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Efficiency is dependent on the
control of supply

At a time when health care systems are undergoing reform, it is
useful to review the causes of inefficiency in health care, along with
potential solutions. Such solutions can affect suppliers (supply-side
measures) or users of care (demand-side measures). This paper argues
that to have an efficient health care system, supply-side measures
must be implemented. Some examples of supply-side measures, with
particular relevance to the Hong Kong situation, are discussed. By
their nature, supply-side measures require government intervention.
Only then, can allocative efficiency, as well as technical efficiency, be
achieved. Once a health care system is operating efficiently, it is an
easier task to determine whether the system requires more resources,
either currently, or in the future.
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Introduction

Health care systems around the world have recently been undergoing
reform because of concerns about cost containment, efficiency, or
underserved populations. The UK National Health Service (NHS), for
example, was transformed to create an internal market, with the primary
intention of addressing efficiency. In reviewing the experience of the UK
reforms, Maynard1 pointed out that the maintenance of existing labour
and capital markets which occurred, facilitated cost containment but
frustrated resource reallocation, and hence, efficiency. Policies which were
intended to shift care from acute to community services in the interests of
efficiency, were not accompanied by a redistribution of resources and
hence, were bedevilled by the wrong incentives.

Unfortunately, the UK NHS reforms were not carried out within any
sort of evaluation framework, greatly hampering assessment of their
impact. Nonetheless, Maynard’s analysis points out a weakness in these
and many other reform initiatives. That is, technical efficiency (achieving
more benefit per dollar by streamlining procedures) is often vigorously
pursued, whereas allocative efficiency (achieving more benefit per dollar
by redistributing resources) tends to be neglected. This neglect may be
deliberate, as the required changes could be politically unpalatable.
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Alternatively, it may reflect a lack of identification of
factors contributing to the efficient working of the
health care system. Such a lack of identification is
easier to address and will be discussed in this paper.
Further, measures which affect the cost and efficiency
of health care systems are identified, with supply-side
measures distinguished from demand-side measures.

This paper is written at a time when Hong Kong is
itself about to undergo reforms in health care delivery
and funding.2 One of the most important messages to
be conveyed to the reader, is that the Hong Kong
reforms, or indeed any reform, should not be under-
taken without first establishing an evaluation frame-
work to allow the impact of the changes to be identified,
measured and valued. Without this, it is not possible
to assess whether the reforms are having the desired
effect, or in fact what effect the reforms are having.

The UK NHS reforms were intended to improve
efficiency but, as Maynard states, such “an unintelligent
process (ie one which is lacking evaluation) will
achieve the object of improved efficiency only by
chance!”1 Leaving greater efficiency to chance in this
way should not be a feature of the Hong Kong health
care system reforms.

Supply-side and demand-side measures for
efficient health gains

These two approaches are distinguished by whether
the incentives or restraints produced affect suppliers
or users of health care, and hence, whether it is the
demand or supply of care which is altered. Demand
for health care is determined by patients and, to some
extent, by providers, for example general practition-
ers (GPs) who refer patients to specialist services. The
supply of health care is determined by providers, and
those who fund and manage the services.

Supply-side measures
Supply-side instruments are currently commonly used
in Organisation for Economic Cooperation and De-
velopment countries to control the quantity and kinds
of services produced.3 They include:

(1) Caps on spending by health care providers;
(2) Price controls, such as those for pharmaceuticals;
(3) Regulations governing clinical practice and use

of health care technology;
(4) Organisational initiatives, such as managed care

and capitation; and
(5) Distribution of resources, and reallocation between

services to improve allocative efficiency.

Once factors influencing cost, so called ‘cost-
drivers’ (such as expensive procedures or drugs), have
been identified, providers will normally accept the need
to limit their use. Focusing on ‘cost-drivers’, however,
only takes account of the cost side of the equation. It
must be kept in mind that the benefit side is equally
important, that some expensive procedures or drugs
may be more efficient than cheaper ones, and that an
evidence-based approach must be taken to limiting
supply of care.

On the other hand, reallocation of resources from
less efficient to more efficient services can be very
difficult to achieve without strong political will. Real-
location always involves leaving one or more services
and providers with fewer resources than previously,
and often leads to the cessation of some established
activities. This is frequently perceived negatively and
will be obstructed if the providers involved have the
power to resist the changes. It is impossible, however,
to achieve allocative efficiency without being able to
reallocate resources. An example would be the shift-
ing of care from acute services, such as specialist in-
patient and outpatient services, to community-based
services. This has been shown over many years to be
an efficient practice.

