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l l o u ,"h o lt Ii .e e, 1 iT !- p ol t or t I t ( pa lI' o f ':ieff ( I o n f t,[w 1 o l{O
t',llen{t Wingou:t health it O the inll people 

have Inrgel\ r.'esa It<cd in h-ealth COnd.itioins thian , aie, tfor the InOSt. 7"onl'n,,uperior iot-oe of other \cialnaio n lll a si miar. s.tage of 
;,deve lmn il. ndomnbtefdl, . 'the -atleof ,econollm d eloin ent 

aoh ieved by the1e ul lic of o1orea during the last dehlade has atlsU 
cont ihuted to i he improved he;l LitIt and col(ditiono- ol her 
lpople.; 

i foIrrI itin ' l ou rth Fi' 
Plan, signifiant emphasis was given to Social developmentwith 
te intent of distribtuing benfits of previously 

hi t . IgI the -Year I)evelop Ient 

lthe tiilained ecollonl
ic development more broadly throughout all Segments of the ,ociet., 
For the f'IrII time, the hailt h sector was include.,d :as a ma:1ijor lCOrN
])onent of it Iy - 'iear lPevelopmentlan in Korta and is a Inalljor 
lenwnt of tie newly emphasized social developrent strategy. 

SKoreni li~c-ma*.r C'O( with the health tat iccern iintproving 
arl ,condition's of the ltoe n peoi)le is shairec y tine Uni ted States 
.Agen,'y for .iteational i)e-lOne~i tp I,S II) ll IespOnse to , 
this jo111L cOcrinl, the $.' 4,7;5, (000 dullar hltihhAI)lprov\idet'-a 
planinig contract tio Westing house IJeal tiiSy:stens to provide i.st
:TIce n developing lellth pln InIllg capabilities through; _i) fi naii 

.... cirg oVlrseas training!, ii) reearch of the. KorenIhealth sector,, t o' s eciaiz d or l lo orea, d I' 'I r. .... 

nc o r II nh....I f 1"7 r o iv nIn of I v t 7. tl I I I I ' 



addition, USAID granted the Korean governnwtafive million 
dollar i-e .lth DeVIOelopmenft Loan to finance the establishm1ent of 
the Korea lealtli l)evelopmeiit nStitute for the purpose of conduc

ting large-scale (Gun, or county level) health delivery pilot and 

Iil 

in order to acquire additional infornmationdemonstratio, project 

on better health delivery systems for Korea.
 

Two new policy, planning, and research coordination institutions 

liav been created in Korea: the National Iealth Council and the 

National Health Secretariat. The latter histitution is established at 

thLe Korea Development Institute (KDJ) under the immediate direc

1.tion of Dr. Park, Chong Kce, Secretary General, National Health 
KD.Secretariat, and Chief, Third Research Department, 

careBecause we recognize that the economic aspects of health 

delivery need increasing study, KD1 is introducing this new publi
areacation series devoted to discussion, debate and research in the 

of health plaring and policy formulationi. It is our hone tat this 
series will hippeal toa large audience, icluding policy-makers and 
academics, 2 

The first monograph included in this series is authored by Dr. 
James R. Jeffers, Health Economics Advisor, USAID! Westinghouse. 
Dr. Jeffers, a professor of Economics at the University of Iowa, is 

on leave from his postion and, since May 19',5, has been working 
in residence at KDI. :in the interests of identifying major health 

policy issues and solr.tions in Korea, Dr. Jeffers was asked to com
ment on various aspects and problems of Korea's health sector from 
the perspective of his long experience as a health economist in the 
United States. The manuscript of this dicussion is intended to be 
thought-provoking and will therefore serve acmirably as a depar

ture point for the future discussion of' health lplaiming anid policy 
issues at 1KIM. The views expqressed here represenit the aultlor's own 
and do not necessarily reflect the, official' position of the National 
Health Secretariat, KD. 

Mahn Je Kim 
, President 

Korea Development Institute 

November 1976 
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continue to benefit from conversations that have occurred since he 
assumed the position of Chief, H-lealth Projects Division, KIDI. I 
also have profited greatly from the wisei counsel, guiidance, and other 
assistance provided by )r. 'hang, Kyling Shik. Director of the 13u
reau of Medical Affairs, MiIISA., 

I am extreiely grateful for the encouragement, supl)port, and ad-
Vice provided to me on numerous occasions by Mr. Kim, Young Tae, 

Clhief,Fourth Investment Division, Economic Planning Board (EPB). 
I am also grateful for the time and energy devoted by Dr. Kim, 
Jae Ick, Director, Economic Planning Board (EIIB') in reading and 
acomnenting on various papers, includihg the present volume, wad 

in encouraging me to analyze health care delivery problems in the 
analytical perspective of economics, in tle interests of presenting 
health policy issues in an objective fashion. 

An enormous debt is owed to Dr Kim,,Mahn je, President, KDI, 
who took the time to read and comment on various of my mana
scripts, including the present volume, and who generously provided 
an outstanding working environment on my behalf in KDI. Dr. 
Koo, Bon 1.Io,ice-President, KDI, not only exercised considerable 
leadership and support for my various professional activities in 
Korea, 'but also was extremely accessible and generous Witi his ide
as, and tirme, giviMg immediate attention to resolving numerous dif
ficulties encountered during the course of my work. A debt of sig
nificant magnitude is owed to Mr. Min, Jae Sting, Acting Chief, 
Ilealth Policy Division, National IHeal th Secretariat, KDI, with whom 
I have had the pleasure of working closely on many activities, and 
who supervised the preparation of this volume, providing many 
valuable suggestions. Mr. Kwon, Soon Won prepared the Korean 
language versions included in this volume, for which I am extiemely 
grateful. 
Iam deeply indebted to Mrs. nee,Jong Sook, Mr Park,IHeon 

Young, and Miss Kim. Ock Kyong. Miss Kim nd Mr. Park collect
ed and tabulated most ol the data presented in various tables. Mrs. 
Lee, Jong Sook typed various preliminary versions and the final 
draft of the present v.lume and also assisted in its final prepara
lion. I arn also grateful to Mr.. Sheldon Miller Director, Health 
Plaming and Project Manager, Westinghouse Ileaith S-siems, who, 
(uring timely visit to Korea, read and conii ented on-earlier*a 
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14 . eath Pla, ,ig ad Policy Formation 

problems and policy isscvsr.ithe interIsts of facilitating easy read
ing,- mv specific comments are presented as a series of "proposi
tions'" which I have attempted to briefly elaborate and support.

In PartI of this volume, these propositions relate to rather broad
policy 'issues, particularly as these relate to economic policy atnd
social development planning in connection with the health sector. 
Part II of this volume, deals more with micro problems, and specific
problems involved in health sector planning and policy strategy.Part II also relates specifically to selective features of the current
health sector plan, and discusses various alternatives that were de
veloped during and after the period of the health sector plan prepara
tion. Thus Parts I and 11 together, hopefully, address most of the prob
lems pertinent to Korea health sector planning and policy formula
tion. A third paper, to be published subsequently coauthored with
Dr, Park, Chong Kee, Secretary General, National Health Secretar
iat, KDI, will be devoted almost entirely to specific issues inrvolved 
in national health insuraice, 

I. Macro Cotnsiderations 

PROPOSITION I1- OUTLAYS ON HEALTH SERVICES 
CONTRIBUTE POSITIVELY TO ECONOMIC GROWTH4, 

Development economists tend to suffer ffom an unfortunate bias,
namely in thinking that outlays on' health, while they improve the 
welfare of people, constitute a ,"drag" on 'the rate of economic 
growth. Theline' ofkth ing, stated ii its simplest teims, 'goessomething like this. Economic growth requires urbanization and 
industrialization.. Urbanization and industrialization, 'among other
things, require the development of a critical mass of physical cap
ital, first, to develop infrastructure, and later to develop industry
and support E rvices required of urban 'concentration. Outlays on 
health, conisisting of services c nsumed by people in current periods,
absorb scarce funds that could 'be used for purposes of capital deepenl
ing required to further the processes of urbanization and industrial
ization, Thus outlays on health are viewed as consumption outlays,' 



ratl 1.Alan.'o l'tr m0ic (. 011t(1 ,; 

.ItIll l4H i ;I I.-14 11,ll 11111i;" , liii,' 111 KII. 

