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Public Healthcare Expenditures
in Transition Countries: does
Government Spending Respond
to Public Preferences?

The transition from centrally planned to free-market economies in 1989
initiated a period of social and economic upheaval in post-communist
countries, which affected healthcare quality, expenditures, and outcomes.
We use data from the Life in Transition Survey (LiTS) to demonstrate that in
spite of improvements across various measures of these facets of the
healthcare system, it remains the first choice for additional government
spending among the public in all countries of the region included in this
study. Preferences in priorities for extra budget spending were similar
among men and women in respective countries, but the preference for
additional healthcare spending was stronger among women than men. The
transition countries are compared with Germany and Italy — two Western
European LiTs survey participants, countries with higher spending and
better healthcare outcomes.



Introduction

Across the globe, the outbreak of the COVID-19 pandemic has brought a new spotlight to the
preparedness of healthcare systems for profound shocks (Anser et al, 2020). Critical care is a particularly
costly element of healthcare provision, and thus, under-resourced systems are uniquely susceptible to
spikes in mortality resulting from an oversaturation of intensive care units during an epidemiological
crisis of this sort. (Fowler et al, 2008; Mannucci et al, 2020) Considering the widespread discussion
surrounding health system capacity and the necessity for implementing economically painful
lockdowns when those limits are reached, pressure from society to increase public spending may grow
even further. With these developments in mind, in this policy paper, we confront past expressions of
preferences regarding public expenditures with changes in government spending on healthcare
between 2006 and 2017. The analysis draws on the one hand on the data from the Life in Transition
Survey (LiTS), and on the other on publicly available data on government expenditures and outcomes.

In the context of preferences for additional public spending, we present a descriptive summary of trends
in government expenditures on healthcare in Armenia, Belarus, Estonia, Georgia, Latvia, Lithuania,
Moldova, Poland, Russia, and Ukraine. We include Italy and Germany as wealthier Western
benchmarks, for which the data became available in the second wave of the survey in 2010. Data on
public healthcare spending shows that despite a clear and strong public preference for increased
investment in healthcare provision, additional spending as a proportion of total government
expenditures between 2006 and 2017 has been moderate in most countries, and even negative in some.
It must be underlined that expenditures are not always reflected in healthcare outcomes, quality, and
coverage. Issues of efficiency, system design, and underlying health conditions of the population play
a significant role in the returns on investment. For instance, the United States has spent drastically more
per capita on healthcare than any other country and yet ranked lowest in the Healthcare Access and
Quality (HAQ) Index among comparable countries (Fullman et al, 2016). However, due to the focus of
the survey on government spending, we emphasize government expenditures on healthcare as a
pertinent measure, especially in relation to overall GDP, per capita spending, and the public budget as
a whole.

There is mounting evidence that one of the most important elements in the mitigation of COVID-19
mortality is the ability to expand system capacity and acquire the necessary equipment (e.g. respirators,
ventilators) while ensuring that there is equitable access to measures for spread prevention (e.g. testing)
(Khan et al, 2020; Ranney et al, 2020; Wang and Tang, 2020). The increasing pressure on healthcare
systems, coupled with the additional fiscal strain resulting from the economic fallout of the pandemic,
could lead to further divergence between public preferences and government spending on healthcare.

Healthcare systems during the transition

The ability of transition countries to absorb the risks and short-term economic shocks associated with
pivoting from a centrally planned to a free-market economy has had dramatic implications for
healthcare systems. Although countries in this region were divergent in terms of underlying health
conditions, levels of expenditures, and health outcomes, most of them fell victimw to deficient funding
and additional health risks associated with the initial increases in poverty that were commonplace
(Adeyi et al, 1997)



Compared to other transition countries, Georgia and Armenia faced a sharper economic collapse as well
as armed conflicts, which caused scarcity in the availability of public healthcare providers and spikes
in out-of-pocket expenses. Belarus was slower in the implementation of economic reforms and faced
issues of fiscal sustainability further down the line (Balabanova et al, 2012). However, following this
short tumultuous period, countries transitioning away from centrally planned economies have
generally invested heavily in healthcare since the early 1990s. In many cases, these investments were
facilitated by rapid GDP growth and accompanied by significant improvements in life expectancy. For
example, between 1989 and 2012, Latvia, Lithuania, and Poland increased their per capita healthcare
expenditures by more than 1,000 PPP per year, with an increase in life expectancy ranging from 1.7
years in Lithuania to 5.8 years in Poland (Jakovljevic et al, 2015). Despite heterogeneous and extensive
reforms in many of these countries, as well as mixed results in measurements of efficiency and
outcomes, healthcare expenditures consistently rank as the top priority for further government
spending among both men and women in each country. This consistency lends itself to further policy
considerations.

