumers maintain their baseline
consumption quantities of health-related goods and services despite price increases induced by
higher VAT rates. The rationale for this assumption stems from the essential nature of
healthcare needs: illness and health conditions create relatively inelastic demand for medical
goods and services. Unlike discretionary consumption, healthcare needs are largely determined
by morbidity patterns rather than price considerations. For the social contribution scenarios, we
similarly assume no immediate behavioral response in terms of labor supply or demand. While
economic theory suggests that higher social contributions may affect employment and wages
in the long run, our static simulation captures the first-round effects before such adjustments
occur.

The CQ assumption, however, carries macroeconomic implications that extend beyond the
individual household level. When demand for healthcare goods is treated as highly price-
inelastic, higher VAT-based costs do not lead households to reduce their consumption of health-
related products. Instead, households maintain the same volume of purchases while absorbing
the additional cost through reduced expenditure elsewhere in their budget. Resources are
effectively shifted away from other sectors of the economy, including food, clothing, recreation,
or savings, toward healthcare financing. Under Scenario 3, the average annual household
burden reaches approximately 6,000 CZK; at the aggregate level, this represents a demand
contraction of roughly 27 billion CZK in non-health consumption, equivalent to approximately
0.35% of GDP. In the short run, this reallocation effect operates analogously to a negative
demand shock in non-health sectors, with potential downstream consequences for output and
employment that our static framework cannot capture.
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The empirical literature on healthcare demand elasticity qualifies this picture in an important
way. The RAND Health Insurance Experiment established a consensus price elasticity of
medical care demand of approximately —0.2 (Manning et al., 1987), a range subsequently
confirmed by Newhouse and Phelps (1976) and reviewed by Ringel et al. (2002). This estimate
implies that demand is substantially inelastic but not perfectly so: some behavioral response to
price increases does occur, particularly for non-urgent or discretionary health services. The CQ
assumption therefore represents an upper bound for revenue generation. In practice, some
households will reduce their consumption of medicines or outpatient services in response to
higher prices, which simultaneously lowers the fiscal yield of the reform and produces adverse
health outcomes. Tracing these second-round effects fully would require a dynamic general
equilibrium framework, such as a computable general equilibrium (CGE) or overlapping-
generations (OLG) model, capable of capturing the feedback between reduced non-health
consumption, lower output in affected sectors, and the tax revenue implications of that
contraction.

These considerations point to two important limitations of the present analysis. First, VAT
increases affect all consumers of health-related goods uniformly, whereas actual out-of-pocket
payment policies could be designed with exemptions or income-related caps for vulnerable
populations. Second, and more fundamentally, the combination of inelastic demand and static
modelling means that our revenue projections should be read as upper-bound estimates, and our
household income reductions as first-round effects only. Despite these limitations, the VAT and
social contribution scenarios together provide valuable evidence on the distributional
consequences of shifting healthcare financing toward greater individual contributions, and they
offer a structured basis for comparing policy options across income groups and household types.

4.8 Results
4.8.1 Impact on State Budget

The simulation results demonstrate varying degrees of revenue generation potential across the
six scenarios, with implications for addressing the projected healthcare financing gap. As shown
in Table 4, the baseline government revenue from health-related consumption taxes amounts to
317,000 million CZK annually through existing VAT on health products.
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Table 4: Government revenues and expenditures (in million CZK)

Amounts Diff. to base
Baseline Scenario 1 | Scenario2 | Scenario3 | Scenario4 | Scenario5 | Scenario 6

Government revenues 1 630 426.41 5387.42 16 162.28 26937.13 5944.07 10 992.82 16 936.89
Direct taxes 215 538.72 0.00 0.00 0.00 0.00 0.00 0.00
... income taxes 211 198.71 0.00 0.00 0.00 0.00 0.00 0.00
... wealth taxes 4340.02 0.00 0.00 0.00 0.00 0.00 0.00
Social insurance contributions (SIC) 1097 887.77 0.00 0.00 0.00 0.00 10 992.82 10 992.82

employee social insurance | 250467.14 0.00 0.00 0.00 0.00 10 828.17 10 828.17
contributions

self-employed  social  insurance | 121 699.86 0.00 0.00 0.00 0.00 164.65 164.65

contributions
... other social insurance contributions 0.00 0.00 0.00 0.00 0.00 0.00 0.00

employer social insurance | 725720.77 0.00 0.00 0.00 0.00 0.00 0.00
contributions (not part of disposable
income)
Credited social insurance contributions | 120 930.12 0.00 0.00 0.00 0.00 0.00 0.00
(not part of disposable income)
Consumption taxes 316 999.92 5387.42 16 162.28 26937.13 5944.07 0.00 5944.07
... Value-added tax (VAT) 261 717.57 5387.42 16 162.28 26937.13 5944.07 0.00 5944.07
... Ad-valorem excises 7 336.00 0.00 0.00 0.00 0.00 0.00 0.00
... Specific excises 47 946.35 0.00 0.00 0.00 0.00 0.00 0.00

Source: The author's calculations using EUROMOD Online. All results are estimates; however, the current
version of EUROMOD does not allow us to provide the confidence intervals.

The three uniform VAT increase scenarios generate progressively higher revenues: Scenario 1
adds 5,387 million CZK, Scenario 2 adds 16,162 million CZK, and Scenario 3 adds 26,937
million CZK, all used purely as a proxy for higher out-of-pocket contributions.

Scenario 4, which protects essential medicines while increasing VAT on other health services
by 30%, generates 5,944 million CZK, only marginally higher than the 10% uniform increase.
This modest revenue gain reflects the consumption pattern revealed in our data: approximately
75% of Czech households purchase medicines and health products, while less than 5% utilize
other health services subject to the higher rate.

