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Social-sector reforms are usually “second (or third) generation
reforms in the broad structural adjustment agenda.'! They are likely to
unfold in a quite different political climate than initial macroeconom:
measures. If early stabilization measures were reasonably successfu
then widespread public perceptions of acute crisis will have faded. In
other cases, poorly designed or irresolute stabilization measures may
have had only limited effect, leaving most groups disillusioned with
“reform programs:”’ In either of these scenarios, what Leszek Balcero
icz (the architect of Poland’s initial reforms) labeled the period of “extra-
ordinary politics” will have passed.? Interest groups, legislatures, and the

general public are likely to be much more resistant to autocratic styles opportunities. Moreover, and in contrast to macroeconomic stabilization,
of executive leadership imposing measures designed by technocrats institutional reforms are likely to mean permanent losses to specific
with minimal consultation. Social-sector reforms will usually have to:be _groups, which may prompt tenacious resistance.
designed, launched, and implemented in the context of “politics as ‘Some kinds of institutional reform seem to be more difficult than
usual,” even if the impetus and rationale for reform comes from vo others. In broad comparative perspective, there has been considerably
ception of a deep-rooted structural crisis. ‘more progress in reforming financial systems or trade regimes than in
The objectives of social-sector reforms are also more sharply 9%&3 restructuring social sectors or labor-market institutions. Among social
than are the goals of initial stabilization and liberalization measures. The sectors, in turn, pensions seem to be considerably easier than health and
first stages of transition were accompanied, in many cases, by a “nega- education. The contrasts almost surely reflect differences in the numbers,
tive consensus”: the imperative need to stabilize the economy and the variety, and commitment of stakeholders and the length of time required
conviction that the old system had failed. But later stages require build- ‘to implement reforms. Further, this study argues that the presence or

ing a “positive consensus” regarding the emerging economy and societ “absence of a fairly clear blueprint for Ho\moh? or even of two clear con-
That need is sharpened by unease in many quarters regarding the tending visions, helps explain why some ‘institutional reforms tend to
increased inequality and insecurity associated with market mechanism; move ahead more rapidly than others. N

masomao:urom:rnmmawmcmwozm%mﬁwammoémﬁmc:%mgmeomﬁoENoz

“The chapter is organized around three questions or puzzles.
opportunities and security. Public opinion demands reforms in these The first puzzle concerns timing. Social-security experts in Hungary
areas, but the precise design of the reforms is intensely controversial.

‘and Poland recognized- at least by the mid-1980s that their pension

Beyond context and goals, the intrinsic character of social-sector systems were inequitable and unsustainable in the long run. Both before

reforms poses political obstacles. Early macroeconomic steps in the and after the collapse of Communist governments, some modest steps
adjustment agenda rely on price changes such as devaluation and

-were taken to reduce near-term pressures on the system. However, basic
interest-rate adjustments and on cuts in government expenditures. Initial systemic reforms were not seriously pursued until 1996. Why then, and
liberalization entails dismantling controls and subsidies. Such measures

~not earlier?
are politically controversial, but they are not complex administratively: The second puzzle concerns political feasibility. In many of the world’s

“wealthy, aging democracies, pension reforms are an urgent need. Yet in
most of these countries, the issue provokes such intense political passion
that even quite small changes are extremely difficult. How, then, did
 Hungary and Poland manage to adopt radical revisions in their systems?
What were the interests and resources of the main actors? What were
the channels and processes that permitted compromises?

The third puzzle focuses on the contrast between reforms in pension
_systems and in health-care delivery. In Eastern Europe and elsewhere,
- reforms in health care arguably are more urgent than pension reforms,

With the backing of top political leaders, they can be put into effect by
a-small number of senior economic officials. They take effect rapidly,
sometimes overnight. They affect much of the population and can
prompt widespread protest, but if the government can deflect or weather
initial protests, the risks almost always subside.

Social-sector reforms, like most major institutional changes, are in-
herently slower and more complex. They demand the cooperation of
far more agencies and groups within and outside of government, and
they take months or years to put into effect. Multiple actors mean many
potential veto players; lengthy implementation means multiple veto

Major systemic reforms in health, education, or pension systems are seldom part of an
initial or early package of reforms in a sustained structural adjustment program. Struc-
tural adjustment is usually triggered by severe fiscal and external account imbalances:
Social-sector reforms take considerable time to design and implement, and therefore
cannot contribute to the initial dominant stabilization goal. Moreover, some social-sect
reforms, especially pension reforms, virtually require that other institutional reforms
especially in the financial sector, be in place first.
That period was much less marked in some countries, like the Czech Republic. or

Hungary, than others, like Poland, but nonetheless occurred in some degree in most post:
Commmunist countries.

2
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on both welfare and fiscal grounds. Indeed, in Hungary and Poland:the
same groups that pressed successfully for pension reforms originally had
vowma to introduce major health-sector reforms as well. But reforms
in health-care delivery have proved far more difficult. Why did pensio
x&moi.a move so much more decisively than those in health? This las
question, in particular, may provide a partial test of the points sketched
here regarding the reform of complex institutions.

The First Puzzle: Why Pension Reforms in 1997,
Not Earliex?

F Hungary and Poland, severe problems with long-established pen
sion systems had been deepening for more than a decade. As throug
out Central Europe, the systems were state-managed, defined-benefit
schemes financed on a pay-as-you-go (PAYG) basis. In such systems
today’s <.<OHW force (or, more precisely, that portion of the work force tha

w.om&osm surged. At the same time, workers paying into the social-secu-
nity programs dwindled because of unemployment, a shrinking labor
MmoHomw and widespread and-growing evasion. Not only self-employed and
informal-sector workers, but some major public employers — for instance;
.Em Hungarian railways and some Polish mining companies - were oraomﬁu
ically in deep arrears in their contributions (Orosz, Hausner, interviews

As social-security revenues shrank, transfers from government
budgets had to increase. At the same time, high payroll taxes discour-

* In Hungary, the ratio of elderl i i i ,
, y to working-age population actuaily declined during the
MWmona r&ﬁm Mm EM w@wow In Poland, while the ratio increased somewhat during the Hmoow
1t 1s projected to fall slightly between 2000 and 2005 (Palacios and Rocha 1998 4
) me Hausner, Chapter 7, in this volume). ( rie Rocha 1996: 187, table
ausner estimates that state subsidies to Poland’s Social Insurance Fund reach ,
¢ . ed 4.3
percent of GDP in 1992, and dwindled gradually in later years. Subsidies to the Farmers’
Social .Emﬁmbow Fund, a scparate system with lower contributions, cost approximately:
an additional 2 percent of GDP in each year from 1992 through 1996 (Hausner, Chapter

o
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aged investment and skewed it toward labor-saving patterns, while
encouraging evasion.” Demographic projections made clear that current
-imbalances between costs and revenues would become much worse early
in the next century. In addition, there were serious problems of complex
and opaque formulas for calculating pensions and inequitable treatment
--across categories of workers. Public-opinion polls indicated widespread
dissatisfaction with the systems.

In both Hungary and Poland, social-security specialists had recognized

the inequities, complexity, and long-term unsustainability of the systems
by the late 1970s or early 1980s. Poland’s system was substantially revised
in the early 1980s, but included politically motivated concessions to
miners,
- debating new reforms, including some very radical proposals, but main-
~line thinking focused on adjusting the existing system. In Hungary, mean-
while,
“in the early 1990s. In 1993 two mwﬁmwmﬂm funds, each with its own elected
_governance board, were established to manage social-security contribu-
tions for health and pensions. Private voluntary pension and health-

insurance funds were authorized in the same year, while changes in the
design and administration of the PAYG system were under intensive
study (Augusztinovics, Ferge, interviews).

teachers, and others. By the early 1990s, experts were again

the social-security systemr was removed from the general budget

In both countries, then, shortcomings of the pension systems had

“long prompted extensive analysis, proposals, and debate. However, the
reforms of 1997 were broader in scope and 11

any since the basic outlines of the systems /Fm”w,dooc established (in 1975
in Hungary,
action?

ore radical in design than

1982 in Poland). What brought about the surge of reform

New Actors: The Ministry of Finance

- New actors provide part of the answer to the question. Ministries of
finance took an aggressive lead in promoting systemic reform. As
. guardians of the budget, they had always taken some interest in the

7,in this volume). In Hungary, payroll taxes funded pension and health care jointly and
the deficits are hard to disentangle, but by 1993 and 1994 the two programs together
required budget transfers of roughly 5 percent of GDP (Palacios and Rocha 1998: 179,
fig. 7.1).