Shared-care
Shared-care denotes a coordinated approach to shar-
ing care between GP, specialist and other providers. It
has been shown to be a cost-effective means of main-
taining patients with chronic illness in the community,
with reduced need for visits to specialist clinics.4

The shared-care approach facilitates the matching of
need for care to supply of care, thus maximising the
benefits from the resources spent. It, however, transects
conventional approaches to follow-up care and its
operation has proved difficult in most places where it
has been trialled, including the mixed medical economy
of Hong Kong. One of the principal reasons for the
difficulty in implementing shared-care in Hong Kong
is the demand-led and private practice nature of first
contact medicine. Private practice GPs may be willing
to collaborate with their public health care colleagues
but the question remains of who will pay the private
doctor’s fees, and how will that doctor ensure the
patient is recalled for follow-up, without a register of
enrolled patients.

The structure and funding of the primary care
system is one of the main barriers to the implementa-
tion of shared-care in Hong Kong. Another barrier is
the absence of agreed standards of care in general
practice. This may lead to reluctance on the part of
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specialists to refer a patient back to the primary
practitioner. A third potential problem is the patient
perception that a specialist will provide better care,
resulting in reluctance of the patient to accept referral
back to a GP. It is important that providers actively
endeavour to counter such misguided beliefs among
patients.

Community care
Australia5 and the UK have undertaken to shift respon-
sibility for the long-term care of chronic illness and
mental illness from the hospital to the community. In
both countries, this was met with opposition from
hospital services, fearing a reduction in services. Such
a change represents an opportunity for services to be
delivered in a way that maximises use of the profes-
sional skills available. Money has to follow patients in
order to achieve an efficient balance of care, however.
This may be a difficult measure to implement within
an established service but allocative efficiency cannot
be achieved without it.

Commitment to public education and the building
of good relations between providers and community
groups is also required. Adequate preparation is
essential to allay public fears and misconceptions, as
was demonstrated at the time of establishment of a
psychiatric half-way house in the New Territories.6

Educating and informing the public is an important
role for government and health care providers.

New opportunities for specialist services
When patient services are directed away from a par-
ticular sector, such as the hospital, the opportunity for
new services arises. An example is the development
of a consultative specialist service to meet the needs
of less experienced GPs, or for the management of
more complicated clinical cases. The Hospital Author-
ity has already begun experiments with integrated
clinics, providing a service which differs from both
specialist clinics and private general practice. If ser-
vice providers are genuinely interested in improving
efficiency, to maximise benefits without increasing
costs, they must be prepared to continue to shift
resources into new services, as required.

In Hong Kong, changes such as those described
above, would require strengthening of primary care
and community services. This would provide a sound
basis from which to facilitate shorter stays in hospital
wards or clinics, the increased need for coordination
between services, and increased use of informal care.
The recent consultation paper on health care reform,
produced by the Hong Kong government,2 does propose

strengthening primary care and family medicine services.
The authors fully endorse this proposal, because with-
out that development, any improvements in patient flow
across the secondary to primary care interface will be
very difficult to achieve.

Management of working patterns
Another simple supply-side measure which could be
easily (but is rarely) applied, is the manipulation of
follow-up intervals in specialist clinics. A simulation
based on clinicians’ perceptions of individual patients’
needs, showed that a 20% increase in the interval
between visits (eg from 6.7 months to 8 months on
average) would be clinically acceptable, and could free
over 650 fifteen-minute consultation slots in one clinic
over a year.7 Such small marginal changes could make
a large difference in the proportion of work in a clinic
which is appropriate to the skills available in that clinic.

Screening
A further example of the need for supply-side regula-
tion is in the use of screening tests in well populations.
The development of tests, and their efficiency and util-
ity in different clinical settings, is poorly understood
by the majority of medical practitioners in Hong Kong
and elsewhere. Even tests with high specificity and
detection rates will deliver large numbers of false posi-
tives in populations where the prevalence of the
abnormality, or factor to be detected, is low.8 A major
source of supply-side induced consumption of scarce
health care resources occurs in the use of tests when
the result is unlikely to materially affect management,
or where a large number of false positive results will
be generated. Although, in the private sector, initial
costs are borne by the patient, continuing costs (eg the
investigation of false positives) may be transferred
to the public sector. Reallocation of costs from the
private to the public sector is an aspect of supply-
side demand which deserves detailed analysis and
attention in Hong Kong’s public-private mix of care.