Scenario 5, implementing a 0.5 percentage point increase in employee social health insurance
contributions, generates 10,992 million CZK entirely through increased social insurance
revenues. This approach broadens the financing base beyond current health service users to
include all employed individuals.

Scenario 6, which combines the protected medicines approach of Scenario 4 (yielding 5,944
million CZK from VAT) with the social contribution increase of Scenario 5 (yielding 10,992
million CZK from SIC), generates the highest revenue, amounting to 16,936 million CZK.
These revenue projections must be evaluated against the growing healthcare financing needs.
According to European Commission projections, Czech public health expenditure is expected
to increase from 6.4% of GDP in 2022 to 6.6% by 2070 under the baseline scenario, while the
revenue base from employment-related contributions is projected to decline from 6.1% to 5.6%
of GDP over the same period. This widening gap of approximately 1.4 percentage points of
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GDP by 2070 underscores the urgency of identifying sustainable additional financing sources.
To contextualize these figures, 1% of GDP in 2023 amounted to approximately 76 billion CZK,
according to World Bank data. Thus, even the most ambitious of our simulated scenarios would
cover a portion of the projected gap, underscoring that private contributions should be regarded
as one instrument among several for enhancing sustainability.

4.8.2 Impact on Households

The distributional analysis reveals significant variation in household impacts across income
levels and demographic characteristics, reflecting the intersection of health consumption
patterns with household economic circumstances.

Figure 3 illustrates the mean monthly household income changes across income deciles for all
six scenarios, revealing distinct distributional patterns that reflect both the financing mechanism
and household consumption characteristics.

Figure 3: Mean monthly household income reduction by decile for all scenarios (in CZK)

Decile 1 Decile2 Decile3 Decile4 Decile5 Decile6 Decile7 Decile8 Decile9 Decile 10
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Source: author's calculations using EUROMOD Online

The VAT-based scenarios (1-3) demonstrate a generally regressive pattern, with notable
variations across the income distribution. Under Scenario 3 (50% VAT increase), households
face monthly reductions ranging from approximately 265 CZK in the lowest decile to 711 CZK
in the highest decile. However, the relative burden as a percentage of income is higher for
lower-income households.

A particularly striking feature is the pronounced impact on decile 3, which experiences a
disproportionately high reduction compared to decile 4 across all VAT scenarios. This anomaly
reflects the concentration of pensioner households in the third decile, who combine relatively
low incomes with above-average health expenditures. The HBS data reveal that these

20



households allocate a substantially higher proportion of their budgets to pharmaceutical
products and health services compared to working-age households in adjacent deciles.

Scenario 4, which maintains baseline VAT rates for medicines while increasing rates for other
health services, significantly moderates the impact across all deciles. The reductions range from
approximately 42 CZK (decile 1) to 196 CZK (decile 10) monthly, with the third decile
experiencing relief from 483 CZK to 110 CZK compared to Scenario 2.

The social contribution scenario (5) exhibits a distinctly different distributional profile. Lower
deciles experience minimal impacts, while higher deciles face progressively larger reductions
reaching 550 CZK monthly in the top decile. This progressive pattern reflects the wage-based
nature of social insurance contributions.

The combined Scenario 6 creates a hybrid distributional effect, moderating the regressive
impact of consumption taxes through medicine protection while incorporating the progressive
element of social contributions. The resulting pattern shows more balanced impacts across
deciles, with monthly reductions ranging from 65 CZK to 746 CZK, avoiding the extreme
burdens on vulnerable populations seen in pure VAT scenarios.

Following table breaks down these impacts by household type, showing how lifecycle health
needs and income capacity interact across the scenarios.

Table 5: Mean household income changes by household type (monthly in CZK)

Value Diff. to base
Baseline Scenario 1 Scenario 2 Scenario 3 Scenario 4 Scenario 5 Scenario 6
One adult < 65, no children 30739.00 | -61.27 -183.80 -306.33 -84.68 -163.30 -247.98
- Female adult 28222.06 | -70.58 -211.73 -352.89 -86.54 -132.78 -219.32
- Male adult 32903.18 | -53.26 -159.78 -266.30 -83.09 -189.54 -272.63
One adult >= 65, no children 20712.41 -92.40 -277.21 -462.02 -109.64 -7.86 -117.50
- Female adult 19 810.11 -95.62 -286.86 -478.09 -121.17 -6.16 -127.33
- Male adult 22996.01 -84.27 -252.80 -421.33 -80.46 -12.17 -92.63
One adult with children 35590.66 | -66.86 -200.59 -334.32 -73.00 -135.96 -208.95
- Female adult 35819.32 | -68.01 -204.02 -340.04 -75.27 -134.07 -209.34
- Male adult 33698.48 | -57.39 -172.18 -286.97 -54.17 -151.59 -205.76
Two adults < 65, no children 57 524.34 -89.05 -267.15 -445.26 -91.47 -315.76 -407.24
Two adults, at least one >= 65, no children 42 715.54 -138.72 -416.16 -693.59 -163.48 -50.80 -214.28
Two adults with one child 5954890 | -78.36 -235.09 -391.82 -74.49 -296.51 -371.00
Two adults with two children 65298.50 | -99.12 -297.37 -495.62 -99.88 -331.43 -431.31
Two adults with three or more children 71317.80 -141.01 -423.02 -705.03 -172.02 -297.52 -469.53
Three or more adults, no children 75 460.61 -141.48 -424.43 -707.39 -131.91 -363.85 -495.75
Three or more adults, with children 73 094.10 -130.42 -391.26 -652.11 -136.11 -344.73 -480.84
All 47986.62 | -99.99 -299.96 -499.93 -110.32 -201.18 -311.49

Source: author's calculations using EUROMOD Online
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Single-person elderly households (65+) are the most severely affected under the 50% VAT
increase scenario, with average monthly income reductions of 462 CZK, equivalent to 2.23%
of typical income. A gender dimension further amplifies this vulnerability: elderly women
living alone experience greater burdens (478 CZK monthly) than their male counterparts (421
CZK). These substantial reductions reflect the intersection of high pharmaceutical consumption
patterns with the constraints of fixed pension incomes.