In Hungary from April 1992 the total tax on gross wages for pensions was 30.5 percent,
of which employers paid four-fifths. An additional contribution for the health fund
brought the total tax to 54 percent (Palacios and Rocha 1998: 213, n. 4). In Poland,
employers paid 45 percent of the gross payroll for pensions and health; employees did
not contribute (Phare 1997: 116).
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social-security systems. But until the mid-1990s, they focused mainly
short-run fiscal issues. After the pension systems were separated from
the general budget, fiscal concerns focused on containing pension fun
deficits and resulting demands on the general budget, generally b
manipulating the formulas that linked the levels of pensions to change
in the levels of wages. Not until the mid-1990s did ministries of financ
begin to spearhead radical changes in the long-term design of pensio
systems.

This new role was not driven by short-run fiscal concerns. Indeed, the
kinds of reforms promoted by ministries of finance in both countries.
were known to increase rather than reduce fiscal burdens in the short,
and medium run. Rather than driving the neoliberal reforms, near
term fiscal considerations constrained them: in Hungary, fiscal burdens
were a major and explicit reason for phasing in the new system very
gradually. In Poland, certain revenues from the concurrent privatization
program were earmarked to support the pension reforms, but as in
Hungary, careful fiscal calculations were a major element shaping desig

Ministry of Finance emphasis on social-security reforms was driven
mainly by the logic of the larger structural adjustment process. In
Hungary, the macroeconomic austerity package introduced by Minister
of Finance Lajos Bokros in March 1995 marked a turning point in
Hungary’s post-Communist economic policies (Kornai 1996). To consol-
idate the country’s painfully reestablished economic stability, Bokros
sought to reconfigure fiscal institutions. Pension reforms became part
of this drive. In Poland, Grzegorz Kotodko, minister of finance from
April 1994, described the pension system as “a veritable time bomb,”
and its reform as “an absolute precondition of sustaining — let alone
improving — the country’s fiscal integrity” (Kotodko 1996: 26). In both
countries, the prospect of fairly rapid accession to the European Union .
reinforced a long-term perspective on public finance (Dethier, personal.
communication).

International Influences

By the mid-1990s, direct and indirect international influences also height*
ened pressure for radical pension reforms. In the wealthy industrialized
nations, demographic shifts fueled intense interest in pension reforms.
At the same time, the Chilean model for social-security reform chal-
lenged older ideas and exerted a powerful influence. In 1981 Chile had
replaced its traditional system with a mandatory, fully funded, defined
contributions system in which workers contributed over their working
lives to individual accounts managed by private, competitive pension

240

Pension and Health Reforms in Hungary and Poland

fund management firms. A means-tested social assistance program
augments the incomes of those retired people who have only very low

_ pensions. By the early 1990s, the system was attracting widespread praise
(in good part for its impressive success in bolstering Chile’s equity
- markets),
but increasingly in Eastern Europe as well, it also attracted partial
~imitators.

as well as considerable criticism. Especially in Latin America,

6

- International financial and development agencies sharply increased
their attention to pension systems and reforms in the early 1990s, spurred
by the need to consolidate hard-won fiscal gains, by mounting demo-

~ graphic pressures in much of Eastern Europe and the Southern Cone of

Latin America, and by the possibilities suggested by the Chilean model
and its variants. As early as 1990-91, both the International Monetary
Fund (IMF) and the World Bank sent missions to Hungary analyzing
social benefits including the pension system, but did not urge full or

-~ partial privatization (Kopits Hoo,mw World Bank 1992). In 1994 the bank

published a major study, Averting the Old Age Crisis, which strongly
endorsed a multipillar approach to pension reforms. Since then, the bank

 has fairly consistently encouraged this broad approach, while supporting

considerable variation in accord with specific country circumstances.
Meanwhile other international and regional organizations, especially the
International Labor Organization and the European Union (working
mainly through its Phare Technical Assistance program) also increased
attention to pension reform. While there is no neat one-to-one corre-

- spondence between specific mm@w/w@m and particular outlooks (Deacon
Sart

1996), in general these latter orgaifizations have emphasized improving

PAYG.

In Eastern Europe, direct encouragement and advice from inter-
national agencies may have been supplemented by less direct influence
from international capital markets. By the mid-1990s, ratings agencies
and international markets had begun to include pension reforms in their
lists of actions demonstrating serious commitment to reform. The need
to attract foreign investment was particularly imperative in Poland and
Hungary, which were burdened with large international debts. Both
therefore had strong incentives to maintain external confidence in their
economic management and growth potential, and to build their reputa-
tions as good places to invest.

6 In the early or mid-1990s Argentina, Bolivia, Colombia, Mexico, Peru, and Uruguay
adopted reforms that incorporated modified elements of the Chilean approach. Australia,
Denmark, Sweden, Switzerland, and the United Kingdom also enacted major pension
reforms.
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~ Advocates of the two concepts clearly disagreed over certain values.
Most of those who favored fixing PAYG alone placed high priority on
the intrinsic redistributive or solidaristic character of the established
systems — that is, the principle that a basic (and not too minimal) pension
is a right of all citizens, and that each successive generation has an oblig-
ation to help to support the preceding generation in its old age. Advo-
cates of the second concept, in contrast, usually viewed the second pillar’s
emphasis on individual responsibility and self-reliance as a moral virtue,
as well as a practical device for reducing evasion.

Some other major disagreements between the two groups turned less
on values than on interpretations of facts and probabilities. Advocates
of fixing PAYG were deeply skeptical about turning over management
of compulsory individual second-pillar retirement accounts to private
management firms. They argued that such arrangements imposed unnec-
essary and inappropriate risks-on individuals and claimed that experi-
ence in Chile and elsewhere indicated serious problems. Proponents of
mixed systems countered that only private-sector investments would
generate adequate pensions in the face of the demographic pressures;
they claimed the critics failed to grasp the workings of equity markets.”
Mixed-system advocates often emphasized that once the contributions
to the second-pillar accounts began to build up, they would provide a
major deepening and broadening of equity markets. Critics responded
that the redesign of the pension system should focus on fulfilling its own
functions as well as possible. Building up capital markets was not an
appropriate objective of w@nmwgmﬁoa reform, especially if that goal
jeopardized or diluted important pension functions.

The Second Puzzle: Why Were Pension Reforms
Politically Feasible?

Hu.ws&g reforms involve complex and detailed projections and calcula
tions, as well as difficult trade-offs regarding goals and values. Hung
lan and Polish reformers had to address three levels or categories
opposition. The ministries and agencies most directly concerned and mww
cialists outside of government focused largely on technical issues, some
of which provoked bitter disputes. A different kind of opposition came
from vested interests: those groups and organizations that benefited from
the current systems and feared that reforms would reduce their benefit

Still a third level or kind of opposition was rooted in principles an
values. ,

Competing Concepts of Pension Reform

Analysis, debate, and political maneuvering regarding pension reform i
both countries focused on two competing concepts of reform. The mwm ;
concept assumed that the public, PAYG system was both sustainable and
desirable, but required far-reaching reforms. Specialists agreed on the
need to raise the age of retirement, remove or reduce the special privi
leges of particular occupations or groups, cleanse the systems of the mul
tiple irrationalities and inequities that had developed over time, mmsa#
the links between contributions paid into the system and benefits @w,. ,
05 from it, and establish predictable and equitable methods for adjust-
ing pensions to changes in prices and economic circumstances.
The second concept started from the assumption that mature PAYG
mu‘\mﬁwgm in aging societies could be sustained only by imposing ever
higher costs on society as a whole. Those costs not only would cripple
post-Communist recovery and growth but also would induce such wide-
spread evasion that the systems would gradually crumble. Many advo-
o.m8m of the second concept believed that PAYG (improved along the
lines listed earlier) could and should remain a component of a mixed
system for an extended period. But they focused on introducing a com
pulsory fully funded “second pillar,” with benefits tightly linked to con
tributions. They argued that the second pillar would greatly reduce
problems of evasion. In order to generate returns high enough to @33&,,@, ,
ooB.WVZmEm pensions, at least part of the funds should be invested in
equities and managed by competitive private firms. The flexibility and
sustainability of the system would be enhanced if there were also a

voluntary “third pillar” consisting of private individual supplementary
pension plans.