.,,1,10 :. r : h u<'[,v, ",,!i. !(,I i ;1)" 1!1 11 . , . l , , .J t ,' u , 

S1,1q 41.,41(2, 4 , ,lIt4,41 I ' 'l, .\'41.l .I 1 I11t~tI1i11110 II1It , . , t.2 4, . 
t 14' ll1, ' p 1. h. i 1.11., ' \i'll pith'". I :l k4 :f 'I2 t 11ll

+I l + t' ,11f 1 ,1" , 1 1 1 1, Iit II+ i l ia IJ t t.I 1, [q[i I I t 1 .II I( l I It 
tillo It , 1th 

I I 'I I I I i I 4lf411 1 1414 I iI I " In.1 1-c It llm 

II
Ir 111 'l, h I Ic(44,n -It I 12 1I I 1 11 i4I I .cI WoI.Ih u t... 11(m I )II I44 lI t t .ItI r..tWdI I u "%II 

,l'r> i';i I it.l]i4I l 1 1;.l4 I 1 I ll' lII 4 J 1t11:1] r' t ,, 1 11111 

,4 -'t'2 ' I.L I' II o't4,1, .... 
'.11 I I I' I11I P111 wl II I v.11 I II t4~ 1 n l 1114 roubiI 4 it i 

I r. .,1N4ttII .~.' , Ii lI IIV- ',I I ,i: I.IhII.: It 1.,-III:II tt -."t I I.~ l ' I l l t + U 4,1t X I".:.tr..I- 1 *i, 4 +$i ,1 I! II(I 

't ( f r , f I 

,II}' 1
I'+lit ' " I I d , 1~,I1.l 
r 

t'11+t , '( : I l I ( t . k ' + I' ( ' ] I # I . l(.111i2)l' o it4] It I' -I!,I 4.I, r t I 'I4r. i ' i l / o ,"-ri I uk 

i I2 1 I4144 2 11 1 ,' ,~ ' , I'.'- 11 . ''4t m it'4I I4o4,4 
1,[tlI44I k r 4 , t t i , l . 4 W.-1\/. " i i: I'-11. . 11)1tit' l-1',IrI"/4 4 Itlt NM',. II..1.2, 4il' l ' ' 1 I.I,-h ,jI 44 . ,.'t1 NI'lt 

0 1 f it kI 4 4it tt4 '. 4444'''I4 I 1I ur 1 11. 

N,Y , \y1, w w l1 ,Ii .lt o 



16 1-Health Planning and Poh, lc , ormulat ion 

proved training, education, and eath status. Rouglyll 60 per cent 
of the previouslY "(unexplained. residual" was "explained': by these 
,actors,2 Thus, "human investment" was recognized as an extremely 
important factor in e i)laining the long-term economic growth 
experience of the U.S. 

PROPOSITION 1I-2 PRIVATE OUILAYS ON HEALI I SER-
VICES HAVE CONTRIBUTED POSITIVELY TO KOREA'S ECO-
NOMIC GROWTH DURING 'THE PAST TWO DECADES. 

The above arguments have been heard before, wrticularly il the 
context of other countries. 1lowever,, I would like to present some 
evidence pertaining to Korea that I have derived in the course Of 
collaborating Vith Dr. Choo. Hakchung in connection with theKDI 
/larvard University "Korea Modernization Study". 

nConsider the following equati6o estimating the impact of private 
health expenditure oin GNIP in the ROK over tie period 1953-1974. 

log 7152+.1602;(1)logXi- 1.1541 logX-+. 1751ogX:3 

(.8203) (3.889) (8,053) (2. 062) 

1.." .99 D.W. =l.1599 

where 
-Y =GNPz Gross National Product. 
X1=Gross Domestic Fixed Capital Formation 
X,-. umber in Labor Force 
X3:=4Private Health ExpenditureS 

(2) log-p 4 . 6689-1-. 22?11 iogX--,-±. 8949)lo-
(25. 3803).(.,5041) ". (7. 1016) 

--.18591og
 
(2703)
 

R 2=--.1 9869 V.W.1. 0872 

'D
 enion, . -bid 

{ , :,,
><a.¢: 
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W'here P=Population and 
Y, X1, X'2 , AX3 are as defined above 

(0)) log'-. 4549+. 2814 log-i*.2860 logy-j - (20. 8613) (3. 9198) (3. 265A) V 

\f=.99 ,D.W.I 
1498: "
 

where \Xi, XA are as defined in (1) above. 

Before discussing each equation, some general comments are in
order.' First, note :that all equations are estimated in logarithms;
thus the coefficients are to be interpreted as elasticities. Second, all.
Toefficients vith the exception of the intercept coefficient inl (1) 
alre statisticallyv significant, (it lea-st, at .the . 05 level, as reflected bythe "t" valties enclosed in parentheses under each corresponding

* coeficient. Third, the R2 (coefficients of multiple regression) are
ilznll cases over , 98. Fourth, the Durbin Watson Statistic (denoted 
as D. W. above) suggests the presence of modest positive autocorre
lation, typical of many estimates using time series data.4 Fifth, all 
monetary unit variables have convertedbeen into 1970 constant 
prices. ,, ,

The logic of these equations is readily apparent to economists,
with the possible exception of equation (3). Equation (1) represents 
a prodluctior function relation, expressing output as a function ofthie rate of investment, labor, and private outlays on health services.Recall that recently it has been estimated that government outlays 
on health services constitute only zlightly over ten per cent of total 

'Sources of data for these estimations are reported in detail in the attached Data
Appendix. 

,.Exact significance levels for the Durbin and Watson test of autocorrelation donot exist. These authors have calculated upper and lower bounds d.nnd el,respec.
tively. The values obtained above for equations ()')-(3)'fall in the inconclusive range, implying that one cal neither accept, nor reject tilehIpothesis that the error -
terms are positively autocorrelated with 95.ielel of confidence. However, the Dur-Ilin and watson values for uations (')-() exceed the upper bound d- thusmirlanting acceptance of the hyothesis that the disturbanceterims are not posi .tiely autocorrelated, For teference sce J. Johnisntoni Econometrie Arethods. (New
Yor k: Mc Graw- Hill Cotnpan.., Inc. 19163), p. 192. 
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difficult to obtainoutlavs on ihcalth.5 Also note that these data are 

for years prior to 1960. A considerable portion of governmeunt out
lays coisist of c:pital construction expenditures, and thus a portion 

dur-.
of these expenditures do n0t reflect a flow of services rendere d 

Therefore, private healthing theyeariin which they are recorded. 
vereexpenditur(s constituting the bulk of outlays on health services 

used instead of total (pubile plus private) outlays on health: Equa. 
that the variablestion (2) is identical to equation (1), except are 

possible heterodeflated by population in the interests of reducing 
on per capita GNPscedasticity thus yielding estimates of the impact 

of per capita GNP devoted to gross investment, the proportion of the 

in the labor force, and per capita private ex
population employed 
penditures on' health services.. Equation (3) represents a test using 

Korean data of a model used to estimate the impact on average labor 

of changes in the proportion of GNP devotedproductivity (Y/,X) 
(X/Y) and the rate of health expendituresto gross investment 

per member of the labor force. The logic of thislatter specification is 

that growth in average labor productivity depends oni b 0th the pro

and the quality of the "stockportion of investment relatve to GNP 

of human capital". as reflected by health expenditures per member 

of the labor force.' This. relationship was previously tested using. 