This finding is particularly significant, as it likely represents the upper bound of the burden that
elderly populations could reasonably bear. In practice, such dramatic price increases would
compel many elderly households to reduce their medicine consumption, thereby compromising
health outcomes while simultaneously lowering government revenues below projected levels.
The static nature of our EUROMOD simulation cannot capture these behavioral responses,
suggesting that the 26.9 billion CZK revenue projection for Scenario 3 represents a theoretical
maximum rather than an achievable target.

The situation becomes even more pronounced for couples where at least one member is elderly.
These households face the highest absolute impact across all household types under Scenario
3, with monthly reductions of 693 CZK. This extreme burden underscores that aggressive VAT-
based financing without exemptions effectively establishes a ceiling on the contributions that
elderly households can bear. Beyond this threshold, the policy would likely trigger significant
behavioral responses including reduced medicine adherence, cross-border purchasing, or
increased demand for emergency care, ultimately undermining both revenue objectives and
health system efficiency.

The contrast with Scenario 6 illuminates the importance of targeted protection measures. Under
the combined approach, single elderly households face reductions of only 117 CZK monthly
(0.57% of income), representing a 75% decrease in burden compared to Scenario 3. For elderly
couples, the reduction from 693 CZK to 214 CZK monthly demonstrates how protecting
essential medicines can maintain healthcare accessibility while still contributing to fiscal
sustainability.

Working-age households exhibit different patterns across the scenarios, reflecting their
generally lower health consumption but higher income capacity. Two adults under 65 without
children face monthly reductions of 445 CZK under Scenario 3 but bear a comparable burden
of 315 CZK under the social contribution Scenario 5. This relative balance shifts the financing
burden toward those with greater economic capacity while protecting those with higher health
needs.

Families with children present another dimension of vulnerability, with burdens scaling
dramatically with family size. Households with three or more children face monthly reductions
of 705 CZK under Scenario 3, approaching the extreme burdens experienced by elderly couples.
This parallel highlights how larger families, despite being in their working years, face medicine
costs that rival those of elderly households, suggesting that family size serves as another
important dimension of health-related financial vulnerability.

The analysis reveals a critical policy insight regarding the limits of consumption-based
healthcare financing. While our simulations project substantial revenues from aggressive VAT
increases, these projections represent an upper bound: behavioral adaptations will in practice
reduce both consumption and the associated revenue yield. Conversely, the extreme burdens
identified for elderly households represent an upper bound for their contribution capacity.
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Pushing beyond these limits would undermine both healthcare accessibility and fiscal
sustainability. Scenario 6’s combined approach demonstrates how a politically feasible balance
of private contributions can diversify funding while mitigating excessive burdens on vulnerable
groups.

4.9 Synthesis and Policy Implications

The simulation results demonstrate that addressing the projected healthcare financing gap
requires carefully balanced approaches. Pure consumption-based financing, modelled here
through VAT increases as a proxy for higher out-of-pocket spending, generates regressive
distributional effects that fall disproportionately on elderly and low-income households with
the highest health needs. The social contribution approach achieves greater progressivity but
may not generate sufficient revenue on its own and carries risks for labor market
competitiveness. Scenario 6, which combines protection of essential medicines with a modest
increase in social health insurance contributions, offers the most defensible balance: it generates
16.9 billion CZK in additional revenue, covering approximately 15% of the projected financing
gap, while distributing the burden more evenly across income groups and household types and
preserving access to pharmaceuticals for vulnerable populations.

A further consideration that the simulation results do not fully capture is the macroeconomic
consequence of increased private healthcare financing in a setting of inelastic demand. As
discussed in Section 4.7, when households cannot reduce their consumption of essential health
goods in response to higher prices, the additional cost burden is absorbed through reductions in
spending elsewhere. For lower-income households, empirical evidence suggests this
reallocation operates primarily through cuts in basic consumption categories such as food and
education (Scheil-Adlung & Bonan, 2013), rather than discretionary expenditure. For higher-
income households, it more often takes the form of reduced savings. Both channels carry
macroeconomic significance: reduced consumption in non-health sectors generates negative
demand externalities, while lower savings may dampen long-term investment and capital
formation. The revenue projections in Table 4 should therefore be treated as upper-bound
estimates conditional on the absence of behavioral adjustment and macroeconomic feedback.
The household income reductions reported across scenarios represent the most immediate and
directly measurable first-round effects of the proposed reforms.

These modelling constraints are compounded by a further data limitation: the temporal
mismatch between the 2015 HBS consumption data and the 2022 SILC income data may
underestimate current health consumption levels, particularly for newer health services that
have expanded in the intervening period. Taken together, these caveats reinforce the central
finding that private contributions, within a politically feasible scope, can form a meaningful
part of the solution but cannot close the financing gap on their own.

Addressing that gap requires a multi-pronged approach that extends beyond financing
mechanisms. Investment in preventive care is essential to contain future treatment costs,
particularly for age-related chronic conditions that will become increasingly prevalent as the
population ages. Systematic efficiency improvements through digitalization, integrated care
pathways, and administrative streamlining are equally necessary to restrain expenditure growth
from the supply side. Without these complementary measures, even the most ambitious
financing reforms will fall short of ensuring long-term sustainability. Scenario 6 points in the
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right direction, but it should be understood as one instrument within a broader reform agenda
rather than a self-contained solution.

