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Supplemental Health Insurance: Did Croatia Miss an Opportunity?
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Croatia continues to face a health-funding crisis. A recent supplemental health insurance law increases revenues
through first increasing co-payments, then raising the payroll tax to cover those co-payments. This public finance
“slight-of-hand” will not solve the system’s structural issues and may worsen system performance both in terms of effi-
ciency and equity. Should Croatia have considered private supplemental insurance as an alternative? There is a new
single private supplemental health insurance market now evolving over the EU countries and into Eastern Europe. Cro-
atians could take advantage of lowered costs due to larger risk pooling and the lower administrative overheads of ma-
ture insurance organizations. Private supplemental insurance, when designed well, can address several objectives, in-
cluding a) increased revenues into the health sector; b) removal of the public burden of coverage of selected services
for certain population groups; and c) encourage new management and organizational innovations into the sector. Pri-
vate and multiple company insurance markets are thought to be superior in terms of consumer responsiveness; choice
of benefits; adoption of new, more expensive technology; and use of private sector providers. Private sector insurers
may also encourage “spillover” effects encouraging reforms with public sector insurance performance. There is al-
ready an emerging private insurance market in Croatia, but can it be expanded and properly regulated? The private in-
surance companies might capture as much as 30-70% of the market for certain services, such as high cost procedures,
preferred providers, and hotel amenities. But the Government will need to strengthen the regulatory framework for pri-
vate insurance and assure that there is adequate regulatory capacity.
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The Challenge

It is no secret that the fundamental challenge fac-
ing Croatia’s health system remains that demands for
more and better health care services are virtually un-
limited, but the resources available to meet those de-
mands are severely limited. Reform initiatives under-
taken since 1993 have somewhat stabilized the rap-
idly deteriorating situation faced by Croatia’s health
system in the early 1990s. But the multiple problems
of high expectations on the part of the public and
health providers, an inefficient and costly structure to
provide health services, and limited national re-
sources to finance those services remain the central
challenge of health sector reform (1).

Indeed, the Croatian health sector has continued
to find itself in a fiscal crisis. In 2000, the payroll tax
was lowered from 18% to 16% (7% for employer, 9%
for employee), but then the public insurance fund
again found itself in debt. The existing stock of arrears
stood at approximately 2.5% of gross domestic prod-
uct (GDP) at the end of 2000, and by September 2001
was further increasing by about 120 million HRK per
month or about 1.5 billion HRK annually – about
10% of the overall Health Insurance Institute reve-
nues. It instituted an overall global cap for hospital

care, but some observers saw this applied pressure as
mis-focused, instead encouraging queues for certain
high-end services, such as cardiac surgery, percutane-
ous transluminal coronary angioplasty, and stent. The
current budget has again called for further squeezing
on hospital budgets.

Longer term, health reform efforts must focus on
multiple fronts. New policies are needed that can en-
hance the efficiency and effectiveness of the system to
provide care based on high standards of medical and
scientific practice. New steps must be taken to im-
prove the understanding of both the public and health
professionals regarding their roles in the evolving
health system. Financial incentives should be put in
place for all actors in the system – both providers of
health care, including hospitals and physicians, and
consumers of that care – that encourage the efficient
production and use of health care services. The first
steps have been taken, including new pilot programs
in Koprivnica, which test a number of financing and
delivery changes (2).

Recently, the Croatian Government passed a
new supplemental insurance law. Some saw this as a
part of the reform agenda, but others were not so sure.
In this article, the new law is briefly reviewed, and is
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placed in the context of multi-country experience for
introducing supplemental health insurance. It is pos-
ited that supplemental insurance might be better or-
ganized and sold through a private market context,
especially in light of an evolving EU-based market for
this product. Probable impacts and options are as-
sessed for the sector in light of this new legislation,
and probable impacts of private insurance products
discussed.

Recent Legislation

To help meet the revenue shortfalls, Croatia has
passed the legislation changing its benefit package,
and then stimulating the purchase of a supplemental
health insurance plan, slated for implementation in
2002. Briefly, the new law enacts the following:

1) New co-payment “price schedule” for se-
lected services in the current benefit package, with an
emphasis on services in the hospital, specialist care
and diagnostic tests. There are 22 diagnostic catego-
ries, which would come under higher co-pays. The
proposal includes higher co-pays for pharmaceu-
ticals.

2) Offering a supplemental health insurance
package to cover these new co-pays to re-establish
the level of full coverage now in place. Second, it will
facilitate the purchase of brand-name drugs over
generics as well as longer-term care. Third, it will
cover the use of high-end services in private facilities
and with private providers.