The Struggle within the Governments

As the ministries of finance began to press for radical pension reforms
in 1995-96, they met strong opposition within their own governments. In
Hungary both the Pension Insurance Fund and the Ministry of Welfare
initially opposed proposals for a strong mandatory fully funded compo-
pent that would gradually replace PAY G. After several months of intense
debate in winter 1996, the Ministry of Welfare agreed to cooperate with
the Ministry of Finance to develop a modified multipillar plan, and the
cabinet endorsed this approach on May 9, 1996. An interministerial com-
mittee prepared framework legislation outlining the proposed reforms;
this was approved by the legislature in summer 1996. With this mandate,

7 Hausner (Chapter 7, in this volume) suggests that in Poland lawyers tended to support
PAYG whereas economists leaned toward more radical reforms.
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the committee moved into a year of hectic technical projections and
analysis, coupled with extensive discussions and negotiations with a wid
range of interests. A set of bills was sent to Parliament in June 1997. The
key bill establishing the second pillar and regulating the new privatel
managed funds was approved by 78 percent of those present and voting
(or 56 percent of all MPs). Throughout this process, however, the Pension.
Insurance Fund continued to reject the multi-pillar approach bitterly, for
reasons discussed shortly. ,
In Poland, the idea of radical, Chilean-style reform had been intr
duced as early as 1991 by the then chairman of the Social Insurance Insti=
tution (ZUS) Wojciech Topinski and Marion Winiewski, but was rejected
as too radical at the time. By mid-1994, however, Minister of Finance and
First Deputy Prime Minister Grzegorz Kotodko called for a basic s ift
In pension arrangements as an important element in his “Strategy.for.
Poland” (Kotodko 1996: 52). As Jerzy Hausner describes more fully. i

upcoming elections. The deadline in Poland was considerably tighter:
with elections scheduled for September 1997, the reform team 2026&
“intensely to present a partial package of draft Hmé.m (including the crucial
provisions establishing a second pillar) to the Parliament by summer. The
laws won approval, but a second package needed to complete the system
(including controversial changes in the ongoing PAYG component) was
~postponed until after the elections. The new government took some time
to review the bills and submit them to the _omHmEEH@. Once submitted,
 the bills’ progress through the key legislative commission was also slow,
but the pension package was approved in late September 1998, and the
new system went into effect early in 1999. .

The specific designs of the reforms were overwhelmingly mec.:m ﬂ,
domestic rather than international goals and pressures. The point is
_worth emphasizing, because both reform teams were directly and ex-

tensively supported by the World Bank, and to some extent by o.ﬁroa
this volume (Chapter 7), it was blocked for almost two years by adamant external agencies and donors. In Hungary, the World Bank provided

opposition from Minister of Labor and Social Policy Leszek Miller;: major financial support for the group’s work. Hu@l.pmmm as E%.oimuﬁ the
whose stance reflected both his and his staff’s commitment to PAY ~ Budapest office of the bank put the task force in touch with a Em@
principles and strong personal rivalry with Kotodko.® i ~network of pension specialists all over the world and r@_wo.m to provide
The stalemate was broken in spring 1996, when Miller was replaced as two-way translation of documents and comments on specific issues. In
minister of labor by Andrzej Baczkowski. By autumn, Baczkowski estab- Poland, the technical director of the plenipotentiary was a World Bank
lished a small task force, the Plenipotentiary for Social Security Reform, staff member seconded from Washington. Both he mH.E the part & the
charged with drawing up detailed plans for pension (and initially fo - bank from which he’was drawn could provide extensive networking as
health) reform. Baczkowski himself took on the role of plenipotentiar; well as technical support. . ) .
In November a heart attack tragically terminated his leadership. His Predictably, such involvement provoked criticism in both countries.
replacement as minister of labor, Tadeusz Zieliriski, was hostile to radical _ Yet there is little in either reform story to indicate that Em World Wm.sw
reforms. However, in the interim Jerzy Hausner, long a senior economic dictated, or even strongly influenced, the specific choices and design
advisor of Kolodko, had been appointed to replace Baczkowski as details that emerged from the process of analysis and political negotia-
plenipotentiary. As a condition for accepting the position, Hausner tions. The international financial community (including but going well
insisted that the task force be attached not to the Ministry of Labor but beyond the World Bank and the IMF) contributed powerfully to Eo.@wo-
to the office of the prime minister. From early 1997, the office of the lution of thinking regarding pension reform options N.SQ to the political
plenipotentiary spearheaded the reform effort, with the backing of the decision that early action was imperative. Both timing and the broad
Ministry of Finance, the prime minister, and the president, but with shape of reform were influenced by outside forces. But the more specific
mixed support and opposition from the remainder of the cabinet. design details were outcomes of the analysis and political Eamamﬂ of
Like Hungary’s interministerial committee, Poland’s extraministerial the reformers themselves, and of their negotiations and COmPpromises
plenipotentiary was under pressure to complete a reform package before ~ within their governments and with interest groups, watchdog institutions,

and legislatures.

¢ During this long period of intragovernmental stalemate, the Ministry of Finance contin-
ued to work toward radical pension reform. It commissioned a detailed study based on
Chile’s experience, sponsored a series of professional opinion surveys, and consulted rep-

resentatives of various economic and social groups (Hausner, Chapter 7, in this volume;
and interview).

Public Opinion and Major Vested Interests

In both Hungary and Poland, survey evidence shows that most of ﬁ.rm
public had lost confidence in the traditional pension systems by the mid-
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1990s. Earlier proposals to reform those systems by specific measur,
such as increasing the age of retirement and equalizing it for men and
women had prompted widespread opposition. The new, broader refor
proposals bundled such measures with the introduction of the second,
tully funded, privately managed pillar. The broader package apparently
was more acceptable politically, in part because it appeared more cred
ible. Moreover, a sizable part of the public — particularly the younger and
better-educated — liked the idea of individual accounts and a strong lin
between contributions and benefits (Miiller 1998).° But while public
opinion was permissive, in neither country did it drive the reforms. Most
people were confused by the technical details and skeptical about some
aspects of the new proposals.

Pensioners might have been expected to dominate the politics o
pension reforms. In both countries, the surge of early retirements after
1989 had swelled the number of pensioners beyond the already sub-
stantial fraction of the population at or above retirement age. And
because older people (except the very elderly) tend to vote in greater
numbers than the young, pensioners may account for 30 to 40 percent.o
voters (Slay and Vinton 1997). Moreover, many pensioners are affiliated
with potentially influential organizations: unions- (particularly the post-
Communist ones) or specialized associations. In Poland, two separate
pensioners’ parties were formed before the 1997 national elections.