5. Potential Private Financing Solutions for
Sustainable Healthcare

In light of the demographic and fiscal challenges currently facing the Czech healthcare system,
this chapter explores potential private financing mechanisms that could support long-term
sustainability while ensuring continued access and equity.

The chapter is divided into two parts. First, we provide a conceptual overview of key private
financing models, including complementary insurance, direct payments, voluntary health
insurance and public—private partnerships, drawing on comparative literature and evidence
from European systems. This section identifies critical design considerations and potential risks
associated with each model, particularly in terms of equity, efficiency and political feasibility.
Secondly, we analyse how these models operate in practice by examining three case studies:
Germany, Norway and France; each represent a different approach to integrating private
contributions into predominantly public systems. These case studies highlight the practical
trade-offs and institutional arrangements that could inform Czech policy discussions.

5.1 Private Healthcare Financing Instruments

Complementary Insurance Models

Complementary insurance, covering services excluded from public benefit packages or
mandated co-payments, constitutes the most developed form of private financing in several
European countries. The French system achieves near-universal complementary coverage
through employer mandates and income-based subsidies, though Peron (2017) identifies a
concerning dynamic whereby complementary insurance drives healthcare price inflation by
reducing price sensitivity at the point of service. This inflationary effect partially offsets the
sustainability gains from private resource mobilization and underscores that complementary
insurance requires careful design to avoid unintended consequences.

Slovenia's experience offers particularly relevant insights for transition economies like the
Czech Republic. Albreht et al. (2016) document how complementary insurance covering
statutory co-payments evolved to encompass the vast majority of the population, providing
crucial funding stability during the 2008 financial crisis when public budgets faced severe
constraints. The model nonetheless faces inherent limitations: flat-rate premiums create a
regressive burden distribution, and political resistance to further expansion tends to grow as
private costs increase. The Slovenian case suggests that complementary insurance can provide
meaningful transitional support during fiscal adjustment, but its design must address
regressivity from the outset if it is to retain broad political legitimacy.

Direct Payment Mechanisms and Cost-Sharing

Out-of-pocket payments, including co-payments, deductibles, and co-insurance, serve dual
purposes of revenue generation and demand management, though the systematic review reveals
consistent challenges in achieving both objectives simultaneously. Grigorakis et al. (2017)
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demonstrate through analysis of Greek experience that catastrophic out-of-pocket payments
persist for substantial proportions of households with chronic conditions, with particularly
severe impacts on elderly populations with multiple morbidities. This evidence underscores that
poorly designed cost-sharing mechanisms can undermine financial protection even within
theoretically comprehensive systems.

The distributional implications prove particularly problematic given the concentration of
healthcare needs among vulnerable populations. Bir6 (2011a) finds through comparative
European analysis that co-payments reduce healthcare utilization differentially across income
groups, with substantially larger deterrent effects among lower-income households. Given the
Czech Republic's currently low out-of-pocket spending, there is limited scope for expanding
cost-sharing without first establishing income-related caps and exemptions for chronic
conditions. Absent such safeguards, cost-sharing risks deterring necessary care among those
who need it most, generating costs elsewhere in the system that offset any revenue gains.

Voluntary Health Insurance Integration

Voluntary health insurance operates through three distinct models with varying implications for
equity and system performance. Substitutive insurance replacing public coverage, as permitted
in Germany for high earners, creates explicit two-tier systems that alter the balance between
public and private provision. Complementary insurance covering public system gaps,
predominant in France and Slovenia, maintains universal coverage while mobilizing additional
resources but requires careful regulation to prevent market segmentation. Supplementary
insurance providing enhanced amenities or faster access, common in the United Kingdom and
Sweden, generates additional revenue but risks creating inequality in access to medically
necessary services.

Thomson (2011) synthesizes evidence across EU countries showing that voluntary health
insurance contributes to system sustainability only when accompanied by rules that prevent
adverse selection, enable broad risk pooling, and maintain clear boundaries with public
coverage. The political dimension of VHI expansion warrants equal attention. Kullberg et al.
(2021) document that in Sweden, voluntary insurance uptake correlates with reduced
willingness to pay taxes for public healthcare, with privately insured individuals showing
significantly lower support for public health spending. This erosion of solidarity is not
inevitable, but it does suggest that the boundaries between supplementary and substitutive
functions must be actively maintained through regulation rather than left to market dynamics.

Public-Private Partnership Models

Public-private partnerships in healthcare delivery and infrastructure represent a further
financing instrument examined in the systematic review. Zwart et al. (2010, 2018) analyze
hospital PPPs across the Netherlands, the United Kingdom, and Germany, finding that while
PPPs can mobilize private capital and improve operational efficiency, success depends critically
on appropriate risk allocation. Many projects have failed to achieve projected savings due to
incomplete contracts and misaligned incentives. The evidence suggests PPPs are better suited
to capital-intensive infrastructure projects than to clinical service delivery, where specifying
and monitoring quality outcomes in contractual terms remains genuinely difficult.

For the Czech Republic, carefully structured PPPs offer potential in hospital construction and
medical equipment provision, where the infrastructure modernization need is clear and outputs
are more readily defined. Extending PPPs to core clinical services would require a level of
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outcome measurement and contract specificity that international experience suggests is difficult
to achieve in practice, and should be approached with corresponding caution.

5.2 Additive Commercial Insurance Analysis
Germany

Germany provides universal health coverage primarily through Statutory Health Insurance
(SHI/GKV), administered by non-profit sickness funds. Certain groups (high-income
employees, the self-employed, civil servants) may opt-out of SHI and enroll in substitutive
Private Health Insurance (PHI/PKV). Around 89% of the population is in SHI and ~11% in PHI
(European Commission, 2023). SHI sets the benefit package and limits, creating space for
private complementary insurance to cover co-payments, excluded services, or premium
amenities (Gemeinsame Bundesausschuss, 2025).