Ceylonese data over the period 1948-1958,:'anld the results are even 
than when previously apmore satisfactory when applied to Korea 

.plied to Ceylon. 6 

. 'Many other equations similar to those reported above have been 

estimated using "Gross.Domestic Product in' per capita terms, and 

In all cases the results are almostother alternative specifications. 
".identical to those reported above. : 

results is that, clearly, privateThe striking thing about these 
factor in explaining variation.health expenditures are a significant 

.
in Korea's GNP over the period 1953-1974. Also, note that the coef 

ficient of the investmpnt and health expenditures variables are very. 

and (2). Note that, in equation (3)
,similar in equations (1) the 

coefficients of the investment and health cxpewditures variables arc 

nated MNational Health Ea'-pendurr'Chong Kee Park and In Chul Nob, Es 

of Korea, 197071974, Seoul; Korea Development Institute, 976 (in Korean), 
"Coil tribution of Health to Devc [

D.H. Griffith, DV.Raa, and H. arshaa 

opient," InternationalJurnal(if Health Sevices I(August .71);253-. 7.
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,! virtually identical! In general, these results, and other similar 

results not reported here, indicate that in current periods, the rela* tive impact of outlays Oi health services PS comparable to that of 
'estmleflt 1Aphysical capital, Clearly, these results do not "prove"S
that outlays on health services are just as important, or more impor

tant, than outlays on physical capital. However, the results equally 
suggest that it is just , difficult, if not impossible, to argue thatoutlays on health services are a "drag" on economic vrowth! Indeed,
they suggest that such outlays are in fact consistenti with national 
economic growth objectives. . 

I suggest that economic planners should alter their thinking some-S i what and think positively in terms of health. Not only should 
inproved hcalth status be viewed as an important element of social
development, but also as an i,,p@ortant instrument sinmltaneously

S I'Promotingeconomic devel.oJnent.c 

PROPOSITION 11-3 f HERE ISGOOD REASON TO BELIEVETHAT THE IMPACT OF OUTLAYS ON HEALTH SERVICES ISGREATER AT MODERATE OR ADVANCED LEVELS OF DE-
VELOPMENT THAN AT LOW LEVELS OF DEVELOPMENT. 

At low levels of development, nations lack capital, foreign exchange, industry, etc. The labor force tends.to be untrained, unskill
ed., and uneducated, Its members tend to be unemployed, and thosewho are employed, are employed in low productivity tasks, Under* thrse circumstances, increased outlays oi health services will have
little impact on economic growth, since employlent opportunities
are limited in number,and average labor productivity is low, due tolack of capital, skills, and training. lovever, in the process ofdevelopment, employment o0portunities increase, and average productivity of labor rises, due to' increased capital, training, skills,and the transfer of labor from low productivity into high productiv
ity. activities. Under these circumstances, increased outlays onS lealth services, resulting in improved health status serve to enablerinOe toworkers enter the lIabor force,. maintain the high' level ofproductivity oil he part of those employed, and to increase their
productivity even further. 

http:tends.to


20 HIcalth Plalnning and Policy Formulatio 

In short, what I am suggesting is a "Ilabor take-off!he-ti" of 
economic development, and the notion that outlays on health ser
vices are an accelerating element in the growth process, Such a 
proposition would be supported byi the following e ipical results: 

A. 	 A diminution in the relative contribution of in estment to 
growth in Output as physical. capital increases over time, 

B. 	 An increase in the relative contribution of labor to growth 
in output over time, and-

C. 	 An increase in the i e iative contribution of outlays on health 
services to growth in output over time,. 

,,Consider the results of estimating equations (1)-(3) above over 
the period 1962-1974. 

(1') 	logY-. 0871 +.1207 ]ogX . 2247 logX 2 ±. 1634 logX31 
(.0675) (2. 4367) (4. 4564) (1.58) 

R?=. 99 D. W 1. 5503 

(2') 	 log 4. 9816+. 1809Io- 1.0834 log'+3 qd-. 2202] og 13 
P(8. 9174) (3.6758) :, (2. 8773) (7515).

R2 .986 D. T. =1.2894 

x 5.0278+1. 2592 Iog. 547I 
' 

(16.3941) (3.5323) (4.2196) 2 

R2=. 9186 D. W.=1. 3967 

All variables in equations (1')-(3-) are the same as defined above.. 
Note that the period 1962-1974 is one of many arbitrary periods that 
could be chosen to test the notion proposed earlier. Other subperiods
have been investigated and the results obtained are similar to those 
reported here. Moreover, in doing, so, I was also able to 'estimate 
these equations *bvershorer periods using GDP as the measure of 
output as was possible for the period 1953-1974, and the results are 
almost identical 'with thos presented and 'discussed here. 

All coefficients are statistically significant at the . 05 level, with 
the exception of .he.intercept was also thecoefficient in ()which 
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case in, () 2

above, and the coefficients of the X 3 and X31P variablesit, equations (') and (2'), respectively. These coefficients exhibited rather low 
expected 

'It" values in the carlier estimates, and should be
to be "weaker" due to the smaller number of observations
available Over the shorter' interval of time. However, both of these
latter coefficients easily pass a ttest at the 
. 10 level of statistical
significance and the coefficient of X 3 /P fails, being statistically significant at the. 05 level by only. 08. Finally. it should be. notedthat this type of test is crude; however, more 'papropriate and moreso ph ist ica ted t est s wi l l req uire m retime a n d h e n ce ileducted later.' w conoetm anhnc will beIn order con-to facilitate comparison', the estimates obtained in the 
U 

two time intervals are summarized in Table I below. 

Table . Comparisonof Estimated Coefficie:ts '
 
'Eqations (1)-(3)aid ]-() 

-.
 1602 
 1207
 
1541X21. 

1.2247S.1175 

' . 1634
 

-'"
- .2211 "1809 

.8949 1.0834 
P 1859 .2
 

Y.2814 .259237 
 : . 2860 
-5147
 

From a cursory inspeetionof the coefficients summarized in Table1, it is clear the pattern of coefficients is consistent with the notionsadvanced earlier concerning the diminution of the relative importance of "investment,", anid the':increasinig relative ofimportance 



22 . . Health Planning and Policy Fo-mulation 

both labor and outlas on health services in teris of their re
spective impact on "economic growth" over time. 

Statistical tests of the significance of the difference between tne 
coefficients obtained from the samplesof the two time periods studied 
have been conducted. Pair-wise "t" tests of the differ-nce betwen 
estimated coefficients obtained in equations (1)-(3) and (')-(3') 
appear, for the most 1)art, to be significantly different, especially 
those of equations (3') and ( inI').my opinion, equations (3) and 
(3') best and most compactly express the essentials of the "labor 
take-off theory" of all alternative specifications. The fact that the 
estimated elasticity of the X 3/X2 variable in the more recent period 
is almost twice the estimate obtained over i the longer period, is I 
feel, extremely significant and should be taken seriously. 

While the results obta;ned thus far must be taken as oi ly tentative, 
Americans often say, ",,where there is smoke, there is fire." The 
ROK has experienced a rate of growth during recent decades that is 
truly phenomenal. Currently, the government is seeking ways to 
continue to grow and, at the same time, to distribute gains acquired 
thus far more broadly tO the population in tile interests of "sOcial 
development". Paradoxicaflly, instead of outlays on health being a 
"drag" on economic growth, they appear to exert a positive influence 
on both social and economic development. W vt is more, the himited 
evidence that is available suggests that the ROK may he on the 
threshhold or already in a period when eIxpenditures on health 
services, which were previosly regarded as social development 
outlays only, will exert a greater impact on the process of economic 
growth than was both expected and realized in the past. 