Yet in fact pensioners played little direct political role. In both coun:
tries, the reforms were designed to have minimal impact on current pens
sioners or on those expecting to become pensioners in the next few years:
Concerns that the new fully funded pillar would siphon social security
contributions from the ongoing first pillar were eased by introducing the
new system gradually, while continuing to direct the bulk of funds inte
the PAYG component. Pensioners also were concerned with reforms in
the indexing arrangements, and (in Poland) argued that they should:
share in the earmarked benefits from privatization of certain state assets.
In Hungary, potential opposition was substantially deflected by an advi-

sory Council of Elder Affairs, created shortly after Prime Zwswmﬁmn.moa
took office, to discuss pensioners’ concerns. They were also ﬁHoB.Hmma a
6 percent real increase in their pensions, effective at the dommwcmEm.oﬁ
1998. In Poland during the electoral campaign of autumn 1997, it is strik-
ing that neither of the two pensiomers’ parties attacked the @osmwob
reforms, despite the fact that the second half of the package, which
included controversial changes in the ongoing traditional component,
would come before the legislature for approval during the next admin-
istration. Neither party attracted the minimum 4 percent of the vote
required to win seats in the Sejm. ‘ .

" In both countries, labor unions were far more involved than pension-
ers in negotiations over pension reforms. But the unions did not speak
with one voice. In Poland, some elements within both Solidarity and
the post-Communist union confederation OPZZ were deeply skeptical
about diluting the PAYG system, partly on the grounds that fully funded,
individual accounts would destroy the redistributive and solidaristic
character of the system. However, some leading Solidarity officials were
more receptive to radical changes, had criticized earlier government pro-
posals that lacked a fully funded component, and had submitted their
own proposals for far-reaching reforms. .

The plenipotentiry consulted extensively with representatives of
the major unions. Wﬁ\moaﬂ& channel of discussion and negotiation
was the Tripartite Commission, established in February 1994 as part of
an attempted social pact. The commission includes Howaomﬁ.:mﬁswm of
unjons, private employers, and government. At the suggestion of the
plenipotentiary, a smaller and less formal group was formed to screen
proposals for the full council. This group took a number of mwmo&o sub-
stantive decisions, which modified but did not undermine the basic goals
of the reform and contributed to the sense that the reform was a col-
Jaborative and nonpartisan undertaking (Hausner, Chapter 7, in this
volume). Unionists also took part in study visits to Chile and elsewhere.

One of the most serious points of contention with Solidarity was the
method of using revenues from privatization of certain state assets to
support the pension reform. The plenipotentiary wanted to ﬁ@mmﬂ sales
proceeds directly to the budget, to cover costs associated with the cre-
ation of a second pillar. Solidarity urged “empropriation,” a different m:a
more complex approach to transforming ownership of state enterprises
(see Hausner, Chapter 7, in this volume; Gesell, Miiller, and Sii 1998).
The Solidarity proposal was attractive because it promised amooQ.Eozm%:
from privatization for individual pension accounts; woéwﬁwﬁ. it 2@,;5
severely delay the reforms and would entail other costs. An ingenious
compromise, utilizing the empropriation idea on a small scale, succeeded

® A survey commissioned by the Polish plenipotentiary in April 1997 to help gauge the
acceptability of a multipillar system found strong majorities in favor of a tighter link
between contributions and benefits. Most respondents were not much concerned that:
such an approach would result in increased inequality (Security 1997: 179-83). This evi-
dence was used in the intragovernment debate to counter Ministry of Labor assertions
that Poles would not tolerate a reform that significantly increased inequality (Hausner,
interview). In Hungary, the Ministry of Finance commissioned a series of five surveys
beginning in October 1996. The surveys found a growing proportion of the public (60
percent initially, 80 percent later) were aware that pension reforms were being devel-

oped; younger and more educated Hungarians were most likely to favor a multipillar
approach. :

246 247



JOAN M. NELSON Pension and Health Reforms in Hungary and Poland

in winning sufficient support to pass the legislature (Hausner, Chapte;
7, in this volume).

In Hungary, solidaristic leanings probably contributed to oppositi
within the post-Communist union confederation MSZOSZ. In contra
SZEF, the major union confederation representing public servig
workers, favored reforms. Beyond ideology and calculations of membe
interests, however, unusual institutional arrangements created a powe
ful incentive for MSZOSZ to oppose reforms.

As mentioned earlier in this essay, in 1993 Hungary established sepa
rate autonomous institutions to manage the pension and health-care
systems, both funded largely from the social security contributions paid
by employers and workers. (For the origins of this system, see Haggard
Kaufman, and Shugart, Chapter 3, in this volume.) The Pension Insur-
ance Fund and the Health Insurance Fund each had governance boards;
composed in equal halves of representatives of union federations and
employers. Among union representatives, MSZOSZ dominated, and
because the employers’ representatives were usually rather passive, the
post-Communist union federation effectively controlled both boards,
Until the government elected in 1998 eliminated the boards’ autonom
this control was a valuable asset for a union federation that, while prob-
ably still the largest in the country, has steadily lost members and inflis-
ence. Despite legal safeguards, the board’s control over large flows of
money permitted financial maneuvering widely believed to have bene-
fited the union as an institution, key leaders, and political parties. o

Therefore, pension reforms that channeled a sizable and growing frac-
tion of pension contributions away from the system managed by the
Pension Insurance Fund and into individual, privately managed accounts
clearly threatened MSZOSZ power and financial interests. The Pensio
Fund’s governing body and especially its MSZOSZ members were
intensely hostile to the proposed reforms. They were bolstered by some.
of the social-security analysts in the pension administration, who held
strong solidaristic values and questioned the technical analyses of the
interministerial reform commission. "

However, rivalries and disagreements regarding strategy within -
MSZOSZ gave reformers some room for maneuver. Whereas MSZ0OSZ
representatives on the Pension Fund governing board were unyielding
in their opposition, those representing MSZOSZ on the Interest
Reconciliation Council (Hungary’s Tripartite Commission) were more
moderate (or, according to varying interpretations, more opportunistic).
When the proposed pension reforms were submitted to the council for
approval in May 1997, MSZOSZ won a series of concessions, but did not
attempt to block the measures entirely. Several of the concessions ‘were

temporary: for instance, it was agreed to postpone H@moH.Bm of disability
pensions and to delay by two years introduction of a Hmﬁmma. formula for
indexing pensions. This latter concession, however, locked in Hmam.o a@w&
pension increases for 1998 and 1999, based on an \ommooﬁ@.a ao&Em.E
inflation. Widows’ benefits were also increased (Ladd, interview, Palacios
and Rochas 1998: 203). . .
Perhaps the key concession related less to the pension reform itself
than to MSZOSZ political concerns. MSZOSZ Smcﬁ@a to change the
method by which the governing boards of the pension and U@.m:r ?nmm
were selected. Members of the first boards had been chosen 1n national
elections in May 1993, for four-year terms. H,Um.m@ terms were due to
expire just as the @@umw(oc reform bills were coming G&oﬂw the Interest
Reconciliation Council (IRC), prior to submission to Parliament. Mammr
elections might erode MSZOSZ dominance. The union sought a differ-
ent formula for selecting the new boards, a formula Emwﬁ would preserve
its control and the associated political power and mnw.zowmw opportunities.
The IRC agreed to ask each of the “sides” in the pension and health fund
“boards (i.e., labor and management) to reach agreement among Eo:.p-
selves regarding-how to allocate their seats. That moHBEm was ratified in
legislation U@ in the summer of 1997. The unions then H@mor@ﬂ .NMH
agreement allocating seven of fifteen labor seats to ZmNOm\N. and a.:: -
ing the balance among other major labor federations thmou interview).
MSZOSZ therefore maintained control over the pension and rm.m:r

insurance boards, in exchange for dropping opposition to the modified
pension reforms.* , .