3) The supplemental health insurance can be
bought through the public insurance agency – the
Health Insurance Institute – but not from a private in-
surer, though only one currently exists. Implicitly,
there is an expectation that the supplemental health
insurance will act as a new tax revenue source for
Health Insurance Institute. Second, there will be a tax
refund for anyone or any employer that purchases the
supplemental health insurance. So, there will be a
negative impact on general revenues for the Govern-
ment as a whole. Local government will be affected
significantly: profit and personal income tax – shared
taxes between state and local government – are major
sources of revenues (around 46% in 1999) (3).

4) The new, higher premium can be easily pur-
chased by those paying the payroll tax (formal econ-
omy) currently. It can be done at the individual or em-
ployer level. The premium has been estimated from
HRK40 to HRK80 per month (February, 2002).

5) However, there are categories of population
not currently paying contributions: children under 18
years of age; pensioners; those pregnant and under
maternity benefits; farmers; unemployed; households
with head over 65 years; and those on social benefits
such as those who are disabled.

These groups make up somewhere between 1.7
million and 2.0 million people of a total population of
about 4.5 million. Until the new law, the Health In-
surance Institute covered the contribution for these
groups. Under the supplemental health insurance leg-
islation, the new supplemental health insurance pre-
mium could be partly or entirely picked up for most of

these groups by the local (county) governments, and
then paid to the Health Insurance Institute. This
would be a second source of new revenue for Health
Insurance Institute, which could pay part of the pre-
miums for kids, pregnant women, and pensioners
over 75 years.

While the regulatory details are being devel-
oped, there are issues of both equity and efficiency in
the new legislation. From an equity standpoint, for ex-
ample, 40% of poor citizens of Croatia live in house-
holds where the pensioner or an inactive elderly per-
son is the breadwinner. At least 25% of the elderly do
not receive pensions at all, and at least 50% receive
pensions below the poverty line. Any partial cover-
age could further erode access to quality care for
these groups.

From an efficiency standpoint, the new supple-
mental health insurance law is at best a public finance
“sleight-of-hand” trick to generate new revenues for
the Health Insurance Institute at the expense of the
Treasury and local governments. It could have the ef-
fect of generating debts in other government sectors,
or a call for new, higher taxes, or both. More funda-
mentally, it does nothing to help restructure the in-
centives underlying the overuse of services and drugs
and the inefficient allocation of resources. It may not
be enough to cover Health Insurance Institute debts
even if utilization does not change over the next few
years.

Are There Alternatives?

It is somewhat surprising that Croatia has not
taken advantage of the new single private insurance
market now evolving over the European Union (EU)
countries and into Eastern Europe. Recent changes in
EU regulation, culminating in the third non-life insur-
ance directive, have led to the creation of a single
market for private supplemental insurance in the EU.
Such a change could mean that Croatians could take
advantage of lowered costs due to larger risk pooling
and the lower administrative overheads of mature in-
surance organizations.

Private supplemental insurance, when designed
well, can address several objectives. It can encourage
increased revenues into the health sector; remove
public burden of coverage of selected services for cer-
tain population groups; and encourage new manage-
ment and organizational innovations into the sector.
The management and information systems in private
insurance arrangements often use up-to-date software
in claims processing and in profiling providers both
on quality and cost. These innovative approaches can
have spillover effects on the entire sector.

Mossialos and Thomson (4) distinguished be-
tween two types of supplemental insurance in the EU:
complementary, which provides cover for excluded
or not fully covered services by the State, and supple-
mental, which provides faster access to services,
greater consumer choice of provider, and amenities,
such as private rooms in the hospital. The largest mar-
kets are currently Germany, France, and the United
Kingdom. As least 17 companies sell supplemental
insurance in Germany alone. Currently, there is high
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use of supplemental coverage in EU countries, ac-
cording to the Mossialos and Thompson framework
(Table 1).

Current Market in Croatia

In Croatia, there are 29 companies that sell insur-
ance. About half (52%) of the market share is held by
the Government-owned insurance company, a joint
stock company, which is (according to the schedule)
to be privatized by the end of 2002. Smaller compa-
nies are being more closely scrutinized by the Gov-
ernment to meet reasonable capital reserve standards,
something that should help consumer confidence.

But currently, most private health insurance is sold by
one company – Addenda Insurance. Addenda Insur-
ance sells both complete and private health insurance
in Croatia. Established in the early 1990s, they sold
supplemental insurance for several years, and in the
last year or two have moved into the market for com-
plete package of private insurance. Croatian law al-
lows an “opt-out” of the public insurance system, and
allows an individual with a formal (reported) income
of 30,000 or higher to take the 16% payroll tax paid
to the Health Insurance Institute and place it with pri-
vate insurance. Unlike the German system, Croatians
are free to move in and out of the public system as
they choose. The number of lives covered for supple-
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Table 1. Benefits provided by complementary and supplementary private health insurance in the European Union according to
Mossialos and Thomson, 2002 (4)