PROPOSITION 11-4 THE ROKG WILL DEVOTE INCREAS. 
ING VOLUMES OF RESOURCES TO THE HEALTH SECTOR 

7 Four pairs of the eight pairs of estimated coefficients are statistically different 
at the t.l level, and one pair is statisticnly different atthe t.j, level. Thus, tile only 
pairs of coefficients that are not statitictly different at tite t. , level of Mtatisick1 
significance arc coefficients of tile X. variable in eqliaitions (1) and (I'), (f th. 
X,/P variablle in cquations (2?)and (9') lind of tietXI/Y variabler:il equations (3) 
and (3, respectively . .. .. 
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OVER TIME, BUT CARE SHOULD EXERCISED CONCERNINGTHE'AGGREGATE MIX OF IALTH SERVICES. 
Hlalth is ,avely political subject. People regard healthling sacred as someand as, "a right, not a privilege".Observed As Dr. Park, Chong.ee, recently, there is very little connection aroundworld etween national theper capita outlays onhealth nd nationalhealth needs as reflected by health indices.each The volume of resourcescountry devote; to health is determined by cultural beliefs,attitudes, and self aspirations that are articu'lated through the political processes and institutions characteristic of each country.Ilowever, two relationships are fairly clea r. Beyond a certain level,the higher the level of per capita GNP, the higher the percentage ofcentral governfietnt outlavs devoted to health services and the higherthe leV.l of e lenditures on health services- relative to GNP. Therearse-
,ex P,io: but as general tendencies,seen) to h these relationshipstOldtrut And, the ROK is approaching or has achieved thestatS Of anl i IlSt rialized nation.There are sev'eral reasons why these relationships hold. As peoplebccone engaged in high productivity activities, eXpen..ditureshealth services that maintain onhealth

productivit status and thus maintain highare justified. The life style of affluent people changes,and they tend to become overtense Overworked, and overweight,and to adopt consumption and work habits that make them anxious,tired, .dworried. People would raher pay increasing sums to feel
better, than to bear pain, anxiety, and uncertainty about their health
status and consequent ability to survive and work satisfactorily.Given that enormous pressuires will mount to devote an increasingvolume of resources to the provision of health services, it is important that at an early stage investment be extremely selective in theinterests of directing the development of the health services systeminto its most productive channels. The following subpropositiois,
per-haps, are of interest: 
Subpropositio 

1 A. Man is mortal and life is finite.'r:edical 

hChong Kce Park, "The Economics of HealthRef'rance Care Finaing withto Koren," paper presento- Particularat ic Korca.Japn Medical Economics SymPjosium, T'oyo, Japian, June 8-10, 1976. 



24 Healt . Planming and Poliy Formulation 

* intervention does not save lives, it saves life-years, by altering the 
Circumstances, timing, and,' often, 'the cause of death. 
Subproposition B. Outlays that prevent illness have a greater

benefit/cost ratio than those which involve treatment of illness that
 
has already occurred. So 1,a1y studies have demonstrated this, that
 
it needs ro documentation. Yet, few countries devote more than 10
 
per cent of total outlays to preventive services.
 
Subproposition C. 'Concerning aggregates 
 atd not speaking

with respect to specific individuals, disability involves a greater eco
nomic loss to wociety than mortality. Noneconomic considerations
 

'aside, 
 mortality results in a net loss to society of an individual's
 
remaining life productivity, less maintenance costs' Total disability

results lin the loss of remaining life productivity, plus maintenance
 
costs.
 
Subproposition D. Disease coiitrol has certain 
 advantages of
 
consumption and production externalities, but has a nonselective
 
impact on ecnomic growth.
 
Subproposition E.. , The timing of health serviCes availability is
 
important. For example. it may be wise to increase the availability

of health services before and during harvest and planting seasons..
 
Subproposition F. ' Reduction 'of morality tends to result in
 
a higher incidence of chronic illnessrs. If a particular illness is

"cured", such that no one will (need) (lie from this Cause in the fu- . 
ture, death from other causes must surely increase. This is because 
man is mortal and thus the probability of death for each individual 
is 1 (unity). The significance of this for planning and resource allo
cation is that as a population experiencesan improved health status 
over time, the population "ages". Thusiincreasing numbers ofpeople
become at risk to chronic illness which is much more expensive to 
treat. This partially explains why the proportion of resources devoted 
to health care increases with rising GNP, which is generally accom
panied by an increase in the average age of the population. In health 
matters, success is expensive! 

PROPOSITION 11-5 THE URRENT PLAN FAILS TO RE
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ELECT CURRENT DEMOGRAPHIC TRENDS. 

The ROK is ill a rapid phase of social and demographic transition.The population of Seoul and otle'r large 'Cities is increasing rapidlyevery year. The population ofincrelsing rapidly. ndMum size towns and cities isWhile there is considerable also
reducing the rate of current interest inopulation increase, and may be even the absolute population of Seoul, it is doubtful that any action will be takento inhibit the growth of other large cities, mediumize cities, andtowns.
 
Subproposition A. 
 The rapid shifts in i)opulation that are occurring in the ROK are ail essential part of the transition of the ROKt.orn an agricultural society into one that is increasingly urban andindustrialized,

Suchdemographic transition is pervasive, and is a necessary conse.quence of social and economic developnient"health plan" In the version of thethat I have read, while there is an effort to projectrural and urban population in the aggregate, tere is no effort expended to make demographic projections by region or province, It isextremely impbrtant, particularly when considering capital outlay;s,to project probable utilization over. the life of the investment, in orderto deteriif ewhether or. not capital will be sufficiently utilized.Coiicerning utilization, substantial evidence is abUndant which indicates that existing hospitals, and to 
 a lesser extent,and sub-centers health centersare currently Underutilized. Rural hospital occupancy rates are less that 50 per cent.,
 
Subproposition 
13. Under such circumstancesunvise it is extremelyto contemplate committing additional resourc to healthservices capital ifvestnile.it. As a miniiiji, I would suggest a moratorium

struction. except on case 
on hospital cona by case basis and only after careful studydemonstrating both sufficient need and probable efficient utilization..This, is especiallY truiein light of rapid olpulation 11OVexne;!ts from 

Kong Kyun No, "Aalyis of Ileahli Res6urevs in Korea,"USAID/K Scoul: Report toon Grant No. 48-1-500-708-1, Health Planning Project, 1976. 

http:ifvestnile.it
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rural to urban areas. Utilizatidn way be even lower in the future, 
due to diminished population ih certain areas. Greater attention 
should be given to extending pri' I'ry hen~th care services and to 
developing referra! channels, -,pported by an adequate transporta
tion and communication network in areas of current and future low 
population density. 

PROPOSITION 11-6 THE CURRENT PLAN TENDSTO OVER-
EMPHASIZE SPACIAL ALLOCATION OF HEALTH RESOURCES 
ACCORDING TO EXISTING GOVERNMENTAL ADMINISTRA-
TIVE UNITS. HEALTH SERVICES SHOULD BE ORGANIZED 
AT THE REGIONAL AND LOCAL LEVEL, t.E., FROM THE BOT-
TOM UP. 

I think that perhaps, too much emphasis has been placed o n try' 
ing to allocate health resources by Gun, by Myeon, i.e., to "fill-up" 
the cells. Government officials tend to be preoccupied with govern
ient administrative unit delineations. Such delineations tend to be 

outdated, and may :or may not serve administrative needs well. 
Health care systems should be built from the bottm up. Pcoplecon
surne health services not governments. Where people willlbe in the 
future, as well as where they.ar located presently, should beantici

- pated aind this should be the basis for establishing health Servi:ce 
availability. People cross governmental idministrative lines at will, 
in order to live in locations where they can pursue economic, social, 
and other interests. 

Whi e it is difficult L) project future populations, the forces of 
* 	 demographic transition are pervasiveand fairly regular and thus are 

predictable. 

Subproposition A. From an economics perspective, rather than 
attempting to establish centers of medical service capability in each 
Myeon, Gun, etc.,.unc iw!iould look to those small towns, medium 
size towns, and small cities that are growing in population and thus 
becoming regio=m' trade and commercial centers, regardless of the 
administrative u!..t in which they are located. These population sites 
will continue to grow in the. future, and thus will remain viable. 

