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criticized for lacking incentives 
for efficiency and innovation. In 
1986, the Dekker Committee, an 
independent group appointed by 
the Dutch government to seek a 
solution, recommended market-
oriented reform within the con-
text of a national health insurance 
system. But before the concept 
could be implemented, a host of 
adequate systems had to be de-
veloped — systems of risk equal-
ization, of product classification 
and medical pricing to give pro-
viders appropriate incentives for 
efficiency, of outcome and qual-
ity measurement to permit the 
development of fully specified 
contracts between insurers and 

providers and to prevent compe-
tition focused only on price, and 
of information sharing with con-
sumers about the prices and 
quality of insurers and providers. 
Moreover, successful implemen-
tation required an adequate gov-
ernance structure and an effective 
competition policy. For the next 
20 years, successive governments 
consistently worked to realize the 
preconditions for managed com-
petition.

Finally, on January 1, 2006, the 
Dutch government enacted the 
Health Insurance Act (HIA), un-
der which every person who le-
gally lives or works in the Neth-
erlands is obliged to buy, from a 

private insurance company, indi-
vidual health insurance whose 
benefits are specified by law (see 
box). Penalties for failure to enroll 
include back payments for premi-
ums that would have been charged 
had enrollment occurred on time. 
To date, about 98.5% of eligible 
Dutch people have enrolled.

The law covers care by general 
practitioners and specialists, as 
well as pharmaceuticals and hos-
pital care (for up to 1 year). In ad-
dition, the Exceptional Medical 
Expenses Act provides everyone 
with coverage for potential needs 
such as long-term care and hos-
pitalization beyond 1 year. The 
HIA describes the standardized 
basic benefits package in terms 
of “functions of care,” rather than 
“providers of care” — for in-
stance, “rehabilitation care,” rath-
er than care delivered by rehabili-
tation institutions.
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Twenty-five years ago, the health care system of 
the Netherlands was operating under top-down 

cost-containment policies, such as regulation of 
doctors’ fees and hospital budgets, that were widely 
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About 15 competing insurers, 
some for-profit and others not-
for-profit, are intended to be pru-
dent buyers of care. They compete 
on the basis of premiums, service, 
and the quality of care offered by 
their contracted providers, as well 
as on the premiums and benefits 
of any supplementary health in-
surance they provide. The insur-
ers may contract, through various 
types of arrangements, with in-
dependent doctors and hospitals, 
or they may provide care directly, 
through their own facilities and 
staff.

Although the insurers and pro-
viders are predominantly private 
businesses, they are heavily reg-
ulated. But the government in-
tends to relax regulatory con-
straints gradually and to turn 
more and more of the care over to 
the competitive market.

Inpatient services provided by 
hospitals and physicians are paid 
for mostly on the basis of Diag-
nostic Treatment Combinations 
(DTCs), for which prospectively 
fixed amounts are charged per 
episode of care. For 20% of the 
35,000 DTCs, insurers and hos-

pitals are allowed to negotiate 
prices freely and to contract se-
lectively. The government intends 
to increase this proportion to 70% 
if certain preconditions are ful-
filled — for example, if the pre-
dictive accuracy of the risk-equal-
ization model is improved. The 
government reinsures and shares 
financial risk with insurers, but 
it intends to shift more risk to the 
insurers over time, as risk equal-
ization is improved.

All individuals must pay an 
income-related contribution (6.5% 
of the first €30,000 in annual in-
come) to the Risk Equalization 
Fund. Employers are obliged to 
compensate their employees for 
these contributions, but this is 
then taxable income for employ-
ees. In addition, all adults must 
pay a community-rated premium 
(i.e., the same price for the same 
benefits, regardless of their own 
level of health) to the insurer of 
their choice. Insurers set their own 
prices. Households receive a care 
allowance if the average commu-
nity-rated premium exceeds a cer-
tain proportion of their income 
(4%, for single adults). Two thirds 

of all households currently receive 
a care allowance. Because they 
must pay for whatever portion is 
not covered by such an allowance, 
adult consumers must pay the full 
difference if they choose a higher-
priced plan. The government pays 
for all costs incurred by children.

For each “basic insurance prod-
uct,” insurers are obliged to ac-
cept every applicant. People may 
choose to buy supplemental insur-
ance covering care that is not in-
cluded in the mandatory basic 
insurance — for instance, dental 
care, physical therapy, eyeglasses, 
and cosmetic surgery. For supple-
mentary health insurance, how-
ever, there are no restrictions on 
premium rates and no requirement 
that insurers accept all applicants. 
Since 93% of insured people in the 
Netherlands have chosen to buy 
supplemental insurance, insurers 
have a substantial opportunity to 
select risks.