Health insurance

Country complementary supplementary

Austria hospital expenses
accommodation and treatment costs
material expenses
costs of special category ward in public hospitals
free choice of doctor
upgraded hospital accommodation
hospital daily cash payments
outpatient medical expenses (only in conjunction with above policies)

Belgium "large risks": reimbursement of actual costs or
a flat sum paid per day in hospital co-payments

"large risks": upgraded hospital accommodation

"minor risks": cover for all outpatient treatment
medicines and dental care

Denmark co-payments for pharmaceuticals care in private hospitals
dental care
home care, eye care, medical aide

Finland mainly covers children
care in private hospitals
some hospital costs in public sector

France co-payments charges for private rooms
dental care flat-rate hospitalization payments
primary care, pharmaceuticals, glasses, orthopedics the excess fees of Sector II physicians

Germany dental care upgraded hospital accommodation
Greece upgraded hospital accommodation

cash benefits
care in private hospitals
diagnostic care in the private sector

Ireland co-payments for outpatient care care in private hospitals
consultants
private beds in public hospitals
some outpatient costs

Italy hospital, convalescence, outpatient costs upgraded hospital accommodation
new law in 2000 defining essential package
covered by mutual funds:
co-payments
private services in public facilities free choice of doctor
complementary services excluded from the
benefit package funded by the NHS

diagnostic services/specialists visits (for higher premiums)

Luxembourg co-payments for hospital treatments
dental care

Netherlands dental care for adults upgraded hospital accommodation
cosmetic surgery, maternity care, medical aids,
spectacles, alternative medicine

Portugal cash benefits for hospital care
total coverage of all other treatments
free choice of doctor and hospital

Spain co-payments medical expenses
upgraded hospital accommodation
direct access to specialists
fee choice of GP/hospital

Sweden free care in private hospitals

United Kingdom dental care upgraded hospital accommodation
alternative treatment cash benefits

private beds in public hospitals
care in private hospitals



mental insurance is over 20,000; the number of cov-
ered lives for complete packages is only around
2,000. This is the only company in Croatia that sells a
complete package of services (3).

The package of supplemental insurance is sold in
a couple of dozen variants and primarily marketed
and sold to employer groups, such as banks and
larger firms. Increasingly, they attract international
firms with both domestic and international workers.
The supplemental insurance mostly covers “upgra-
des” on physicians, facilities, and pharmaceuticals.
This includes private care. It can also cover out-of-
country surgery, notably in Germany and the UK.

The company has contracts with over 2,000 phy-
sicians and over 300 facilities, and these are both
public and private. The company uses a gatekeeper
model similar to managed care organizations in the
United States of America. Consumers initially call in
by telephone. On the other end of the line is a team of
doctors available 24 hours a day. This gatekeeper or
team, in turn, provides advice or referral to a general
practitioner, clinic, specialist or even hospital.

Services are paid according to set price lists de-
veloped by the company using historic data. The
company asserts that prices paid are 5 to 9 times as
much as the public sector (Health Insurance Institute)
reimburses per service, but that overall expenditures
are less by 20%. This is due to tight administrative
controls of the gatekeeper team relating to volume
and appropriateness. In addition, the gatekeeper team
is incentivized: while on salary, the gatekeepers are
eligible for twice-annual bonuses, if volume and ex-
penditure targets are met (Lovriæ D, personal commu-
nication, 2001).

Some Croatian observers think the private insur-
ance companies can capture between 30% and 70%
of the market for supplemental health insurance. At
the same time, the Government will need to streng-
then the regulatory framework for private insurance
and assure that there is adequate regulatory capacity
(3,5).

Private and multiple company insurance markets
are thought to be superior in terms of consumer re-
sponsiveness, choice of benefits, adoption of new,
more expensive technology, and use of private sector
providers (6). The Addenda experience is suggestive
that this is already the case in Croatia. At the same
time, there can be abuses in multi-payer private insur-
ance markets, such as fee escalation, cross-subsidiza-
tion through billing/claims manipulation, and risk se-

lection by insurers of healthy individuals and groups,
leaving the poor and relatively sick in danger of not
finding affordable coverage. A regulatory framework
and capacity, therefore, become important. Table 2
outlines briefly some of the regulatory issues in any
private insurance market (7).

Further, a recent EU analysis suggests that the
market for voluntary health insurance in the European
Union suffers from significant information failures
that seriously limit its potential for competition or effi-
ciency and also reduce equity (8). Substantial deregu-
lation of the EU market has created the potential for
broader markets and pooling of risks. At the same
time, EU-level regulation of markets for voluntary
health insurance has taken away powers from na-
tional regulatory bodies to protect consumers. This
re-balancing of regulatory oversight poses interesting
challenges for national regulators, particularly if the
market is to expand in the future (8).

Supplemental Health Insurance:
Should It Cover High-Cost Medical Care?

