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Friday, March 13, 2012. The city of Madrid wakes up cold and a heavy rain seems to
anticipate the storm that might hit Moncloa Palace’ during the meeting you are about
to attend. At today’s Weekly Summit, the Council of Ministers has to address one of the
hottest topics in the new government’s political agenda since winning the latest elections a
few months ago: the potential introduction of cost-sharing policies for publicly-provided
healthcare services.

In Spain, the central government is the only body with the authority to allow for the
payment of social benefits that have previously been free at the point of use for citizens,
such as public healthcare. Despite repeated denials from the new executive of the People’s
Party (PP) and the claim from the current Minister of Health, Ana Mato, about maintaining
“health guaranteed as public, for free, universal and with good quality for all,” different
versions of copayment are sprouting up throughout the territory. Since these cannot be
applied to any healthcare services that have been free of charge unless the central
government says so, attempts to expand patient cost-sharing have been falling only on what
can be considered “administrative taxes.”

The first region to start with these reforms has been Catalonia with the introduction of the
payment of €1 per medical drug prescription that costs more than €1.67 and with exemptions
for lower income patients. Several other regions are already considering following suit. These
are some of their proposals:

a) Galicia: Adoption of a drug “priority catalog” and a €10 charge for renewal of the
public health insurance card.

b) Balearic Islands: €10 charge for renewal of the public health insurance card.

1 Official residence of the Spanish prime minister.
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c¢) Madrid: Esperanza Aguirre, a heavyweight in her party and president of the
Community of Madrid, has proposed to change the current cost-sharing scheme for
pharmaceutical drugs. This is the only cost-sharing currently existing in Spain and it
involves an exemption of 40% of the drug price for citizens older than 65. Aguirre’s
proposal would eliminate this age exemption and introduce an exemption based on
patients’ income.

This fact is particularly relevant if we take into account that these last three Autonomous
Regions are governed by the PP. Moreover, the latest published polls show that the
population’s acceptance of cost sharing may be changing, with 63.5% of the population
willing to accept the establishment of a copayment based on patients” income.?

State of the Spanish Economy in 2012

Spain is the fourth largest country of the Euro Zone, with a population of more than
46.5 million. It had undergone an extraordinary transformation since the death of dictator
Francisco Franco in 1975 and, in 2008, Spain was already the eighth largest economy in the
world. One of the key elements behind the “Spanish miracle” was its entry into the European
Union in 1986 and the subsequent entry into the Euro Zone in 2000. After joining the euro,
interest rates fell dramatically and Spain enjoyed an extraordinary housing boom.

Figure 1
Nominal house prices in Spain
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Source: ECB: Spain, quarterly residential property prices, new and existing dwellings, residential property in
good & poor condition, whole country, neither seasonally nor working day adjusted, government agency (other
than NSI/NCB), Series Key RPP.Q.ES.N.TD.00.0.00, Unit 2007=100, http://sdw.ecb.europa.eu/
quickview.do?SERIES_KEY=129.RPP.Q.ES.N.TD.00.0.00, data extracted on 11 January 2011.

The housing construction boom came to an end shortly before the collapse of Lehman
Brothers in 2008. After the bubble burst, families, firms and the government were immersed
in a critical debt crisis, the economy stagnated and unemployment skyrocketed.

2 http://www.elmundo.es/elmundosalud/2011/11/03/noticias/1320319623.html.
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On November 20, 2011, the PP, led by Mariano Rajoy, won by absolute majority the early
elections called by the outgoing President Jose Luis Rodriguez Zapatero, and the PP took 186
out of the 350 seats in the Spanish Parliament.

Urgent action was required from the new government to ease pressure on Spain. Rajoy was
facing three main challenges: 23% unemployment (the second highest unemployment rate in the
world after South Africa), zero growth expectations at best and skyrocketing bond levels resulting
form a burgeoning public deficit (see Exhibit 1). Soon after the elections, the government
undertook a financial-sector and labor-market reform highly awaited by the markets. However,
the pressures on sovereign debt remained.

Until recently, Spanish leaders were shielded behind the fact that Spain’s public debt level
was smaller than Germany’s level and below the European Union’s average level. However,
in the last months several European officials as well as the markets had started to sound the
alarm about the rapid growth of the country’s debt. Spain had been urged by its European
partners to undertake numerous austerity measures and the country as a whole had agreed
on a reduction path for its public deficit. However, on March 2, Mariano Rajoy told Brussels
that the deficit target of 4.4% of GDP for 2012 “was not realistic” and he renegotiated a
higher level of 5.3% of GDP with the European Union.

Now the pressure was on, not only for the central government but also for the 17 Spanish
regions (Autonomous Communities) that also had to achieve their own deficit targets.

Within this context of fiscal austerity, healthcare spending and financing is placed in the eye
of the storm since it represents more than 30% of the Autonomous Communities’
government budget and thus, potential copayment mechanisms have regained center stage in
the political debate.

Figure 2
Spanish budget deficit, % of GDP
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