In both Hungary and Poland, the governments’ capacity to manage
_union opposition to pension reforms was enhanced @@mmcmm Eo E.,ww
current governments were controlled by woﬂ-OwBBSEmﬂ parties wit
_strong ties to the post-Communist labor mwaaam:oﬁ. Hs.wo_msa, parlia-
mentary deputies affiliated with the moﬁ-muoBEcE.mﬁ union .OHuNN held
about a third of SLD seats (Surdej, interview). Similarly, in Hungary
the Socialist Party contained a sizable MSZOSZ component. But both
governing parties also included influential moderate and neoliberal fac-
tions. In Hungary the Socialists’ coalition @mﬁﬁwoﬁ Em Free Umboﬁmﬁmq
further counterbalanced the more hard-line union wing of the Socialists.
In Poland, the SLD coalition partner, the Peasant Party, was Joﬁ m.; all
reformist in its leanings, but was largely indifferent to Em pension issue
because farmers’ pensions were separate ?oE. the main system .mba
excluded from the proposed reforms. While union officials were given

1 This solution prompted bitter criticism from a range of politicians and others, including
the Socialists’ coalition partners, the Free Democrats.
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their say, primarily in the Tripartite Commissions, the dominant partie
were able to exert party discipline on crucial votes. ;
In addition to the major union federations, reformers also had to deal
with a number of more specialized groups. In both countries, miner
teachers, railway workers, and some smaller occupational groups enjoye:
early retirement or higher pension privileges. In Poland, miners receive
double the average pension and retired roughly nine years earlier
(Hausner, Chapter 7, in this volume). These groups are politically pow--
erful: for example, the Hungarian railway system has been permitted to
accumulate massive arrears to the pension system over many years. In
Hungary, potential opposition from these groups was avoided by post-
poning any attempt to alter their privileges. In Poland the first package:
of laws sent to the Sejm similarly evaded the issue. The second package,
approved in late 1998, established a uniform system for all workers who
have not already qualified for pension privileges. The government pro
posed and the unions have agreed that older workers in previously priv-
ileged sectors who have not yet worked the full number of years required
to qualify under the old system will be compensated on terms to be nego
tiated within the Tripartite Commission (rather than through the legis
lature) after the new system has been adopted. Costs of compensation:
will be borne by the general budget rather than the pension system. An:
important feature of the Polish reform scheme is the creation of notional
defined contribution accounts within the old PAYG component, linking
individual workers’ contributions more closely to the benefits they can
expect on retiring. Among reasons why the reformers favored this
feature (adapted from Swedish and Latvian experience) was the fact that
it is inconsistent with, and therefore might ease the elimination of
privileges for particular groups (Hausner, interview).

Among major stakeholders one other category must be mentioned:
private insurers and (in Hungary) firms already established to manage;
voluntary pension funds. In Poland, representatives of the assoclation of
insurance companies met a number of times with the plenipotentiary.
They sought reforms based on capitalization, broad access for private.
insurance firms (including foreign firms) to second-pillar programs,
and equal tax treatment for firms managing mandatory and voluntary
pension funds. The group was disappointed with respect to several fea- -
tures of the semifinal design, and indeed reopened certain questions of
tax treatment with the new government after the September 1997 elec-
tions. The process of consultation itself, however, was viewed as trans-
parent and reasonable (Kostkiewicz, Myjak, interviews).

In Hungary, the process through which existing private insurance and
pension firms had access to the reformers was less transparent. Private

_ voluntary individual and group pension funds had expanded H.w?&% mﬁwﬂ
they were authorized late in 1993. By late 1997 some 250 pension mutuals
. had been established, with about 600,000 members (over 15 ,@Qowa of

the labor force). Employers favored such plans cmomcm.@ they did not rme
‘to pay taxes on the wages contributed to the pension wooocim. (G4,
interview). Whereas experts from the sector were invited to advise on
technical aspects of the reforms, no channels were set up for more mqwoum
tured representation or negotiation. Perhaps G@omcm.o. of concerns t M
too many firms would compete for the new o@@nﬁﬁzﬁom Qomﬁma. by the
reforms, or perhaps in part because of political influence, the ﬁ%&mﬁﬂb
governing the qualifications for managing mandatory moo.ona-E:.ma Hd% S
favors the largest already<established firms, many .Om ME% are linked to
large, often foreign insurance or banking companies.

Watchdog Institutions and Their Influence

In designing politically feasible reforms, the peunsion reform ﬁMmBmd h.b
Hungary and Poland had to consider not only mﬁmWogEon. and public
‘opinion, but alse the probable reactions of o<oa.m_m€ H.umsgcowm.
Constitutional @5 in both countries, and the H:mﬁgzos of the
Ombudsman in Poland, can review and reverse the actions of govern-
‘ment agencies. These institutions are independent o% oﬁ.rma governmen-
tal bodies, including the judicial system. The ooumﬁ::a.on& courts mMm
responsible for protecting the integrity of the constitution and the
values it embodies. They have the power to o<a§¢5.m@wo&o mom.ﬂ:mm.
of laws judged to violate constitutional mcmn:;.oo.m of individual rights;
in Hungary this can be done even before a law is implemented. .

The legal concept of acquired rights to benefits Wmm proved an impor-
tant constraint on changes in the design and financing of m.on; bene-
fits. In Hungary, Minister of Finance Bokros’s .Eom mcmﬁm.bg @wowmmm
included provisions to substitute Smmmﬁ@a. for universal @E:E assistance
and to modify sick pay and other @Hoimposm. Hﬁw Constitutional Muowhm
promptly declared some of these measures invalid, because Som aile
to provide an “adequate adjustment wodoa.u:.oH were more fun Mn%bw
tally in conflict with the constitution. The minister of finance stated tha

1 After obtaining a formation license, a firm had six months to recruit at Hmmmﬁﬁm%mw
members and to meet requirements regarding staff, procedures, and a@.EnB.m%H _ Lne
requirements favored those third-pillar funds linked to nsurance ooawwEwmu wi nlar m
numbers of agents to recruit members, and ready access tO capital to mbm,woo%c e mm
equipment and arrangements. Of 250 funds handling voluntary @obmﬂowooﬂwn s, about 5
applied for licenses when the reforms went into effect in January , an y
handful had recruited 2,000 members as of March 1998 (Spat, interview).
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the court’s decisions wiped out half of the expected savings from the aus
terity package (Saj6 1996: 35; Dethier and Shapiro 1998: 458).

Anticipation of such rulings led the pension reform teams to certair
decisions about design. For example, in Hungary the reformers initiall
planned to require all workers below a cutoff age (in the mid-thirties
to direct part of their social security contributions to individual second:
pillar accounts. However, later they decided to make contributions com
pulsory only for new workers entering the labor force (who did not yet

have acquired rights in the old system), while letting current workers of
any age choose whether to do so, thereby avoiding possible adverse judi-

cial rulings (Dethier and Shapiro 1998: 463).
In Poland, in addition to the Constitutional Court and ombudsman
a legislative council advises the prime minister regarding the constitu

tionality of proposed legislation. Composed of established, mainly older.
lawyers, the council was familiar with Communist and traditional

Western European social-security arrangements. Most of its members
opposed the mandatory fully funded second pillar, which they regarded
as contrary to the basic principles of solidarity and to state guarantee

underlying a pension system. Some of their concerns were met by adding.

a state guarantee underwriting any deficits in the mandatory pension

funds. Doubts that the new system even qualified as “social security’
within the meaning of the constitution were resolved by noting that the

PAYG pillar would continue to receive more than half of the mandatory

contributions to the system. =

Outcomes

Concessions to pressures from oversight institutions and varied interest:

groups substantially reshaped both Polish and Hungarian pension

reforms from the ideas originally put forward by ministries of finance.

But in both countries multipillar systems have replaced the single tradi-

tional PAYG approach. Hungary now has, in essence, a four-pillar system:
“a ‘zero’ pillar consisting of a means-tested income guarantee for the old
financed from general taxes; a first pillar, consisting of an @mEEmM
related PAYG, financed entirely from contributions; a second npillar,

mandatory, private, and fully funded; and a voluntary pillar” (Palacios

-and Rocha 1998: 211). As a result of compromises regarding the alloca-

tion of workers’ contributions between the first and second pillars, the
new second pillar initially will receive only a quarter of pension contri-
bution funds, while the first, PAYG pillar will continue to constitute the
bulk of the system for many years into the future. The reforms also sub--
stantially modify the PAYG component, including a gradual increase in ,
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the normal retirement age to sixty-two (from sixty for men and E&rmz\o
for women), an increase in minimum years of service for o.ml% retire-
ment, and a slightly delayed change in the formula for indexing benefits
(linking pensions to wages and prices equally, rather than solely to net
wages).