Private insurers (PKV) are regulated by BaFin under Solvency II, must offer a Basic Tariff
comparable to SHI with open enrolment, and must maintain ageing reserves to stabilise
premiums (BaFin, 2025). The SHI market is pluralistic, with 96 sickness funds in 2023, free
choice, and risk equalisation (Bundesamt fiir Soziale Sicherung, 2025), while PHI provides
both substitutive coverage for opt-outs and complementary products, particularly for dental,
optical, and comfort benefits (European Commission, 2023). Universal access is preserved by
compulsory insurance, open enrolment, community rating, income-based caps on co-payments
(2% of household income; 1% for the chronically ill), and the Morbi-RSA equalisation system
(Commonwealth Fund, 2025a; Gesund.bund.de, 2025). Public resources remain the backbone
of healthcare financing, while private insurance plays a secondary role, reducing out-of-pocket
spending, and enhancing comfort without undermining universal entitlements (European
Commission, 2023).

Norway

Norway operates a universal health system financed primarily through taxes and payroll/social
security contributions. Access is automatic for all residents under the National Insurance
Scheme (NIS / Folketrygden) (Commonwealth Fund, 2025b). Healthcare is dominated by
public provision, with most hospitals publicly owned and private providers integrated through
strict contracting and the Free Hospital Choice reform, which allows for-profit hospitals to
compete only under regulated quality standards (European Observatory, 2024). Supplementary
private insurance exists but plays a marginal role, covering mainly faster access or elective
services, and is held by around 9-10% of the population, typically through employers (Roth
Johnsen, 2016; Commonwealth Fund, 2025b; Task Force Health Care, 2021).

Universal access is preserved through legislated entitlement, income-adjusted out-of-pocket
caps, and the “frikort” system, which exempts patients from further fees’ once annual thresholds
are met, alongside statutory protections for vulnerable groups (Commonwealth Fund, 2025b;
Helsenorge, 2025). Public financing accounts for about 85-86% of total spending, with OOP
covering most of the remainder and voluntary health insurance contributing minimally; private

7 For example outpatient visits, lab tests, imaging, physiotherapy, mental health care, prescription medicines
(under the “blue prescription” scheme), rehabilitation, and certain treatments abroad
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insurance® thus enhances service convenience but covers only a small share (under 6%) of
elective care (European Observatory, 2024; Freopp, 2025; Tynkkynen, 2018).

France

France operates a universal health system grounded in Social Health Insurance (SHI), funded
by payroll contributions and taxes, which reimburses 70-80 % of standard medical costs and
fully covers long-term or serious illnesses’ (ALD) with zero co-payment (Marchandot, Morel,
2025). Complementary Health Insurance (CHI), held by 95-96 % of the population, covers co-
payments, balance billing, dental, and optical care, financing about 13—14 % of total spending
(OECD, 2023; Pierre, 2022).

Since 2016, private employers must offer CHI with at least 50 % premium subsidy, reducing
inequality, while the Complémentaire Santé Solidaire (CSS) scheme provides free or subsidized
CHI to low-income households and those not covered by employer schemes. (Pierre, 2022).
Universal access is reinforced by SHI waiving cost-sharing for chronic illness (Assurance
Maladie, 2025), and the public—private mix ensures coverage gaps are bridged without
fragmenting access (Pierre, 2022). Together, SHI and CHI fund around 85 % of healthcare
spending, above the EU average, significantly reducing patient costs while maintaining equity,
though gaps persist for some vulnerable groups (OECD/European Commission, 2024; Pierre,
2022).

Table 6: Health care expenditure by financing scheme in % of GDP in 2022

EU-27 Germany France Norway
All financing schemes 10,2 12,4 11,8 7,9
Government schemes and compulsory contributory health care financing schemes 8,3 10,7 10,0 6,8
Voluntary schemes and household out-of-pocket payment 1,9 1,7 1,8 1,1
Household out-of-pocket payment 1,5 1,3 1,1 1,1
Voluntary health care payment schemes 0,5 0,3 0,8 0,0
Voluntary health insurance schemes - 0,2 0,7 0,0

Source: Eurostat (2025)

Table 7: Health care expenditure by financing scheme in % of all expenditure in 2022

EU-27 Germany France Norway
Government schemes and compulsory contributory health care financing schemes 81,1 86,7 84,7 85,7
Voluntary schemes and household out-of-pocket payment 18,9 13,3 15,3 14,3
Household out-of-pocket payment: 14,4 10,8 8,9 14,0
Voluntary health care payment schemes 4.4 2,6 6,3 0,3
Voluntary health insurance schemes - 1,3 5.8 0,0

Source: Eurostat (2025)

8 In Norway - used for faster access to elective treatments and more provider choice, not for replacing the universal
public coverage.
? For example cancer, diabetes, or mental health disorders.
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The three country cases illustrate that no single model of private financing integration is
universally optimal. Germany demonstrates that a well-regulated dual system can coexist with
universal access, but requires sophisticated risk equalization and strong institutional oversight
to prevent segmentation. Norway shows that high-quality public provision can limit the role of
private insurance to a marginal supplement, even where it is formally available. France
illustrates how near-universal complementary coverage can reduce out-of-pocket burdens
significantly, provided employer mandates and income-based subsidies prevent the market
from stratifying along socioeconomic lines. For the Czech Republic, the French and Slovenian
experiences with complementary insurance are most directly relevant, while the Norwegian
case serves as a reminder that the scope of private financing expansion should be determined
by gaps in public provision rather than by reform ambition alone.