One of the challenges facing the health system is
the desire on the part of both physicians and patients
to use the most up-to-date medical practices. Many of
those innovations involve the use of expensive tech-
nologies and pharmaceuticals. Widespread applica-
tion of high-cost medical care could place an unsup-
portable burden on the health financing system. The
following multiple strategies could help resolve the
challenge of financing high-cost care in Croatia (1).

Comprehensive priority setting. A few health
programs in other countries have developed formal
processes to set comprehensive and clinically-de-
tailed priorities for the use of health system resources.

Utilization review and treatment guidelines. Uti-
lization review procedures are common in all health
insurance systems. These could be strengthened, with
a special focus placed on high-cost treatments. Simi-
larly, treatment guidelines for clinical decision-making
that exist in the medical community could be more ag-
gressively used to make treatment decisions.

Centers of excellence. Treatment could be con-
fined to a few centers of excellence, rather than al-
lowing the high-cost treatment to be more generally
available. That could reduce overhead costs in the
health system, improve patient outcomes, and im-
prove the clinical basis for treatment decisions.

Private supplementary insurance. Unlike the
other strategies, private insurance would bring some
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Table 2. Regulatory issues for implementing private health insurance according to Tapay, 2001 (7)
Financial and non-financial standards
for market entry and operation

Rules for reporting and exit of
health insurance plans

Employer/consumer protections and
mechanisms to improve fairness

Capital and surplus requirements Regular reporting of financial and market information Language and marketing of contracts

Common accounting and
actuarial practices

Use of accounting and actuarial professions to
conduct on-site examinations

Provider-plan relations

Reinsurance requirements Notice to policyholders and financial plan for paying
incurred but not reported expenses

Guaranteed issue/renewal

Approved business plan Guaranty funds Community rating

Citizen/residency of owners Rate review/approval

Lawful organization forms Mandated/standard benefits

Prohibited products



additional resources into the health system. Benefi-
ciaries could have greater access to high-cost treat-
ments, but would be required to pay their own health
insurance premiums for that coverage.

The least practical strategy is to develop a com-
plex formal decision-making process. Such systems
are generally difficult to develop and manage, and
they may not be very effective in constraining expen-
ditures. Many of the benefits of that approach can be
obtained by stronger utilization review and more
thorough application of clinical guidelines. Those
steps can be implemented quickly and can be more
readily adapted to the needs of the Croatian health
system.

Designating hospital centers of excellence is an-
other useful and practical strategy to managing re-
sources and improving quality. As part of the ongoing
health reform effort, plans are already underway to as-
sess the capacity and structure of the hospital system.
That assessment could lead to some restructuring to
minimize duplication across facilities and to improve
the flows of patients and resources within that system.

Developing private supplemental insurance to
cover high-cost care is a way to bring more resources
into the health system, but there are many complica-
tions to be resolved. Private insurers would try to at-
tract the most profitable beneficiaries – healthier
groups of people, or those with illnesses whose costs
of treatment are very predictable. Such favorable se-
lection of health risks could leave the most difficult
and costly cases in the public insurance system. Fa-
vorable selection can be minimized, but not elimi-
nated, through careful insurance design.

Private insurance might also impose other costs
on the public system, particularly if a patient receiv-
ing high-cost treatment (covered by private insurance)
needed more than the usual amount of routine care
following that treatment. Some of those costs could
be recaptured by requiring insurers to pay the Health
Insurance Institute for the expected cost of that addi-
tional use of services.

Making high-cost treatments available to persons
with private supplementary insurance creates a “two-
tiered” health system. Those without private insur-
ance would have access to care only through the pub-
lic system, and high-cost treatments would not be part
of that coverage. But private insurance could be a
way for the health system to adopt medical advances
from other countries that could eventually become
available through the public insurance system. More-
over, the requirement that beneficiaries pay their own
insurance premium would reinforce the economic re-
ality that health care is not a free good (1).

Conclusion

Any private insurance initiative should be ap-
proached with particular caution. Initial project de-
velopment would address the design of the program,
including what should be included in the benefit
package, how much to charge for premiums, and
how to deal with risk selection. A marketing study to
determine the likely demand for various kinds of sup-

plemental policies (reflecting both the preferences of
people for greater choice in the care they receive and
their willingness to pay for those choices) would be a
useful part of the design work. Indeed, to some ex-
tent, that market study has been rendered unneces-
sary by the entry of Croatia’s only private insurance
company. But probably more information is needed
to look at issues, such as demand for certain services,
extent of informal payments now being used to gain
preferred providers and improved access, and avail-
able supply of physicians and beds to respond to con-
sumer needs and preferences. Once the market is
better understood, enabling legislation and a regula-
tory framework might be developed to implement
some combination of incentives, such as tax deduc-
tions, one or more pilot insurance projects, or a
clearer entry to the Croatian market by insurers now
selling policies in the European market.
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