In Poland, legislation approved in June and August 1997 creates a

mandatory fully funded second pillar, authorizes and HomEmﬁ.@m a <o.:5-
tary pension insurance system, and earmarks revenue from privatizations
to help finance the costs of the transition to the new system. ﬂum.m@mo.sa
- package of bills, ‘approved in September Gom.v creates notional E&.Sa.'
“ual accounts within a reformed PAYG first pillar ,NEQ H@acOmm or o:B.T
nates special privileges within that system mwa specific ooo.cwmﬁ._ocm. As mb
,mczmmg the system offers workers in the middle generation (in Poland’s
case, between thirty and fifty) a choice between the old .Ea new system.
The parliamentary commission that reviewed E@ legislation rej ected
government proposals to change the age of retirement from sixty for
women and sixty-five for men to sixty-two for all workers, but accepted

\;,

the rest of the @Em@m%@a legislation.

" In both countries, critics from both sides — those opposing the concept
of a multipillar system and those who would have preferred more rapid

.and thoroughgoing shifts to a fully funded system —.were left dissatisfied

with the outcomes. In Hungary the former group in particular felt mar-
ginalized by what it viewed as a steamroller process (Ferge 1997). But
most major stakeholders felt that they had been .oo:mc:oa and had .Wma
an impact on the outcome. In short, the democratic process substantially
molded but did not block major systemic reforms.

The Third Puzzle: Why Pensions but Not Health?

In both Hungary and Poland in 1998, it is often Q&.Bma that w“rmmEH
reform has not begun.” That is an exaggerated view, @mwmo&E in
Hungary. There have, in fact, been major changes in health-care delivery.
But in contrast to the stories of pension reform, to date there has not
been a focused drive to establish a new model or vision for the sector.
Therefore there is no compact “reform story” to be told.

Problems: of the Sector and Attempts at Reform

Hungary and Poland inherited from the Communist era vmm:?om.aw
delivery systems that provided universal coverage mma.moEo Emﬂ-@cmrg
services but were also burdened with major inefficiencies. These Eo:m&m&
excessive emphasis on hospital care and excessive hospital capacity, a
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lack of long-term care facilities like nursing homes (adding to the pres:
sure on hospitals), neglect of public health and healthy life-st
programs, and too great reliance on medication, among many other prob
lems. In both countries, as almost everywhere in the post-Communis
world, patient copayments were virtually unknown but under-the-table
“gratitude money” was ubiquitous, both to reduce waiting time and to.
obtain better service. Historical allocations and political jockeying.
largely determined the distribution of investment funds, and mainte
nance was widely underfunded and neglected. ;
In Hungary, a series of reforms considerably altered the health-care
delivery system after 1989. But most of the changes proved to have
severe flaws (Orosz, Ellena, and Jakab 1998: 227, box 8.2). Funding was
switched from general taxes to compulsory insurance in 1990, collected
jointly with pension contributions from workers and employers. As men-
tioned earlier, in 1992 the Social Insurance Fund was split into a Health
Insurance Fund and a Pension Fund. The responsibilities and powers of
the Health Insurance Fund were not entirely clear, and there were con-
stant power struggles with the Ministry of Welfare and the Ministry. of
Finance. The fund also had chronic deficits. After the 1998 elections the
Health Insurance Fund was placed under the authority of the prime.
minister’s office. i
Private practice was legalized in 1989. Many physicians with private
patients free-ride on the public system, for instance, using the laboratory
services and diagnostic facilities of public clinics or hospitals where Sn%
are also employed. The pharmaceuticals market was also liberalized.
While products became much more available, their prices also soared
contributing to high public spending on health care. Ownership of public
hospitals and clinics was transferred to local governments in 1990, but
little control over financing and operations went with the legal titles.
Primary care was reformed in 1992, converting district doctors to “family
physicians,” introducing capitation payment, and offering greater scope
for patient choice, but primary doctors continue to offer mainly pre-
scription and referral services. An attempt in 1995 to cut back on excess
hospital capacity accomplished little but generated tremendous opposi-
tion among health workers and the public.
Janos Kornai (Chapter 6, in this volume) suggests that by the mid-
1990s the health-care sector in Hungary displayed many of the charac-
teristics of “market socialism” in the larger economy a decade earlier.
Opaque and muddled property rights for facilities, tight wage controls,
fixed service prices, the limited autonomy of the directors of operating
units and frequent intervention from above, and soft budget constraints -
create an array of perverse incentives. A small private sector provides:

hoice and better-quality services for the wealthy and near wealthy; most
f the population grumbles. .
“When the Hungarian Ministry of Finance began to press for pension
eforms, in late 1993, it intended to tackle health-care delivery reforms
as well. Indeed, health was viewed as the more important of the two,
ecause the system provided greater scope for EmE@EmQOP was more
_opaque, and was subject to pressure from many lobbies. The aoE&o
program proved too ambitious womnom:& and rmm_E reform was quietly
~dropped as a near-term goal. Indeed, it was a dispute vmgwg the
reformist minister of finance Lajos Bokros and the Hoﬁm:a@m. of the
_cabinet over the deficits of the Health Insurance Fund that Emm@w@a
Bokros’s resignation, although the underlying causes for his meﬂmamﬁom
were broader. By autumn 1997, however, with pension reform legislation
safely passed, the Ministry of Finance appointed a new Qom:.:% state sec-
retary whose primary responsibility was to plan and coordinate health-
sector reforms if the government won reelection in May 1998. H..Hoa.aoz\wﬁ
' the elections put ifnpower a new coalition, which promptly m:B:.Eﬁom
_the autonomy o@@manOb and health insurance funds and split the
former Ministry of Welfare. .

In Poland, planned reforms in health-care delivery rm.ﬁw been less
extensive, although there has been oowmﬁoa@rw ormnmw in the m.oﬁcm:
system “by default” (Kochanowicz 1997: 5). Private practice and private
hospitals were authorized in August 1991. By H@@.u Hocmr.:\ half of
Poland’s 70,000 doctors split their time between public and private prac-
tice, while the remainder worked solely within the public system. Hum.:,CQ
ularly in Warsaw, not only the wealthy but the middle classes increasingly
turned to private practitioners. An estimated 40 percent of all resources
spent on health care comes from out-of-pocket .@m%BoEm.,. that sum
includes sizable copayments for medications and épao.mﬁwoma illegal gra-
tuities within the public system (Koronkiewicz, interview). o

“Most public health caré is provided through the vovoidships or
provinces, and by local integrated health-care management units.
From 1992 on, health funds from the national budget bypassed the
Ministry of Health and went directly to the vovoidships. A HE.BGQ of
limited but important programs have been introduced to improve
health-care provision, including measures to mﬁmdmgmn the B_m of
primary-care physicians, encourage use of oomﬁmoﬁEm, mba.mﬁwwﬁawﬁ
with integrated services that include prevention and public-education
components. . .