5.3 Direct Payment Systems Evaluation
Germany's service-specific cost-sharing

In Germany, the direct payment system generates small yields with low OOP share (~12%).
These co—pays are not a major fiscal pillar; they mainly signal cost awareness. Income-linked
annual caps!® and pediatric exemptions yield very low unmet need and low OOP share by EU
standards, co—pays rarely block access (National Library of Medicine, 2024). Small, service-
specific co—pays and drug reference-price exemptions steer choices (e.g., toward generics or
lower-priced brands) without broadly deterring necessary care; inpatient €10/day is too small
to shift admission behavior but may curb very long, low-value stays at the margin.

Norway's income-adjusted thresholds

In Norway, exemption-card cap limits annual out-of-pocket spending; with ~86% public
prepayment and ~14% OOP, user-fees are minor revenue and primarily an administrative nudge
(OECD, 2023). Norway’s income-adjusted threshold model uses regulated user fees
(egenandeler) for GP visits, outpatient services, diagnostics, and prescriptions, but once an
individual’s cumulative approved fees reach the annual cap (NOK 3,278 in 2025), the
exemption card (frikort) is issued automatically and all further covered services are free for the
rest of the year; many groups, including children under 16, pregnant women, and certain
vulnerable patients, are exempt from the outset.

France's coordinated payment system

In France, the tiers payant system reduces or eliminates the need for patients to pay out-of-
pocket at the point of care. Healthcare providers bill the statutory health insurance (SHI)
directly, and where applicable, also the complementary insurer (CHI), so that patients often pay
nothing upfront. In many cases, including maternity care and treatment for long-term conditions
(ALD), tiers payant is a legal entitlement.

The 100 % Santé reform further reduces household exposure by guaranteeing full
reimbursement for specific high-cost areas (dental, optical, and hearing care), provided the
patient has complementary coverage. This shifts a larger share of costs from households toward
SHI and CHI (Drees, 2024; OECD, 2023).

10°A strict annual household cap of 2% of gross income (1% for the chronically ill) waives further co—payments
once reached, and children are largely exempt.
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5.4 Preventive Care Incentive Assessment
Germany's insurance-linked bonus systems

Statutory funds must finance prevention/health-promotion under SGB and may pay member
bonuses for utilizing check-ups and vaccinations. Since 2020, the rules explicitly allow a bonus
for using statutory screenings and immunisations. Bonuses lower cash barriers to preventive
use; core screenings and vaccines are already covered, and funds’ outreach plus the national
GKV-BZgA programme target vulnerable groups/settings (Sozialgesetzbuch, 2025; GKV-
Spitzenverband, 2025). This brings about a positive behavioral impact through targeted nudges:
monetary bonuses tied to verifiable actions (check-ups, vaccinations) strengthen utilization
(Bundesamt fiir Soziale Sicherung, 2025).

Norway's integrated prevention funding

In Norway, prevention is institutionalized through legislation and financing structures rather
than patient bonuses: the Public Health Act (2012) assigns municipalities responsibility for
public health activities, financed through state block grants and local taxes, while national
programs support immunization and organized cancer screening administered by the Cancer
Registry (European Observatory, 2024; Norwegian Institute of Public Health, 2025;
Regjeringen, 2013).Children’s vaccines and public dental care for ages 0—18 are free, and user-
fee caps (“frikort”) limit out-of-pocket costs. The Coordination Reform created incentives for
municipalities to invest in prevention and early follow-up.

Access barriers are limited by free childhood care, capped fees, and organized screening
invitations, with statutory entitlements and municipal duties supporting wide reach and central
agencies monitoring quality (Norwegian Institute of Public Health, 2025). Uptake is
encouraged through automatic invitations, school-based services, and recall systems, with
utilization managed by public delivery rather than patient co—pays (OECD/European
Commission, 2025).

France's combined incentive structures

France combines prevention incentives through GP pay-for-performance (ROSP), national
population programmes funded by Assurance Maladie via the FNPEIS, and through regional
projects financed by ARS through FIR budgets (Assurance Maladie, 2025; Sante, 2025). In
2024, ROSP payouts averaged €5,361 per GP, totalling €265m, thus linking part of physician
income to prevention targets such as vaccination and screening. Centrally funded campaigns
and ARS-financed local initiatives contribute to reducing barriers and expanding outreach,
while schemes like CSS and “100 % Santé” further ease patient exposure. Evidence shows
ROSP delivers measurable though uneven prevention gains, and regional financing supports
outreach that raises uptake at the population level (Assurance Maladie, 2025; Sanchez et al.,
2023).
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Table 8: Summary comparison of Private Healthcare Financing (PHI) and Out-of-Pocket
(OOP) in France, Germany, and Norway

Country PHI as % of Total | PHI Coverage in | OOP Payments Characteristics / Notes Sources
Health Expenditure the Population

Germany ~8.5% (2023) ~11-12% of ~12% of total spending; PHI has substitutive (high-income, OECD (2023); BaFin
population in income-related cap: max | self-employed, civil servants, (2025); Bundesamt fiir
substitutive PHI 2% of household students) and complementary roles Soziale Sicherung (2025);
(PKV) income (1% for (dental, optical, comfort); strong Commonwealth Fund

chronically ill) social protection through OOP caps | (2025a)

Norway ~0.4% (negligible) ~10% of population | ~14% of total spending; PHI is marginal, mainly covers OECD (2023); European
has voluntary health | capped by frikort faster access or elective services; Observatory (2024);
insurance (mostly (~NOK 3,278 in 2025), public financing dominates (~85— Norwegian Institute of
employer-based) then free care 86% of spending); OOP mainly Public Health (2025); Task

dental, pharmaceuticals, outpatient, | Force Health Care (2021);
LTC Freopp (2025); Helsenorge
(2025)
France ~10% (3rd highest in | >90-96% of ~7.5-9% of total PHI mainly complementary, OECD (2023); Pierre
OECD) population has spending; ~€274 per finances 13—14% of spending; (2022); Marchandot &
complementary PHI | capita OOP in 2023 covers co-payments, dental, Morel (2025);
(mandatory for optical, and other gaps; “100 % OECD/European
private-sector Santé” reform reduced OOP Commission (2024);
employees since significantly DREES (2023)
2016)

Source: Autor’s own elaboration

6. Policy Recommendations

6.1 Design Principles for Mixed Financing Systems

Based on our systematic review and comparative analysis, several fundamental design
principles emerge for countries considering private financing integration within predominantly
public systems. These principles reflect consistent patterns across successful implementations
while acknowledging failures that have undermined equity or sustainability objectives.