Physicians could be induced to locate in these, towns and, citites, 
organiized as group clinics with established referral links to larger 
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health service concentration centers,and with 'established outreach
links with farmers and persons living in smaller villages and isolated 
areas. Thus as population tends to shrink in the smaller villages and 
remote areas, the population of medium size towns and small cities
in which physicians are"located will grow and remain viable., 

:any of the community health programs have demonstrated the
importance of local resources in providing outreach to people resid
ing in the villages. Mothers' clubs, village health woriers, etc. are
vital, establishing and maintaining links between suppliers of inedi
cal services and the people who are to he served. 

Subproposition B The first step in the referralprocess, and I 
think the most important step, is initial entry into the health services 
system. 7his requires "outreach." 

Outreachis extremely important, particularly, in view of rapid
and pervasive populatioil changes. Under such circumstances, it is 
not efficient to scatter health facilities widely, thus over-extending
costly human and physical capita! in areas in which utilization Awill
decline in the future. For efficiency in the loIg-run, outreach should 
he flexible and free to follow the concentration of population as it
shifts in response 'to trends toward urbanization and industrializa
tion. :Efficient concentration of medical service capability canl be
established in imedium size cities and, theat same time, outreach 
can be accomplished in a number of ways. For example, consider 
the following: 

1) Physicians riding circuit to small towns, village, and remote 
areas using bicycles, motor scooters, or by walking when nec
essary, 

2) Mobile clinical trailers or vans could be regularly or continu
ously rotated among aiternative sites in villages, small towns 
and remote areas, and 

,3).,Health workers,, village aids, etc. could be pmsted ,at varioUs 
sites equippied with adequate communication devices linked to 
meobile medical Warns and serice units, 

PROPOSITION 11-7 GOVERNIMENT SHOULD CONSIDER 
WAYS IN WHICH TO REGULATE THE PRIVATE SECTOR TO 



IHealth Planning and Policy Formulation 

INDUCE IT TO PERFORM MORE RESPONSIBLY AS AN AL-
TERNATIVE TO ATTEMPTING TO SUPPLY NEEDED SERV, 
ICES DIRECTLY. 

jt is naive to think that the private health sector ,w ill perform ina 
a man consistent with attainment of national health objec

tives. It is also naiveto think that the government can comfortably 

diiectly supply all services in. types and quantities. that are needed 

asithe result of the private sector's failure to do so,. 
There is no need for government to intervene in the private sector

by providing financial support, increasing regulation, or by supply

.ing:products or services directly,, unless the private cector cannot or 

will not perform in a manner that is consistent with the attainment 
of national objectives. 

The history of health services delivery allSubproposition A. 
*over theworid clearly teaches us one lesson, namely that rivate 

nwdicinefails to provide the right mix of health services; t6 produce 

services in the most efficient manner, andtd distribute them properly 
to all segments of the population. 

Health commodities are vastly different from other economic 

commodities possessing elements of public goods, tend to be viewed 

with extreme consumer ignorance, are noistorable and nontransmit
table requiring produ&tion and cinsumption to coincide ini time and 

* space, and often are produced under nonprofit maximizing circum
stances. Therefore,.conventional market forces of supply and demand 
cannot be relied upon to allocate resources optimally in type, quan

tity, or space to all segments of the population. The most critical 
*difference between health commodities and other goods and services 

is consumer ignorance of. service output-what health services are 
needed, -respective qualities, what alternatives are available and 
where, and knowledge of costs. The result is thatresource allocation 
decisions are. made less by consumers. and more by suppliers. In 

short, in thePrivatehealth sector, supPlher, not consumer, sovereignty 
reignsI 

Subproposition B. When supplieCrs Who are basically technicians 
make decisiois,: technological imperatives and others consistent 
wiiith professional development and personal aspirations tend to ro 
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* over economic ones.Vail Thus real resource allocation decisjon,,
particularly those dealing with types and quality of services thatwill be delivered, tend to serve priorities perceived by physiciansand other health professionais which usually are not those that wouldbe served by "informed" consumers and/or by objective analystsHealth profes ioiial-teehnologieal imperatives tend to focusaroundintensive acute care of esoteric illnesses, Such illnesses erire so 
phistiated treatment, utilizing highly skilled and specializedpower and facilities. The trend in 

man
most countrieswestern-style highly capital is toward theintensive (both human and physical)type of health care delivery system focusing around the physician.hospitalnexus as a largelystatic vehicle for providing medical services. Illness provention tends to be ignored, and primary acutecare services tend to be under-provided at inflated costs required to"amortize the high overhead associated with the expensive capitalrequirements of wvestern-style health care delivery systems. Maldistribution of resources results from the tendency of practitioners toconcentrate themselves in urban areas to serve their own personalSconvenience.. BY the same token, considerable numbers of scarcephysiciansare allowed (or even encouraged) to -emigrate to othercountries, while large segments of the domestic population remain 

. underserved. 

Stibproposition C. 
governments To fill the gap bttween sul)plv and need,iae called upon to either finance (brihe) additional 

* private delivery of health services, or to supply health services directly. Increasedregulationof the privatesectoris a reasonable aiter
native to thcse optons. 

Historically, governments have been reluctant to respndo fill 
:tie growing gal) between le legitimate needs of the urban poor andrural community dweller, for-iealth services, and the quantity of*health services available. to them. Philanthropy has been only, apartial solution, and as pri*'ate sector*is increasingly called upon 

trends continue, governmentto provide assistance, in the form ofsubsidies to educatiun, facilities construction, health insurance, orby directly providing services. UlnfortunatelY, inthese.efforts gov.er nienits tend to be hard pressed for funds, ivermefts ate mt 
to assume responsibility for prevention of illness through public 
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he,.Ath' programs and to augment health care network delivery sys
temns in a fashion p itterned after-the hospital-physitlian based west
ern-style type of delivery systen. ,Under-funding results in a rag
ged system that erratically renders fragmented services to commU
nities in quantities ahd qualities that are regarded as vastly inferior 
by private medical standards. Governtnent health serv'icestel( to 
be under-congsumed by people who, by virtue of ignorance, do not . 

know what they need, and lacking income, 'can not avail 'th m
selves of privately )-ipplied health services as an alternative. This 
brief description is more or less tlue of the experience of developed 
countries and appears to trend in those dievelopinge thile nations
 
that I have visited.
 

Subproposition D. Government is not big er(OUgh to supply all 
needed services directl. 

It should be very obvious that the private health sector is vastlyi 
arger than the government health sector in Korea. For example, 

currently , approximrately11 per cent of total outlays on health are 
expended by. governments, while the private sector contributes 89 

'per cent of. total- health expenditures. 'Thus 'even if government 
outlays grev thirty-fold over the next 10 years, 'and private sector 
outlays'grew by only 15 per cent per annUm (only four-fold). gov
eifiment outlays on health would remain lss than the total expendi
tures made 'on behalf of the private sector. f3u! there is no reason. 
why, governmewit should have to do it all! By virtue of its authority 
and responsibility, government can and should regulate the 'private 
health sector so as to direct it toward the attaiiiiment of national 
goals of effectiveness, efficiency, and equity. 

What regulations would be desirable? Consider the following:: 
''1) -Declare' a moratorium on' new hospital construction until ad 

-ministrativie guidelines -ire establishedi'for "c rtificate'of need" 
legislation that, when in-effect, would? permit hospitals and 
inics to be constructed -nly after sufficin.at need and probahle 

efficient .utilization were established. 
2) Declare a moratorium on new physicians seL:ting up practices 

i The'proposition that governments tend to emuhlte private health care dcli cry, 
systems is mentioned again later in is sectio , hut islal)orated in greatr detad 
in the section 'which follows, 

"
 
I: '
? ;.:' 


: 

¢< '::,;< {i ?7: :::;'::;:: :(]< ,:'::d.:,,'i ,:: : :::Y ':7 5, "2! -? :2 ,< ' ;:: <;7 . , ':.:.<:2 ,Y"
:!?:'[?i: 


' ' : <i,; S 

''' '2- S i 

http:sufficin.at


31 Macro Economic Considerations 

in Seoul and Pusan until "right to practice" administrative 
guidelines are established that Woul& permit physicians to 
practice in the'c Cities only after SUfficient need a nd probable 
tilization were established. 