Despite planned and unplanned changes, basic problems persist, and
new ones have been introduced by the changes themselves. Health-care
providers and the public are both deeply dissatisfied. Proposals for more
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far-reaching and integrated reforms have been debated since the begi -
ning of the decade. In 1995 the Ministry of Health and Social Welfare
prepared and the government approved legislation that would shif
health-care funding largely to an insurance basis and restructure aspects
of health-care administration. Meanwhile a small commission associat
with the Solidarity opposition prepared a less detailed alternatis
approach reflecting the views of the physicians’ union. This competing
sketch was also submitted to the Sejm, through President Wate )
(Tymowska, interview). The Parliament established a special commissior
to develop an integrated proposal. In February 1997, after eighteen
months of work including extensive consultations with many foreign
experts, a bill establishing the broad outlines of a new national health
insurance system was approved by the legislature (Bossert and
Wlodarczyk 2000: 13-15). :
Yet even as the legislation was nearing completion, some within the
government sought different changes. The mandate of the Government.
Plenipotentiary for Social Security Reform, established late in 1996, orig-
inally included health-sector reforms as well as pensions. The Ministry.o
Health strongly objected to what it viewed as an intrusion on its re-
spousibilities. After the death of Minister of Labor and Plenipotentiary
Baczkowski, the new plenipotentiary made clear that he would address:
health reforms only if the primary responsibility were assigned clearly
to him and not to the minister of health. That was not politically feasi-
ble,” and the plenipotentiary therefore focused on pensions alone:
(Kornatowski, Rutkowski, interviews). e
The new government that took office in autumn 1997 drafted legisla-
tion needed to implement the broad health-insurance reforms designed
by the previous government. But it was critical of aspects of the earlier
legislation. The coalition members also disagreed with each other,
especially regarding the role of local governments in the new system
(Tymowska, Kornatowski, interviews). Indeed, for years proposals for:
reorganizing the health care system were entangled with the broader.
issue of restructuring subnational governments and their relations with
the center, and neither reform was able to move forward. In July 1998,
however, a bill restructuring local government was finally passed. Legis-
lation establishing independent public health-insurance funds and a new
system of contracting for health services followed. But the Amended
Health Insurance Act was partly inconsistent with the Public Adminis-
tration Act on subnational government, and left important issues to be

* Among other factors, the minister of health was seriously ill at the time, and the prime:
minister was most reluctant to undercut his authority (Hausner, interview).
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a,ommHBEma by future regulations (Bossert and g_oamao@\w 2000: 15-
17). Dispute over specifics continues, and implementation has been

extremely difficult.

* In short, in both Hungary and Poland the need and demand for health-

sector reforms have been strong, but decisive action has been difficult or

impossible. What accounts for the contrasting histories of pension and
health-care delivery reform efforts?

~ Political Obstacles to Reform: Multiple
Powerful Interests
R
Proposals for health-care reforms affect a U.Homa.mba ,.\miwa array of
vested interests. Given the widespread &mmmﬁmmmoSoaw ﬁmg the systems,
e oroups seek not to block but to control change. .
EMM MMM%MMCMHE@M the ministries of health tended to reflect the inter-
ests of specific groups of doctors, rather than a broader spectrum
of health-careproviders. In Poland under the SLD mowouna.gr for
instance, the ‘mimistry was strongly influenced by the B@Qo.m_. elite asso-
ciated with teaching hospitals (directly linked to 5@. BS&Q&..H&&
influence was reflected in ministry proposals for revised administra-
tive structure, carving the country into regions that corresponded

_ with medical academy locations. but not with other administrative units

i i ts of health-
Tymowska, interview). In Hungary, ooEHQ over most aspec
mew administration shifted from the Ministry m.vm Welfare to Eo. E@mzr
Insurance Fund when the latter was created in 1993. The division of

_responsibilities and power between the fund and the ministry became a

chronic source of tension. In neither country was the ministry particu-

- larly powerful within the government.

Health care providers in both oocbamm are @mmEaEwa, in part as a
result of highly segmented and mcmowm_ﬁ.m@ Communist rmw.:r-wmao
systems (Ellena, interview). Doctors are divided mESm many E.Hmm.. ww
primary care versus specialized services; E\ m@@o&o %@Qm:ﬂmmw y
engagement in private practice versus full-time public-sector employ-
Doctors’ interests also diverge from those of other Eo&o&
workers. In Poland there are often ten or more ﬁaocm H.me@m@Ewa ina
single hospital (Tymowska, Eﬁwaimév” Medical universities .rm<m EQM
own (usually quite powerful) associations; so do ﬁbmﬂoﬂm_ directors m
hospitals, various categories of nurses, and @:E_o-r@.m:r éoimoam” n
principle the Medical Chamber provides an overarching onmENmMoP
Although membership is compulsory for doctors, however, the chambers
are not necessarily representative. In Poland, the o.rde@H has often
acted like a union, organizing strikes and demonstrations. Many doctors
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are indifferent to or alienated from the chamber, and very few take part
in its elections (Tymowska, interview). ‘
In both countries, medical workers in general regard themselves as
seriously underpaid, and they have indeed suffered substantial drops in
the real value of their official salaries. Gratitude money and fees for
private practice partly counterbalance dwindling real salaries but are
extremely unequally distributed. Many health-care providers feel that
funding is the root of the sector’s problems, although awareness of the
need for cost consciousness and efficiency is growing (Orosz, interview).
Many also want to keep the security of public-service jobs, at the same
time that they would like higher incomes and greater autonomy.
In both Hungary and Poland, local and provincial governments also
have major stakes in the precise design of health-care reforms. In Poland,
expenditures on health account for more than half of all expenditures
at the level of the vovoidships or provinces (Kornatowski, interview).
Health services are also a major function of the much smaller g’minas.?
Even modest changes - for instance, pressure to make more use of con-
tracting —may make vovoidship officials nervous, because they lack expe-
rience and fear that choosing one provider rather than another may.
provoke protests (Luczak, interview). Subnational officials are under-
standably wary of proposals that increase their responsibilities without
commensurate increases in authority and funding. More radical shifts in -
unit boundaries, or in the responsibilities and funding sources of exist-
ing units, have sweeping implications for control over jobs, money, assets;

and political relationships. :
The pharmaceutical sector — domestic and foreign manufacturers and
distributors, and pharmacists themselves — are also obvious interested
parties in health reforms. In both Hungary and Poland, excessive pre-
scription is a serious weakness of the health-care system; coupled with
rising prices, this is also a major source of increased costs. Both countries
have addressed the problem partly through increased reliance on patient
copayments. In turn, that has prompted concerns about the burden ‘on
the poor. Hungarian attempts to compensate through means-tested sub-
sidies have led to widespread cheating (Orosz et al. 1998: 242-43).
Public opinion is also broadly and intensely engaged by proposed
reforms in health-care arrangements. Commitment to free public service
has probably been eroded in both countries by the growing use of private
care and the prevailing practice of gratitude money for public providers;
Surveys indicate strong public support in Poland for shifting to an Emc,ﬁ

ance system of funding, though it is difficult to judge whether Ew support
reflects realistic expectations regarding the effects of mE.& a mE.@. Other
kinds of changes, however, may well prompt public outcries. H.uoH instance,
when in 1995 the Hungarian government attempted to rationalize and
reduce the number of hospital beds and to close some of the least effi-
cient clinics and hospitals, there was strong popular resistance from those
who had been using the targeted centers. . N

As with pension reforms, oversight Em.mESomm also are political
players. For example, the ill-fated Hungarian attempt to cut back on
hospital beds was complicated by the fact that the .Oonﬁ:cﬁo.u& Oofﬁ
ruled the cuts could not be carried out through a simple administrative
regulation. Instead, the court required a detailed law to be .@Hmmgﬁoa to
the Parliament, specifying how many beds were 8.@@ cut in each Hoom.;
jurisdiction. The predictable result was to mobilize intense local opposi-
tion (Ellena, interview).

\\J Unassertive External Players

N

External forces have been much less active in promoting health than
pension reforms. Many international, bilateral governmental m.na non-
governmental agencies and groups provide technical and financial assis-
tance to the health sector in Eastern Europe. Zo%.% these focus on
specific projects; few address broader health @o:o:u”m and strategies.
Among these few, the World Bank has played the leading role. Even the
World Bank, however, has not pursued a sharply focused sector strategy
in either country (Ellena, interview; World Bank 1997). Moreover, the
bank’s frustration with the Hungarian government’s @woi% thought
through reform attempts (such as the attempt to cut hospital beds) con-
tributed to the 1996 decision to remove health-sector components from
a-large Public Sector Adjustment Loan.

The Missing Blueprint

Closely linked to the absence of assertive external .Emcmbom is the fact
that there is no dominant model for health-care delivery .HmmoHBm mbm;o-
gous to the recent international semiconsensus regarding BEEU.EE,
pension systems. Health systems vary widely among wealthy nations.
Almost all confront serious problems and provoke widespread criticism
from care providers and the public. Although there may be considerable
agreement on broad principles and goals, and no shortage om. proposals
 to address specific issues, in most countries there is no blueprint or even

 G’minas were the smallest unit for Polish local government until restructuring in late
: a “vision” of an improved system that commands broad consensus.