A strong public foundation provides the framework within which private mechanisms can
operate effectively. In most successful cases, private financing serves as a complement rather
than a substitute, with the public system continuing to guarantee access to essential services
while private mechanisms cover supplementary needs or offer additional choice. Evidence
indicates that attempts to replace core public financing with private sources have often led to
higher administrative costs and increased fragmentation, without commensurate improvements
in outcomes. For the Czech Republic, the current high share of public financing provides a solid
baseline from which selective private integration could be explored.

Regulatory capacity is a decisive factor shaping outcomes. Light-touch approaches often
struggle with adverse selection, cream-skimming, and service fragmentation, whereas systems
with structured frameworks, such as Germany's Morbi-RSA risk adjustment, open enrollment,
and community-rated basic tariffs, show that carefully designed rules can mitigate market
failures and preserve broad access. This suggests that effective regulation is not about restricting
private participation but about ensuring that competition operates on a level playing field and
delivers value.
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Protective measures for vulnerable groups should be built in from the start. Mechanisms such
as income-related exemptions from cost-sharing, subsidies for low-income households, and
caps on substantial out-of-pocket burden expenditure help ensure that private financing
complements, rather than undermines, financial protection. The Czech Republic’s relatively
positive incentives can also be aligned with preventive behavior, as illustrated by Germany’s
statutory insurance bonus programs. By rewarding participation in screenings, vaccinations, or
fitness programs, these schemes encourage individual responsibility while reducing long-term
system costs.

Incremental implementation emerges as another common lesson. Pilot projects, close
monitoring, and gradual scaling reduce disruption and allow reforms to be adjusted in light of
observed outcomes. For instance, the Czech Republic could begin with targeted complementary
coverage for dental or optical services, where out-of-pocket spending is already concentrated,
before considering wider integration. Norway’s experience with limited supplementary
insurance shows that narrow private markets can coexist with universal public financing
without jeopardizing access.

6.2 Czech Republic-Specific Reform Pathway

Drawing on the systematic review evidence and the Czech system analysis presented in Chapter
4, we propose a graduated reform pathway tailored to Czech institutional contexts and political
constraints. The approach recognizes both the urgency of addressing demographic pressures
and the importance of maintaining broad public support for universal access.

The initial phase should focus on building the regulatory and institutional foundations without
which market-based instruments tend to produce adverse outcomes. European experience
consistently shows that private financing mechanisms introduced ahead of adequate oversight
generate adverse selection, cream-skimming, and access fragmentation. For the Czech
Republic, this means establishing a legal framework for complementary insurance, including
rules on open enrollment, community rating, and benefit standardization, before any market is
opened. It also means investing in monitoring capacity: without baseline data on unmet needs,
waiting times, and out-of-pocket burdens disaggregated by income group, it will be impossible
to assess whether subsequent reforms are achieving their objectives or producing unintended
harm.

Recent legislative steps already provide a foundation for this work. In July 2025, the Senate
approved three healthcare bills prepared by the Ministry of Health, which now await
presidential signature. The amendment to the Health Services Act shifts responsibility for
emergency services from regional governments to health insurers, establishes the position of
hospital ombudsman, strengthens protection for vulnerable groups, and reduces bureaucratic
barriers. The amendment to the Act on Non-Medical Health Professions accelerates the entry
of practical nurses and paramedics into practice and aligns professional qualifications with EU
standards. A new Act on the Categorization of Medical Devices creates a more flexible system
for updating reimbursement rules in line with technological progress. While not primarily
focused on financing, these reforms modernize governance, improve patient rights, and open
the regulatory space for future complementary insurance and private sector participation
(Ministry of Health of the Czech Republic, 2025).

The second phase could introduce complementary insurance for services where out-of-pocket
spending is already concentrated, with dental care as the natural starting point. Czech
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households already pay substantial amounts for dental services directly, which means the
demand exists, the coverage gap is documented, and the administrative learning from a pilot
would be relatively contained. Complementary dental insurance should feature regulated
premiums, income-related support for lower-income households, standardized benefit
packages, and clear coordination with public insurance to avoid duplication. This phase could
also introduce bonus schemes offering modest financial incentives for participation in
preventive examinations and vaccinations, which would broaden public acceptance of co-
payment reform while generating long-term cost savings.

The third phase might expand complementary insurance to optical services and enhanced
hospital amenities, while introducing value-based cost-sharing for non-essential services.
Modest co-payments for specialist visits, with exemptions for chronic conditions, combined
with reference pricing for pharmaceuticals to encourage generic substitution and annual out-of-
pocket caps to limit excessive household burden, could together generate resources equivalent
to 0.3-0.5% of GDP while preserving affordability for vulnerable groups.

The fourth phase should be explicitly contingent on evidence from earlier stages rather than
fixed in advance. The central lesson from European experience is that flexibility and willingness
to adjust based on observed outcomes matter more than adherence to a predetermined blueprint.
Norway's experience is instructive in this regard: despite the availability of voluntary private
insurance, its role has remained limited precisely because public services have maintained
sufficient quality and trust to make private alternatives largely unnecessary. For the Czech
Republic, this serves as a reminder that the pace and scope of private financing expansion
should be calibrated to what the public system cannot adequately provide, not driven by reform
momentum alone.