Preferences for government spending in transition countries

As is demonstrated by Figure 1, in 2016, healthcare was the most common answer to the question -
“Which field should be the first priority for extra government spending?”- for all ten post-transition
countries included in our analysis (the other options were: education, housing, pensions, assisting the
poor, public infrastructure, the environment, and other). The survey was carried out on a representative
sample that covers approximately 1,000+ respondents from each of the 29 countries in wave I and up to
1,500+ respondents from each of the 34 countries in wave III (EBRD: LiTS, 2020). Despite intercountry
differences, in 2016 healthcare persisted as the top priority for both men and women in every transition
country we studied apart from Belarus. While healthcare remained the top priority on average, men
expressed a higher preference for additional investment in education. In the countries where
preferences for health were particularly strong, healthcare was the first priority for as many as 53.5% of
Latvians, 47.7% of Poles, and 43.9% of Moldovans (Figure 1a). Notwithstanding some fluctuations in
scale, these preferences were not only common across countries but also across time, with people
expressing very similar preferences in the first two waves of the survey in 2006 and 2010. (See Annex
Figure A1 and Figure A2). While healthcare remained a popular choice in Germany and Italy, spending
on healthcare as a percentage of GDP was nearly twice that of any transition country in Germany. There,
education outweighed healthcare among men and women in both available waves (I and III), while
pensions surpassed healthcare among men in the latter wave. In Italy, despite a more comparable level
of healthcare spending relative to the transition countries, a drastic shift took place as healthcare fell
from being the first priority by a large margin of 24.9 percentage points (pp) in 2010 to becoming the
second priority after pensions in 2016. This can likely be attributed to the prominence of pensions as a
major political campaign issue following the austerity-driven reforms of 2011 (Alfonso and Bulfone,
2019).



Figure 1a: Preferences for additional Figure 1b: Preference for additional
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Source: LiTS Wave III data (2016).

Notes: Figures show proportions of declared preferences as replies to the question: “Which field should be the first
priority for extra government spending?” For clarity of exposition the category “social assistance’ aggregates first
priority choices of ‘assisting the poor’ and ‘housing’; the category ‘other” also includes the least popular choices ‘public
infrastructure” and ‘environment’.

Moreover, it is evident that men and women within countries have rather similar preferences, as far as
extra government spending is concerned. Not only is healthcare the first priority in all ten transition
countries, but their second, third, and fourth choices are also very similar. When digging deeper into
the differences that do exist, in every country except for Georgia women had a stronger preference for
healthcare than men, and by as much as 8.8 pp, 8.4 pp, 7.8 pp, and 7.9 pp in Latvia, Germany, Belarus,
and Russia respectively (Figure 1b). Conversely, in every case except for Georgia and Ukraine, men had
a stronger preference for additional spending on education than women, most notably in Armenia — by
7.8 pp, Germany — by 5.7 pp, Lithuania - by 4.6 pp and Poland — by 3.9 pp. It is apparent that despite
rapid investment in healthcare over the first two decades of the transition, there remains a widespread
desire for further expansion of expenditures in this area.