Monitoring of chronic disease
Another supply-side issue concerns the delivery of
appropriate preventive services. It is known, for
example, that regular and relevant monitoring of pa-
tients with chronic diseases such as diabetes, can de-
tect developing target organ damage at an early stage,
when treatment may be both effective and efficient.9

The efficiency arises from the fact that, if not treated
at an early stage, the condition is likely to progress to
a stage where more expensive and less effective treat-
ment cannot be avoided. In Hong Kong, many diabetic
patients progress to blindness due to retinopathy, or
amputation due to arteriopathy and neuropathy.10 This
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loss of quality of life and extra expense for the public
health care system, could be largely avoided with regu-
lar monitoring services. Currently, such services are
insufficient for the numbers of patients who need
them—another instance of allocative inefficiency. It
is also appreciated that, in many cases, the reason for
development of complications is poor adherence to
treatment, or lack of necessary behavioural modifi-
cation. Unfortunately Hong Kong’s specialist out-
patient clinics are not the ideal places for reinforcing
adherence to treatment and lifestyle changes, no
matter how important they may be to the patient’s
well-being.

Supply of pharmaceuticals
Drug formularies are used successfully in some coun-
tries to limit the cost of drugs supplied and encourage
the use of cost-effective medications. Formularies
are currently used in the public sector in Hong Kong
and, equally, there is a case for using evidence-based
drug formularies in the private sector. Care, however,
must go into the application of such measures or
the effect can be the opposite to that intended—for
example, restrictions in the supply of particular drugs
in the community sector can necessitate patients’
attendance at specialist clinics. This may result in a
patient attending a specialist clinic solely for the
supply of drugs, when their clinical state is such that
management in primary care would be feasible. This
is another area where good information, carefully
evaluated, might enable Hong Kong health care
services to improve efficiency and increase benefits
within existing resources.

Demand-side measures

Demand-side measures have grown in importance
worldwide, with the widespread trend of promoting
market forces in health care. Demand-side measures
are intended to limit the demand for services, and in-
clude systems and activities designed to enhance
awareness of service costs among both consumers
and providers. Measures include deterrents to the
uptake of services such as user charges, rationing
by waiting lists, ‘gatekeeping’ in an attempt to pre-
vent inappropriate use of more expensive services,
and more emphasis on health promotion and disease
prevention, to encourage more appropriate demand for
services.

Both ‘gatekeeping’ and the emphasis on health pro-
motion and disease prevention are highly dependent
on a good primary care system. Although the UK is
considered to have such a good primary care system11

with respect to ‘gatekeeping’, it has been noted that
the majority of referrals to a service may come from
a minority of GPs—in one study, 82% of referrals
were shown to come from only 33% of GPs.12 This
finding may reflect overuse of the service by some
patients who do not need referral, or alternatively,
underuse of the service and unmet need for referral in
some sections of the community. Whichever explan-
ation is accurate, the UK system is clearly not achiev-
ing the efficiency which it could attain. How could this
situation be improved? By obtaining data to determine
which explanation is correct (probably they are both
true to some extent), and then possibly by implement-
ing guidelines encouraging appropriate referral
practice.

What is the situation with regard to referral prac-
tice in Hong Kong? This question cannot easily be
answered at present due to inadequate data. Currently,
Hong Kong has a primary care system with an organ-
isation and current pattern of usage that does not lend
itself to such assessment and appropriate management
initiatives. Some demand-side management measures
would require major reform in the organisation of
services before they could succeed in Hong Kong.

Evidence indicates that to control costs in any health
care system, while at the same time maintaining ac-
cess to care in the interests of equity, the government
must play a major role, and impose supply-side
control measures.3 In particular, user charges should
not be used for cost control because of the negative
impact on access to needed care, resulting in greater
inequity in the delivery of health care. Unfortunately
for Hong Kong, raising user charges for public
services is currently being considered as a means of
raising revenue and attempting to manage demand for
care in the public sector.

Research and development
The identification of potential improvements in any
health care system requires information. Furthermore,
monitoring of the impact of any changes is essential
to ensure good outcomes. This requires an evaluation
framework and appropriate processing of information
collected.