3) Establish a moratorium on J physiciansKorean emigrating 
abroad, and consider calling back those who are not in the pro
cess of completing internships and residency programs. 

.... !Of Course, SUch regulation does not constitute reform of the sys
ten.11 At the same time, the. government should begin reforming
its own health (are delivery system, seeking ways to increase the 
utilization of current facilities nd physicians, and only gradually
expandi ighealth care into areas of high unmet need. Once having 
placed its own system on a rational footing, government can set 
out to reform the private sector through revision of medical educa
tion curriculum, additional law, and selected financial means. 

PRIOPOSITION 11-8 THE GOVERNMENT SHOULD REFORM 
THE INDUSTRY (INCREASE EFFICIENCY) BEFORE IMPLE-
MENTING A LARGE-SCALE HEALTH INSURANCE PROGRAM 
"INCREASE DEMAND). 

Subproposition A. The first step in reforming the health care 
system, beyond the interim regulation proposed above, is to reform
the government health care delivery network scheme by increasing 
thle ef ficiericy,,with which govei-rnent .,sources are used. 

Probablyr th. greatest area of deficiencv,: in I .t.,current Hcalth. :+:,'Ccor Mlan, isthat rwirel_) too much en ihais isgiven to caj,.... 
tg services, and thus increasing the committuient of resoUrces to 
the,production of health scrvices, withlittle rgardtforthe effective 
Utilization of the resources alread3 commnittcd to the health sector. 

The key problem that currently exists with respect to the preseit 
. yernlment health care delivery system is lack of utilization of 
provincial hospitals, healthcenters, and health sub-centers. Wh"le 

".The government should also consider regulating maximum fees and price, 
pir inl SVulrlseIl Wlie1e a mt-itOri:m Of new ihysician practices would consti. 
tute n tenineny toward monopoly mid thus soon .would invite future price and fee
increases. 
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data are sketchy, as stated above, it is well known that rural govern
ment hospital occupancy rates are below 50 per cent. And health 
centers and, particularly, health sub-centers also are operating far
below capacity. Under these circumstances it is difficult, if not impossible, to justify construction of new hospitals and health centers, 
even in areas where they do not exist, since prospects for potentialutilization and resulting improved health status benefits 'would 
appear to be too small to justify the Outlays of funds required.

The major question to be raised in this connection is, "why dorural area health facilities remain under-utilized"? Various answers 
to this question have been posed ranging from the view that services
and facilities are of such poor'quality in government facilities that* 
people do ijot wish to use them, to argumnents that rural incomes 
are so low that people cannot afford to use them. Iagree thait thesfactors are likelyv to be important. Unfortunately there is no Conclusive research concerning these issues tiat Would support these views.
However, I believe that there are more fundamental factors that also
contribute to differeut health service utilization patterns between
 
rural and urban dw'.diers'in Korea.
 
Subproposition B. While governments tend to feel that they!are very innovative in providing health services directly, they tend
to do so in a fashion that emulates a private health care delivery
system that is designed to serve well only an urban based, ratheraffluent, and highly educated population which has largely adopted
western values governing its consumption patterns, including those 
governing their utilization of medical services,

Since the necessity of governments directly supplying health services in almost all countries is due to the failure of private health 
care delivery systems to perform satisfactorily, it should not be sur
prising that government systems that essentially (and badly) emulate the private sector style of health care delivery should also' per
form. badly. in brief, governments, like the private sector, tend tooffer, a mix of services that people do not perceive as needed, tend 
to produce services at costs that are too high, and fail to distribute 
services properly,. '' 

The reform of a 'system or industry, or elements thereof, is essen
tially a micro problem. The issues involved are too extensive to 

":: .; 5:'
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be discussed in detail here. IIowever, a meof macro obserta
tions may be offered at this time. First, with Substantial under-Util
ized capacity, Oi a,wouLid thinlkthat price increases accompanying 
increases in demand fostered by national health insurance would be 
modest. This was not the experience of the U.S. in connection with 
the introduction of "NMcdkcare and Medicaid". 

* 	 Prior to 1965, U. S. hospitalS were also underutilized, largely due 
to over construction of beds in rural areas due to the Hill-BurIton 

-	 : program which provided federal matching funds to the construction 
of ruraihospitals, in order to attract physicians to rural areas. This 

* program was a failure in the sense that rural areas ended up with 
excess hospital beds and fewv physicians. '.For example, in Iowa in 
1965, there existed 142 general hospitals, serving a popilation of 
only 2. 8 million persons. Almost one-half of Iowa hospitalk experi
enced occupancy ratesof less than 50 per cent! With.the introduction 
of "Medicare and Medicaid", while utilization of hospitals in Iowa, 
and throughout the United States generally increased as predicted, 
hospital costs and physician fees increased two and three times more 
rapidly than expected. Increased revenues forthcoming from greater 
demand were absorbed in the form of increased equipment and 
facil(ties, on the part of hospitals, and in the form of higher incomes 
and increased leisure, ol the part of physicians (hours per week 
.worked 	fov- physicians began to declineshortly after 1966). 

Again the divergence between personal aspirations and motives 
Sol 	 the part of health professionals and national health goals war

rants emphaSis. It also warrants special emphasis, that selective rcg
iulation is essential to the "reform" of the health care System so as to 
attain national health care objectives. 
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DATA APPENDIX 

The Description of Time Series Data and Sources 

(1) 	The Bank of Korea produces GNP data from the year 1953. 
The time series used in this study cover the period from 1953 to 
1974 (t =22). 

(2) 	 Gross National Product, Gross Domestic ProCIctGross Domtic 
Fixed Capital Formation (JK::4I). 
Unit: I Billion \Won at 1970 constant market prices 
Sources: National Income in Korea, 1975, bV Bank of Korea 

Fixed capital formation is used as a piroxy, Variable for Capital 
which in some cases is converted into JK/,GNP or JK/GDP. 

(3) 	 Number of Employed persons. 
a 	 e data for the census years (1960, 196i. 1970) are used 

-s a bench mark to adjust the date for other years. 
b. Sources: 1953-Korea Statistical Yearbook, 1953 by Bureau 

* of Statistics, Ministry of Home affairs 
1954-Blank 
1955-1955 Population Ccmsus of Korea Vol. 1, by 

Bureau of StatisticsMinistry of Home Affairs 
1956-Korea Statistical Yearbook of the Republi,"of 

Korea 1957, by Bureau of Statistics, Ministry 
of Home Affairs 

1957-Korea Statistical'Yearbook 1961 )y the Eco. 
to nomic Planning Board 

1960
 
I 1) 
1961-Korea Statistical Yearbook 1962 by tle Ecro

nomic Planning Board... 
1962-Korea Statistical Yearbook 1963') by the Eco

nomic Planning Board 
1963-Ann1(al Report on thw Economically iActive 
to Populatiol 197 by BureaU.. of StatistiCs. 1Eco

1974 . 
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nomic Planning Board
 
Census Years;
 

1960-1960 Populationam Housing Census Report 
Vol. 1. Complete Tabulation Report 11-1 
Vhole Country by the Economic Planning 
Board 

1966-1966 Populationand -lousing Census Report
Vol. 1. l10% sample survey 12-1 Economic 
Activityby thc Economic Planning Board 

1970-1970 Populationaml Housing Census Report 
Vol. 2. 10% sample survey 4-1 Economic 

Activity by the Economic Planning Board 

c. 	 The Process of Adjustment 
The bench marks (unit: %) are made by the use of census 
and statistical yearbook data in censusyears, excluding 1955. 
1953-1962: the raw data are adjusted by the use of the bench 

mark of the census year 1960. 
1963-1968: the raw data are adjusted by the use of the bench 

mark of the census year 1966. 
1969-1974: the raw data are adjusted by the use of the bench 

rnark of the census year 1970. 
Data for year 1954 are omitted. The data for 1955, 1961, and 
1962 seemed to be highly over-estimated. These are readjusted 
by the use of the growth rate of non-agricultural sectors of 
Industrial Origiin of GNP, thus estimating data for these 
years. 