Trends in government expenditures, 2006-2017

Considering the primacy of healthcare as the priority for additional government spending in all ten
studied transition countries, we look at trends in aggregate statistics on government expenditures on
healthcare over the surveyed period to explore the extent to which these preferences have been reflected
in government spending. Taking the most basic measure into account in Figure 2a, i.e. public health
expenditures as a percentage of GDP, among the transition countries only Georgia and Estonia have
significantly increased their healthcare expenditures, by 1.6 pp and 1.2 pp, respectively. Lithuania,
Poland, and Russia saw more moderate increases in the range of 0.6 pp and 0.2 pp. Other countries have
remained essentially stagnant, apart from Moldova and Ukraine which saw a notable drop of 0.8 pp.
Considering that this measure is sensitive to fluctuations in GDP growth, we also consider public health
spending as a proportion of all government expenditures (see figure A3 in the Annex), which is a better
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indicator of government priorities for additional spending from 2006 until 2017. Georgia was the only
transition country with a significant increase in healthcare spending proportional to total government
expenditures, nearly doubling it from 5.2% to 9.5%. Belarus, Estonia, Lithuania, Poland have
implemented a more moderate redirection of the budget towards healthcare, increasing proportional
expenditures by a factor of 1.26, 1.15, 1.21, and 1.21 respectively. In spite of public preferences, Armenia
decreased the proportional share of the budget dedicated to healthcare by as much as 2.6 pp, Moldova,
Russia, and Ukraine by 1.3 pp, and Latvia by 0.8 pp. Regardless of the direction of the trend,
notwithstanding some slight convergence, no transition country spent as much of its budget on
healthcare as Italy and Germany. The latter spent nearly two to four times as much on healthcare as a
proportion of total expenditures compared to the studied transition countries, and this gap has been
widening relative to all of those included in the analysis, apart from Georgia.

Figure 2: Public healthcare expenditures (% of GDP)
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While expenditures per capita are less indicative of government priorities in the budget, they are a better
comparative measure for assessing the changes in healthcare provision, barring differences in efficiency.
This comes with a huge caveat, namely that it is well established in the literature that additional
healthcare expenditures often translate into “small to moderate” direct improvements in healthcare
quality and outcomes due to inefficient spending or underlying factors (e.g. lifestyle choices, poverty)
that are not addressed by investment in the healthcare system itself (Hussey et al, 2013; Self and
Grabowski, 2003). Nevertheless, this measure is more likely to translate to an improvement in the
quality of care each person receives, and the data paints a more positive picture considering the clear
preference of both men and women for higher spending. In Figure 3 we present healthcare expenditures
per capita in USD, and apart from Italy and Ukraine, all of the countries have significantly increased
spending between 2006 and 2017. While expenditures per capita in transition countries are dwarfed by
Germany and Italy, Estonia, Georgia, and Lithuania have more than doubled their expenditures, and
Armenia has more than tripled. Belarus, Latvia, Poland, Moldova, and Russia have also significantly
increased their per capita spending on healthcare, by factors in the range of 1.54 and 1.91. However,



while expenditures per capita is one indicator of improving healthcare quality, it does not identify
government priorities and is largely dependent on overall economic growth (Fuchs, 2013; Bedir, 2016).

Figure 3: Health care expenditure per capita, USD
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In every country we include, increasing healthcare expenditure per capita is accompanied by
advancements in many measures of healthcare outcomes for men and women. Between 2006-2017, life
expectancy at birth increased across the board, with men in Russia experiencing the greatest
improvement of 7.1 years (Figure 4a). These are promising trends — for women, life expectancy at birth
improved by a larger margin in each transition country than in Germany or Italy, and the same can be
said for men in every country apart from Armenia. Furthermore, the Healthcare Access and Quality
(HAQ) index, which is composed of 32 indicators related to preventable causes of mortality, has
improved across all 12 countries between 2005-2016. The change was most notable in Armenia, Belarus,
Estonia, and Russia, constituting as much as 8.7, 10.2, 8.9, and 8.9 points out of a hundred, respectively
(Figure 4b). These trends indicate convergence in the quality of healthcare as they significantly outpaced
improvements in the HAQ index in Italy (3.1 points) and Germany (3.9 points). As of 2016, among the
countries of interest, Georgia (67.1 points) and Moldova (67.4) had the lowest scores, while Germany
(92.0) and Italy (94.9) scored highest, as could be expected based on healthcare spending measures
presented in Figures 2 and 3.