6.3 Implementation Considerations and Risk Mitigation

Successful implementation requires attention to political economy dynamics that can derail
technically sound reforms. After decades of expanding collective coverage, demographic
pressures now require adding a greater element of individual responsibility, particularly through
private insurance mechanisms. The current social system alone cannot adequately address the
ageing gap, and reforms should therefore be framed as strengthening sustainability through
sharing responsibility rather than as a retreat from public guarantees. Evidence from successful
reforms suggests emphasizing demographic sustainability challenges, maintaining visible
efficiency gains in the public system alongside gradual introduction of private financing, and
ensuring that early benefits are tangible for middle-income households, which can provide
political support.

Digitalization and more efficient management are already established trends in European
healthcare, and the introduction of private financing should be understood as a continuation of
these reforms. Modern information systems and regulatory frameworks can handle premium
collection and claims processing, while insurers gain additional resources that can incentivize
efficiency and service innovation. This makes the technical implementation of private financing
more feasible than in past decades.

Risk mitigation strategies should address the potential adverse consequences identified in our
systematic review. Debates often focus on the risk of “two-tier quality,” but it is crucial to
distinguish between amenities such as hospital rooms or waiting times, and the quality of core
examinations, treatments, and outcomes. The latter must remain equal across the system, while
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private financing can legitimately improve speed and comfort of access. Clear service
standards, reference pricing and payment regulation, and regular evaluation mechanisms can
help maintain public confidence while allowing flexibility for additional private contributions.

Continuous monitoring and evaluation remain essential for identifying emerging problems and
enabling timely corrections. Key indicators for regular assessment include unmet medical needs
by income group and insurance status, waiting times for essential services across sectors,
distribution of out-of-pocket spending, affordability of insurance premiums, provider behavior
and service mix, public satisfaction levels, and overall system expenditure and efficiency.
Establishing baseline measurements before reform launch creates the necessary reference point
for evidence-based adjustments.

6.4 Broader Applicability Beyond the Czech Context

While developed specifically for the Czech Republic, these recommendations offer broader
applicability for other European countries facing similar sustainability challenges, particularly
transition economies with comparable institutional inheritances and demographic pressures.
The systematic review evidence suggests that successful private financing integration depends
more on quality of implementation and regulatory capacity than on specific institutional starting
points, implying that lessons from Czech experience could inform reforms elsewhere.

Countries with similar profiles to the Czech Republic, including Poland, Slovakia, Hungary,
and Croatia, face comparable challenges of high public financing dependence, rapid population
aging, limited fiscal capacity, and public expectations of comprehensive coverage. These
countries could benefit from coordinated learning approaches, sharing regulatory tools and
implementation experience, developing administrative capabilities jointly, and in some cases
harmonizing private financing rules to support cross-border portability. The European Union
framework provides institutional mechanisms for such cooperation, though respecting national
sovereignty over healthcare organization remains paramount.

Even countries with different institutional structures can derive insights from the Czech
approach to balancing sustainability and broad access. Key lessons include introducing private
elements selectively rather than wholesale, ensuring rules and oversight preceding market
development, embedding safeguards for vulnerable groups, and moving forward incrementally
with ongoing evaluation. The broader conclusion is that private financing should be regarded
as one of several practical instruments, requiring careful integration into wider reform strategies
rather than being expected to resolve structural pressures in isolation.
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Conclusions

This analysis, combining a systematic review of 39 European studies with microsimulation
evidence from the Czech Republic, yields three central conclusions. First, private financing
mechanisms can contribute to healthcare sustainability, but their effectiveness depends
critically on regulatory design, income-based safeguards, and coordination with public
coverage. Second, the distributional effects of most private financing instruments tend toward
regressivity, which means that design choices are not merely technical but determine whether
reforms retain political legitimacy. Third, no financing mechanism alone can close the gap
created by demographic aging: private contributions must be accompanied by efficiency gains
and stronger prevention if they are to make a lasting difference.

The Czech case illustrates these tensions clearly. Maintaining current financing structures
without adjustment would eventually require either politically infeasible tax increases or
implicit service rationing. Yet shifting costs directly onto households, as our simulations show,
generates regressive burdens that fall most heavily on elderly and low-income groups with the
highest health needs. The preferred path is a graduated one: beginning with complementary
insurance for services where out-of-pocket spending is already concentrated, combining this
with modest increases in social health insurance contributions, and building regulatory capacity
before markets are opened. This approach, approximated by Scenario 6 in our simulations, can
generate meaningful additional revenue while distributing the financing burden more broadly
and protecting access to essential medicines.

For European countries facing similar pressures, the broader lesson is that the pace and design
of private financing integration matter more than the choice of instrument. Systems that have
introduced private elements gradually, with strong oversight and clear boundaries between
supplementary and substitutive functions, have generally maintained both fiscal resilience and
public support for universal coverage. Those that have moved quickly or relied on light-touch
regulation have tended to generate fragmentation and access inequality. The key policy question
is therefore not whether to diversify healthcare financing, but how to do so in a way that
strengthens rather than undermines the public system's capacity to guarantee broad access.

This analysis has limitations that point toward future research priorities. The static nature of
EUROMOD prevents modelling of behavioral responses and macroeconomic feedback effects,
meaning that revenue projections represent upper-bound estimates and distributional impacts
capture first-round effects only. The systematic review reveals heterogeneity in study designs
and outcome measures that complicates definitive conclusions about optimal financing mixes.
Future work should explore dynamic modelling approaches capable of capturing second-round
effects, and investigate how emerging technologies in claims management, risk adjustment, and
digital health delivery may partly offset demographic cost pressures in ways that static
frameworks cannot anticipate.
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