(4) 	 Private Health Expenditures 
Unit: 1 Billion von at 1970 constant market prices. 
Sources: Bank of Korea 
Private health expenditures (PIlE) had been combined Nwith 

, 	 personal care from 1953 to 1959. 
To estimate PHE for that period, anl estimation equation was 
constructed on the basis of data from 1960 to 1974. 
The estimation equation used is as follows: 

. 3+0. 77',1,----. 
( --3. 1)' (33. 7) 

2z-0. 99Rk D. IV. =0. 9751, 
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where, numbers in parentheses are estimated I-sta 
tistics 

H,=Private H-ealth Expenditures
(unit: Billion Wonait 1970 constant market prices) 
T,=HEpersonaI care 

Using the equation :above, private health expenditures from 
193to 1959 were calculated. 

"5) 	 Population per Physician, ;population per Pharmacist
 
Unit: Person
 
Sources: Ministryof Health and Social Affairs
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PART II: SOME MICRO ECONOMIC CONSIDERATIONS
 
PERTAINING TO KOREA HEALTH
 

SECTOR PLANNING AND POLICY FORMULATION
 



k icro EcoIIIp C onsd raii n.1 

1. Introduction 

flhe pIeitVoLUs SectOl addressed cet,*l'ainillIlcrol Itl .OnmI . sid ra

ions involved in health sctor planning aiId poIicy orillatiofl, 

Ihe prcsent.Se!ction delsimOIC specificatly with selective issues i l 
volved in Korea s health sector in relation to po0 icies proposed in 
th. health sector plan. It also discusse , generally al terna tives that 
wIre developed during id after the period of plan preparation. 

As stated in the introduction to the )reviouM sCtiOl, much of 
what iI dscussed here reflects what ha, e:lhi:arnel from various 
K1oiean counterparts with whom I have had the privilege of work
in .alIv two yerIl in kOrea. sill the case of thfe J)1CVIots et
tiOnl, ntiy colinciiets are presented as a series o1 'proposit ill~S, wvhich 

Jre briefly elaomrated and suppkrted. In Inay cases the elaborations-
1irt0-dpprd si oe otained erncesrybI data and aes -rol 
;1 rilyble hIn orea, Illn othr as hoeer it'es i ncea,; 
to rely onl meltnlOy, ariuryast t(t the c Irc LIumstances, 
prevail ing in owa over a decade ago. 

1I. liero Considerations 

A. Illod ti n . ... 

All cconornist know thaIt given a set or mix of desired outputs., 
ther,? exi.stsa snaII range(or even a unique)set of production alter
natives that Will produce output atmin1imuImat costs or inaximunm 
ecoo0mic efficieciy; Thus Ilie appropliatc production technology to 
be adopted, including the type;, f' inputs to 1e used, theli' efficient 
comIlhintions in use, and their 0'Oalization, dependsI o the specil' 
cation of the desired1mix of services to be produced, Oce having 
determined the appropriate mix of services to produce and the Ile
thod of their pnoducti~n, it is posible to determine the lmnost effi
cient cno services to intended consum" dioributig produced l 
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In mfo y other Sectors of the economy, these tasks are p/wrrmci ,for the most part, by market foices, However, as discussed in theprevious section, many characteristics of health services as economiccommodities (Public good, consumer ignorance, nonprofit production, etc.) render it impossible for market forces tosituation was do this. T-liecharacterized, in the previous section,in which supplier sovereignty reins, and 
as a ca. 

where there exists aconsiderable divergence between the professional and personalgoalsof supPliers and those comprising society as consumersservices. of healthThus attairinment of fundamental. tsks requires Planningand direction by nonlealth as well as by health rofessionalsIIn the remarks that follow, I offer recommendations.f 
0 r the reform of the government health care delivery system, medical education and health care distribution. These remarks are organizedunder headings reflecting the three fundamental tasks an industrymust perform, namely, that of daterinining:

1) What services are to be produced,
2) -low services are going to be produced, and3) How output is going to be distributed for consumption. 

13. 1'V/w Services /Ire To Ble Pfrocluce(I? 
PROPOSITION 11-1 DIFFERENCES IN VARIOUSTERISTICS OF URBAN AFFLUENT AND R 

CHARAC-
RAL AND URBANPOOR POPULATIONS SUGGEST THAT' A DIFFERENTOR MIX SETOF HEALTH SERVICES SHOULD BE SUPPLIEDTHESE POPULATION GROUPS. TO 

Subproosition A. The mix of services supplied bystyle pJrivateand government health care 
western. 

delivery systems isappropriate for a morelurban-based, westernized, hghly eduaed opulation, than for ruraland urba n p oor populations.
Private and governent western style types of health care deliver*syStems are based around the ph\ .sician.-hospit.nex.s.services,produCtio. of medical

Such systems sup)ly servicescons:it:-, largelyOf acut -carCsecod and tertiary medical services to patients pre
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M.nLtIn,,' svjitoflatic ill ne5s. 

er .... tipp by. asy...ar iceducati re, and promot ix hea] .. .. an alll Itt pcpti
tern And thesesrvies a R,neded l'.lvan 

1 iready lats ed,
lation ,vto,, lrimary Icaith caire n)eeds are hlaget 

I.he rual and urban poor need proportiol-
Subprolposi tion 1, 

pireventtve, educat ire, 
attI wo! pimal'n, care -?eic, and 


rolnotivc health services than urban affluent populations.

and1 

areas is "topI avv with people over 
Ihe age struclure of rural 

As of 1970,
1O yart: ,fage and chlildren undcr the age of 15 years, 


iiorea's polilation .as divided rouglly eually between urban and
 
Yet urbln popilaand respectively.rural ares, ,4S. .1 51. 1; 


of males and females (0 years of ag and
 
tions included only 1.4% 	 6.,7K! of pe:ople
ove:r, w~hih,~the 	rural population was comnprised of 

over 6tt years 	 age ,4 of cbildren, only 38.3% of the youngtl In.t,1, 
edl itletrln population. vhiII le 

.tes undert5 years of age col 


nearly. 15 of the rural poplationi was coiprised bY the children
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9 - Young, the od, 
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knowleIdge of basic sanitation, enlilonmental. control.

in terms of 

aI e and 
and persoaal health hazards including the pcercepti0n of di, 

..
illness. 

in health service utilization patterns on Ie pIrt of 
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,iven polpulations are 
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Thus, every serious effort should be made to specify the types of 
services that the "reformed" government health care delivery sys
tern is going to supply. 

Subproposition C. The mix of services provided by Korea's pi
* 	 lot and demonstration. community health programs, particidarly 
: 	those in Kang-J-iwa-Do and Koje-Do, should be reviewed and inco, 

porated in specifying the types of services to be supplied by the gov
ernment health care delivery network. 

I have been privileged to visit most of the community health pro
* 	 jectsin Korea. Those operatingin Kang I-wa Do and Koje Do are 

particularly impressive in that they reflect a careful effort to define, 
a set of services that is most appropriate to serve the needs of rural 
poor populations both in terms ofprimary medical services and sup
portive health services. 

Once having determined the appropriate set of services to be sup
plied, it is possible to consider alternative production technologies 
that will produce them at minimum cost or maximurm production 
efficiency. 