Figure 4a: Change in life expectancy, 2006-
2017

Years

° o
A 4

o>

\*
N

@ @
& &

@ g o&’b
& O
N

5
& & ¢
&

)
2
?S@ ® &

S
0&
& o

A Change in life expectancy at birth, women
® Change in life expectancy at birth, men
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However, as presented in Figure 5, there is no clear relationship between the strength of the preference
for additional healthcare spending and the scale of expansion in spending. Taking three of the four
countries (Armenia, Belarus, and Russia) with the greatest improvement in the HAQ index as an
example, there was virtually no change in healthcare spending as a percentage of GDP over the same
period. These countries were also different in terms of how strong the preferences were for additional

Figure 4b: HAQ index
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Notes: The HAQ index is composed of 32 indicators,
each related to a cause of death that is preventable with
the proper healthcare. The scale ranges from 0 (worst)
to 100 (best).

spending on healthcare as the first priority in 2006.

Figure 5: Public preferences and government healthcare spending (% of GDP)
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Notes: Germany and Italy were not included in the 2006 wave of the LiTS survey; thus, they are not shown here.
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Conclusion

As we have demonstrated in this brief, in the ten post-communist countries for which we have analyzed
LiTS data, there was a consistent and common preference for healthcare as the first priority for extra
government spending between 2006 and 2016. We also find that in each country except Georgia, on
average, women had a stronger preference for additional public healthcare spending, supporting a
wealth of literature that suggests that women utilize healthcare services more frequently and spend
more out of pocket on healthcare than men (Owens, 2008; Cylus et al, 2011; Williams et al, 2017).
However, over the period we study, these preferences have not translated directly into a reallocation of
budgetary resources. The countries with the strongest preferences for additional healthcare spending
in 2006 did not experience the highest increases in any of the discussed measures of public healthcare
expenditures since then.

People living in Italy and Germany chose an increase in public spending on healthcare as their first
priority less frequently than residents of post-transition countries. Better understanding these
differences requires further research, but there is likely a combination of factors that play into this effect.
For one, wealthier Western countries performed better when looking at simple measures of healthcare
outcomes such as life expectancy and deaths from non-communicable diseases (WHO, 2020), and hence
other priorities may have gained in salience. Furthermore, they allocated a greater proportion of the
public budget towards healthcare. This in part stems from the significant challenges associated with the
transition following 1989. Healthcare systems in post-communist countries experienced a fiscal shock
when joining the global economy, with the loss of centrally controlled price mechanisms causing an
increase in the relative prices of healthcare inputs such as medicines and equipment (Obrizan, 2017).
This was exacerbated by a shrinking capability of governments to spend more on healthcare related to
the general economic shocks at that time and led to the passing over of costs to patients in the form of
out-of-pocket expenses (Balabanova, et al. 2012). Although access to healthcare and the quality of that
care have improved after the transition (Romaniuk and Szromek, 2016), these have failed to converge
towards Western European countries on a number of substantial measures up to this point. Before the
commencement of the COVID-19 pandemic, government healthcare spending did not reflect the
preferences of the public in any of the ten studied transition countries. The outbreak of the pandemic
has not only intensified the pressure on the healthcare system but also brought about a number of
negative economic consequences. This combination can be expected to simultaneously increase the
strain on the public budget and necessitate difficult decisions of reallocation at a time when fiscal
sustainability during a global recession is already being brought under question (Creel, 2020).
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Annex

Figure A.1a: Preferences for additional Figure A.1b: Preference for additional
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Source: LiTS Wave II data (2010).

Notes: Figures show proportions of declared preferences as replies to the question: “Which field should be the first
priority for extra government spending?” For clarity of exposition the category “social assistance’ aggregates first
priority choices of ‘assisting the poor” and ‘housing’; the category ‘other” also includes the least popular choices ‘public
infrastructure” and ‘environment’.

Figure A.2a: Preferences for additional Figure A.2b: Preference for additional

government spending, 2006 healthcare spending by gender, 2006
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Source: LiTS Wave I data (2006).

Notes: Figures show proportions of declared preferences as replies to the question: “Which field should be the first
priority for extra government spending?” For clarity of exposition the category ‘social assistance’ aggregates first
priority choices of ‘assisting the poor” and ‘housing’; the category ‘other” also includes the least popular choices ‘public
infrastructure” and ‘environment’.

Figure A3: Public healthcare expenditures (% total government spending)

Public Healthcare Expenditures in Transition Countries:
does Government Spending Respond to Public
Preferences?
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