The need for such research and development can-
not be neglected by any service genuinely determined
to improve efficiency. Hong Kong desperately needs
to maintain and strengthen its fledgling research and
development programme, which the Government
established in 1994 through the Health Services
Research Committee.13
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Message for Hong Kong today

What message can we take from this discussion? Hong
Kong is to make reforms to its health care system,
primarily with a view to restructuring the funding of
health care, while maintaining the commitment to
choice, equity, access, and efficiency. Much of what
is described in the government’s current consultation
paper2 cannot be disputed, since it is clearly based on
worldwide experience to date. While there is much in
that document outlining demand-side measures to be
implemented, however, supply-side measures have
been largely avoided.

For reforms to succeed, the issue of how resource
reallocation can be achieved to supply more efficient
services, must be addressed. Will the government take
a strong position to ensure that services which enhance
prevention and health promotion are adequately
funded, and that patients, and resources, are redirected
towards community-based services as required? How
will a strong primary care sector be achieved, if the
voluntary measures described in the document do not
work? How will incentives be altered so that provid-
ers only provide care which has been shown to be
effective? How will the negative effects of increased
user fees on equity be countered? If new money is re-
quired to achieve reforms, perhaps Hong Kong could
take the initiative to raise tobacco taxes substantially.
This could achieve, in one action, both greater revenue
for the health care system and a reduced need for
expenditure on care of smokers, due to higher quit rates.

de Beyer at al14 point out that, to improve health
outcomes, structural reforms are at least as necessary
as additional investments in infrastructure, training,
drugs, and other inputs. Hong Kong’s health care struc-
ture badly needs reform, but this structural reform must
address issues of allocative efficiency, and must in-
clude evaluation of the impact of any changes. Health
care professionals in Hong Kong must work hard to
ensure that a reformed Hong Kong health care system
does not find itself in the situation aptly described by
Maynard,1 as having achieved “shorter waiting times
but possibly for health damaging procedures”.

Declaration of conflict of interest

SM McGhee and AJ Hedley are members of the Health
Services Research Committee, Expert Subcommittee
on Grant Applications and Awards.

References

1. Maynard A. Can competition enhance efficiency in health care?
Lessons from the reform of the U.K. national health service.
Soc Sci Med 1994;39:1438-45.

2. Health and Welfare Bureau, Government of the Hong Kong
Special Administrative Region, The People’s Republic of
China. Lifelong investment in health: consultation document
on health care reform. Printing Department, Government of
the Hong Kong Special Administrative Region, Hong Kong;
2000.

3. Gray G. Access to medical care under strain: new pressures
in Canada and Australia. J Health Polit Policy Law 1998;23:
905-47.

4. McGhee SM, Hedley AJ. The economics of shared care
packages. Pharmacoeconomics 1996;10:197-204.

5. Podger A. Reforming the Australian health care system: a
government perspective. Health Aff (Millwood) 1999;18:
111-3.

6. Cheung FM. People against the mentally ill: community
opposition to residential treatment facilities. Community Ment
Health J 1990;26:205-12.

7. Jones RB, Hedley AJ. Adjusting follow-up intervals in a
diabetic clinic: implications for costs and quality of care. J R
Coll Physicians Lond 1986;20:36-9.

8. Leung GM, Lam TH, Hedley AJ. Screening mammography
re-evaluated. Lancet 2000;355:750-1.

9. Leung GM, Lam KS. Diabetic complications and their impli-
cations on health care in Asia. HKMJ 2000;6:61-8.

10. McGhee SM, Lam KSL, Siu SC, et al. Poor diabetic care as a
cause of severe diabetic retinopathy, blindness and amputa-
tion in Hong Kong: report of a pilot project. Department of
Community Medicine, University of Hong Kong, Hong Kong;
1997 July.

11. Starfield B. Is primary care essential? Lancet 1994;344:
1129-33.

12. Mitchell JR, Porter JE. Wasting resources in referrals to
hospital. Lancet 1984;2:1468-70.

13. Health Services Research Committee. Improving health
services through research in Hong Kong: a compendium of
abstracts for projects funded by the Health Services Research
Committee 1994-1998. Health Services Research Committee,
1998.

14. de Beyer JA, Preker AS, Feachem RG. The role of the World
Bank in international health: renewed commitment and partner-
ship. Soc Sci Med 2000;50:169-76.