Risk equalization is an essen-
tial part of this system. The ex-
pected expense associated with 
each enrollee is estimated on the 
basis of predictive modeling, and 
the Risk Equalization Fund pays 
appropriately more to insurers 
whose enrollees’ care is predicted 
to cost more than average, while 
insurers whose enrollees’ care is 
expected to cost less than average 
must pay the fund. Thus, insur-
ers’ incentives for risk selection 
are substantially reduced but not 
entirely removed.

Insurers are meant to be cus-
tomer-driven organizers of care 
for the people they insure, simi-
lar to American health mainte-
nance organizations. To improve 
care management, insurers are in-
creasingly using many techniques, 
including protocols, provider se-
lection, incentive contracting, and 
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Key Elements of the Dutch Health Care System.

Mandatory basic health insurance for everyone, purchased through private insur-
ance companies

Annual consumer choice of insurer and insurance products

Open enrollment and community rating

Premium subsidies for elderly people and those at high risk of disease, through  
a risk-equalization system

Voluntary deductible up to €500 per person per year

Insurers allowed to sell other types of insurance (e.g., supplementary insurance)

Insurers intended to be the prudent buyers of care on behalf of their members

General practitioners to serve as gatekeepers

Insurers permitted to contract selectively with doctors and hospitals

Health maintenance organizations and preferred provider arrangements allowed

In transition toward managed competition
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standardized approaches to dis-
ease management.

The Dutch system is still a work 
in progress, and substantial prob-
lems remain. First, the risk-equal-
ization model requires further 
improvement and continuing ad-
justment. Second, since the Dutch 
combine income-related subsidies 
for health insurance with similar 
payments for housing, child care, 
and scholarships, a high percent-
age of each extra euro earned re-
duces the earner’s subsidy, leav-
ing people with little incentive to 
earn more money. Third, the ex-
istence of supplemental insurance 
with risk rating and without open 
enrollment may leave too large an 
opportunity for insurers to prof-
it from risk selection. Finally, the 
current focus is on insurers, but 
the promise of this model lies in 
competition among delivery sys-
tems — which the insurers are 
now creating.

The “Dutch model” was actu-
ally first designed and proposed 
for the United States,1 and similar 
proposals are alive today.2 There 
are already some good U.S. mod-
els of responsible consumer choice 
and competition that have worked 
well for decades; these include the 
Federal Employees Health Bene-
fits Program, the Wisconsin Em-
ployee Trust Fund, the California 
Public Employees’ Retirement Sys-
tem, and the employee benefit pro-
grams of Wells Fargo Bank, the 
University of California, and Stan-
ford University, among others. Ex-
perience in these systems shows 
that people migrate to what they 
see as the best value for their mon-
ey, and they are satisfied with their 
choices. The implementation of a 
Dutch model in the United States 

could extend its best practices to 
the whole population.

There are many U.S. physician 
organizations — more than 460 
with 100 or more physicians apiece 
— that are capable of owning 
and operating their own health 
plans.3 This kind of model would 
be well suited to U.S. cultural pref-
erences for individual choice, mul-
tiple competing approaches, local 
control, and pluralism. It is com-
patible with the proposal put for-
ward by the American Medical 
Association in 2004, which in-
volved offering tax credits for the 
purchase of portable, individually 
owned health insurance.4

A U.S. version of the Dutch 
model would provide an oppor-
tunity for U.S. physician organi-
zations to form their own health 
plans and present themselves di-
rectly to the consumer market, 
freeing them from control by 
large, remote, third-party insur-
ance carriers and from the mad-
dening complexity of having to 
deal with 15 to 30 different insur-
ance companies and self-insured 
employers, each with its own pay-
ment criteria and plan designs. 
Medical groups could build their 
own customer base and loyalties. 
They could design their own cov-
erage criteria, incentive schemes, 
utilization management, and oth-
er features. Surveys show that 
Kaiser Permanente physicians, for 
instance, are the most satisfied 
doctors in California5 — doubt-
less in substantial part because 
they deal with a single insurance 
plan that is answerable to the 
medical group and generally de-
fines a covered service as one 
performed or prescribed by a Per-
manente doctor.

A U.S. Dutch model would also 
represent an opportunity for con-
sumers to have the physician or-
ganization of their choice and stay 
with it for generations, whatever 
their job status, as long as they 
did not move away from the ser-
vice area. Such a system would of-
fer many benefits: the availability 
of complete longitudinal medical 
records, built-in incentives for the 
physician organization to make 
long-term investments in mem-
bers’ health, and an opportunity 
for consumers to save money by 
joining a less costly, more effi-
cient delivery system. Now that 
health care reform has once again 
climbed toward the top of the 
national agenda, we believe that 
such an approach would be the 
best choice for the United States.
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