1998.
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Mwwmww .wﬁ&&om BmEd.m. Hr@ international semiconsensus regarding the
ability of the multipillar system not only bolstered the oosﬁoaow of

the proponents of the conce
pt but also prompt i i
World Bank and other external support. promplec direct and vigoroeh

In contrast, during interviews in Hungary and Poland, half a QONmn

health-sector specialists remarked, spontaneously and not in response to

MWMMWO .@cmmmmz@ that there was as yet no broad vision of a bette
1oning and sustainable health-care deli )
v . elivery system (Orosz, Csab

llena, Kornatowski, tuczak, and Tymowska, interviews). The inconclu

mow\M Mmcam@ of Hmmoﬂw proposals in Poland illustrates not merely absence
greement on a single approach, but a process that might be describ a

wwn wmaogwma@ approaches. Presumably the Hungarian Ministry .o
nce had i mind precisely the need fi isi ”

: pre¢ or a vision of health-sector

Mﬂmwmambm \sros it ooH.EEmm_ouma a book-length study by prominent econ-

anos Kornai. That book, written to be accessible to the genera

public and published early in 1998, may indeed help to structure and

advance public debate in Hungary.
RMMMW memaow%“ow .oﬂmoﬁwimmzm a blueprint for health-care Q&?w@
ed 1n the character of the sector. They fl m
the structure of the sector, with i  of opetation and s
, with its many levels of i ,

holders, but also from th i e obyeotives and &

( , ¢ complexity of health-care objecti
difficulties of measureme i cation. hetthcns
nt and valuation. Like ed i
o . . education, health-care
\ %%Mﬁw_\ serves multiple goals and constituents. It is difficult to reduce
mrmzawmmmwmmm m:MOb% mMocbm and goals to a common denominator. How
rces be divided between improved i : ,
Clderly? Princisles of et imp care for children or the:
quity and solidarity demand that i i
and facilities be available to o thould ther
everyone, but how generous shoul
guaranteed package be? There ar N
? e no ad i ,
these and similar questions. Fauate tochnical answers to
ﬂoﬂmo%%wmv again like education and in much greater degree than pen |
» nealth programs produce not only crucial indivi :
oo tromendi o . v al individual benefits but
also 1 portant public goods. The public d
implies a major role for the i o wision of revmonst
npl public sector, but the -divisi i
bilities among public (nati : enctes, v
ational and subnational) a i i

profit agents, voluntary organizati o tatvidocs
. its, ons, households d indivi is:
highly flexible and imm  Chapter 6 o
ensel i i in this
iy y controversial (Kornai, Chapter 6, in this
. mw,\wm Qﬁwmmo ooqumemmm and characteristics, neoliberal economic con
pproaches that have provided the i -

cepts ar . . paradigm for many of th
Institutional reforms in market-oriented structural adjustment Bmww\ %EM
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only partially and with substantial caveats in the health sector. And, as
Kochanowicz notes, liberal analysts have given much less attention to
reform of social sectors and welfare provision than to Macroeconomic
policies and directly productive economic sectors. The appeal of Western
European social democratic models has dwindled with the growing crisis
of the Western welfare state; even in strongly Catholic Poland no clear
Christian Democratic approach has been articulated. But the now-
dominant neoliberal intellectual current provides only partial and
uncertain guidance (Kochanowicz 1997 5).

Some Implications for the Process of
Social-Sector Reforms

As more post-Communist countries move beyond initial stabilization

~‘and liberalization, social transformation issues will become increasingly

central. ﬂmm\mﬁca% uses a simple two-country, two-sector set of compar-
isons to explorg some of the factors that ease or hamper far-reaching
social-sector-Teforms. The contrasts between rather radical reforms in
pension systems and fragmented and inconclusive change in the health
sector reflect differences in intrinsic complexity, in centralized versus
decentralized administration and delivery, in the variety and commit-
ment of vested interests;in the availability of clear-cut “models” to focus
proposals and debate, and in the role of external influence.

‘On all these dimensions, pension reform is “easier” than health-sector
reform. Pension systems are much less complex administratively, nor do
they generate large, powerfully organized providers’ associations. In
recent years a fairly clear-cut, though not uncontroversial model or vision
of pension reform has helped to structure national debates. Powerful
external actors, both public and private, often directly or indirectly
support application of that model in specific countries. Nevertheless, in
both Hungary and Poland pension reform required extensive debate,
consultation, and compromise. More generally, in democracies, reforms
in social sectors and especially in social services (health and education)
are likely to demand extraordinary efforts to develop at least partial con-
sensus on the broad outlines of new arrangements and to encourage
coalitions willing to support specific building blocks.

The process of social-sector reforms may affect not only the sustain-
“ability of the reforms themselves but also the broader consolidation
" of democratic government. Put slightly differently, the manner and

channels through which reforms are designed, adopted, implemented,
assessed, and modified will be viewed by citizens as partial evidence of

how well their political system is working.
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To some extent, of course, this applies to all reforms and, indeed,
any significant change in economic policies. A government that decid
most major economic and social policies behind closed doors and Tesorts
to decrees to sidestep public debate and legislative approval forfeits th
legitimacy that democratic processes can generate, even if the economi
decisions themselves produce generally good results. If the patternis
long continued, citizens are likely to regard their country’s democrati
institutions as flawed and weak. ;

However, public opinion in democracies will accept top-down decisio
making in some matters more than others. People expect policy decisions
widely viewed as arcane, requiring highly specialized knowledge, to be.
made by “the experts.” Top-down decision making is also more accept-
able to address problems viewed as urgent, where the costs of delay are
obvious. Most of the public therefore regards it as appropriate that decj-
sions regarding macroeconomic policies should be made by a small circle:
of high-level officials, especially in a crisis. On issues that they believe
they understand in greater degree, and where there is no obvious reason
for rapid action, citizens in democracies are much more likely to expect
open debate and consultation. Social-sector issues in general fit this
description. ,

At the same time, many social-sector reforms bear directly on wide- -
spread and deeply felt fears, hopes, or values. It is often noted that social-
security reforms are difficult because they affect entitlements. In the
post-Communist world, however, many, perhaps particularly young T

people, doubt the capacity of their country’s institutions and economies:
actually to deliver the pensions, health care, and other benefits required
by law. Their doubts open space for reforms. A
Although belief in entitlements may be less of an obstacle to reforms
in some post-Communist countries than is often assumed, proposals for
reorienting social services and transfer programs nevertheless rouse
powerful emotions. The wrenching transformation of the past decade has
increased opportunity, liberty, and affluence for many. But transforma-
tion has also sharply increased Inequality and — perhaps more important
- insecurity for much of the population. Most middle-strata people who
have managed to maintain, recover, or increase their incomes must
nonetheless worry about job security, declining quality of public-health :
and education services, and pension systems that look increasingly inad=
equate. Private insurance is still unfamiliar, often unavailable, and for
many unaffordable. ,
Almost all concrete social sector reforms will generate considerable
opposition and even broader skepticism, unless and until they produce
clear-cut benefits. Procedural legitimacy ~ the widespread perception:

that not only the formal rules but also the spirit of open and fair QMWMMO
“'were observed, and that all major Eﬁmammﬁ@a. groups had an oWona ooHN
to state their case — is probably a more obtainable mo&.&mb roa oon-
sensus on specific designs. It may well be that the BEEM;B @0505@
requirements for sustainable social-sector reforms Eowm ow@ co nede
 with what is needed to maintain or aw@@g confidence % t m.mw <
_system’s capacity to heed and, at least wmaﬁ.m:% to respond to wi e w fel
concerns. Such a double reward for attention to the process — e not
“only the design — of reform may be one of Em few o?wﬂ:msnu conc
growing out of this éwcomﬁ complex and daunting set of 1ssues.
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