C. 	flow Are Services Going 7o Be 1'rodmued. 

PROPOSITION 11-2 HEALTH SERVICE PRODUCTION PRO-
CESSES THAT RELY HEAVILY ON PHYSICIANS AS THE 
MAJOR INPUT ARE INFEASIBLE IN RURAL AREAS, AND 
ARE NOT NECESSARY 

Subproposition A. Physicians are not as necessary as a primar.y 
:i.:);it in the production of those health services needed most by rural 
poor people, as compared to services needed by the urban affluent. 

The statement abo e should-not be interpreted as meaning that 
physicians are not needed in rural areas. It should be interpreted to 

mean that 'the role of phscin in supplying prbiar medical. ser
vices, health education, personal hygiene, sanitation, idpromotive 
health services, which are the health survices that the rural poor 
need most is not nearly so great as it is in providing services to 
urban popunlations. In rural areas, the role of a physicianl should 



Sbe thait of "teath leade, in which rmre ti me is Spent :directing, 

supervising, administering,, and supporting the actities of anilla
fraction of timetfor the provision ofrv personal. reserving only a 

those medicil services requiring a p1hysicianls skll. . 
MIMany mlhtical studes in the. Ullted Satel, have revealed that 

6nIl a sinall faction of the medical services reerced by physicians 
Irequire thle skillk and training imparlted by the many years of study 

tlhat are involved in physicial education. AlSo, these studies have 

sIown that in practico. when physicians find it convenient to do so. 

mIay such procedures are delegated to ancillary Ipersonnel who op

erate under "standingorders and physician supervision, Thus the 

issue is,,ot whether or not. nonphly.icians can competently perform 

such procedures. Rather the issue concerns Whether or not ancillary 
them without specificpe.rsonnel should have the riht to lerforll 


physician delegation in each case.
 

peIrmit ancilary.Subproposition B. Phvsiins argue tlhnt to 
personnelto pe1Iform procedures traditionally performed by physi

cians resdlts in a diminution of the quality of care, lhysicians as a 

group are trained to forus on theindividual patient and not patients 
-~erycollectively. itconsequence. %withrare exceptio., thev have 

little colecti'e social conscience or perspective. TO thu Cries of low 
quality care.: I anser thuslv. fone adds zeio for every l1ati'ent w,ho 

1irec'VCS n1 cIC tI hf liw'dd as a conequ'nce f1"the absence f ,i 

Ihvsician.to s1lay su.'ciccs, the a'crag"qualit suplial is 
•gr;os.4y t.~nccc/'tablte... 

This is true in both developed .and (leveloping nations of the 

The issue conce, iing "'quality of care' must be .onsidelrdWoid. 
Service 1w service in the perspecti, of the coinsequences Of eacl 
decision in relation to the collecti:e health needs of the relevant pop

ulation1 Mder coisidrerationl. Curicntlv, as is the case with much 

of Korea'stial population whei few or 11o medical sr-vices exist, 
care is nea,'v equal to zero. 'he physifianws s wcr ist rIuality of 


to produce HIMre doctors and tnduie tem to locate inl rural areas.
 

''his is not feasible and x ould notbi,econorital.
 

Suhproposition ' C., It tis feasile to indce nMugh phwsiciaiS to 

Wlocate in ;irlil to pi -oidi,a nural healtl care deiver yetwllkd areas 
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that is equivalent or near to that already existing in urban areas.
It is probably impossible to accomplish this, under crrent circum
stances, without 
 strongly coercive measures. The United States ... 
has been attempting to induce physicians tO locate in rLral areas for
twenty-five years. Billions of dollars have been spent on the Con
struction of rural hospitals, medical education subsidies, forgiveness
loans to medical students, and other programs in an effort to attract 
physicians to rural area,. Even in the United States, communities of,significant size have constructed clinics, and advertised their willing
ness; to guarantee an annual income of $ 50,000 oi- more to phy
sicians who will locate there. Yet, 
 year after year,. such. facilities
remain vacant, as physicians prefer to locate in nore uirban aieas. 
The supply of physicians to rural areas is very inelastic, all Over 
the world. 

P),art of the problem in the United States is that the number of 
places il medical schools is extremely limited relative to the demand 
for physicians. Thus supply is restricted. Medical educators and the.AMA argue that the restriction of the number of admissions to med
ical schools is necessary to maintain the quality of licensed physi
cians. Yet, it has been admitted that, in recent years, three people 
are turned away for every one admitted into U.S. medical schools,
and of those refusedentry, two are adequately qualified. The con
sequence of enhanced quality through restricted medical school ad
mission is to restrict the supply of doctors, resulting in higher fees 
and incomes, and an inflated rate of return on medical education.
Concerning the latter point, even conservative e!;timates are that the 
rate of return on medical education in the U.S. exceeds that~of in
vestment in education for comparable profess;ons---awyers, college 
professors, etc. -by at least 20 to 30 per cent. I have calculated theaggregate discounted (present value) cost to consumers of the re
stricted supply rpolic'y io be in excess of $ 600, 000, 000 in the U.S. 
for the year 19G6 .. 

Korea 1hs a smilar situation in that the supphl Of physici1ins available to serve the domestic 'pulation is restricted, through the 
systematic emigration of physicians abroad. This l)lo0enoenii has 
certain advantages to Korea physicians, since the consequence. of 

.iriies R.Jcffc,' 

cost of ligp e 


J and MNaio F. Hogltiano, "A 1I 'I l Vhski nn Suly)1) l'oli•: Thte 
Quaity Medivine",iihinlittcd to Iout'nal of Human eo e's,' 
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inelastic. Caution must Ie exercised to avoid Spending too much
 
Money il this effort,. f course, there exist a few "footloose"
 
physicians who can be induced tolocate in rural areai bv the " 
prornise of higher income. In addition, there are a few physicians
possessed of missionary zeal, who also can he induced to locate in 
rural areas. However, medical schools do not select phicYians on
 
the basis of ther missionary ondeneies.
Thus the suidliof physi
cians to locate in rural areas is very inelastic. Vhy?r
 

The main reasons pjhysieians are relIctant to lcate in rural areas
 
are the. same as those, we who are no physicians would offeras 
reasons not to plractice our respective skills in rural areas, even if 
offered higher income.;. We all must thiI, of our iWivs, •our chil
dren's primary education and 1)rospects for college admission, our 
relatives, and our maiy friends and professional relationships. We 
have already adopted uirlan patterns of ling and urban life-styles.
And we believe that we are more "effective" Iprofessionally, if we 
p..ctiC6ur Skills in irban areas rather tban in rural ara. Th 
. ame is true of physicians, and le.els of income in urbmn areas are 
sufficient, in view of all the ther lerceived benefits of urln lIv,
ing, to convice them to sar there, The point is. 'it is very difficuilt 
to induce people who have been'educated and who have established 
Lirlan life-styles,patterns of living, and expectations to giv',up ur
bI livinig, and move to a rural area: Ilowever, this would not be 
true of many Young people who imlay become physicians in the fj

::ture, il the\ , Wer e selected from rural environments and were e 
cated uuder different circumstances than is currently the case. 
:Mean vliule, for the short-run, I believe that policy-makers should 
proc{od tider the followving assu"umptions: 

1) It ill be impossible to induce many more physicians to locae 
in rurail areas in the short-run. 

2) It is easier to induce physicians to locate in rneditm sized
 
towns aind cities that show certain prospecS of g'rowth ill tle
 
future. than to successfully recruit physicians to locate inl small
 
towns.
 

3) Greater reliance miust he p~laced oilniphy~sic, ans providing

medical services in areas ouside of medium ,sied towns and
 
cities located in ruial Gun, who would be diected, superviseld,
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most countries, acvds more primary care physicians and needs few(r 
!specialists. Unless ,pecialization is checked, professional aslpirations 

are likely to result in almost all physicians specializing. In 1967, : 

1 S. survey revealed that 98 per cent of all medical students intend

ed to specialize. The consequences of over-specialization are that 

fewer physicians will be willing to locate in rural areas of Korea, 

in Korea as a country, lue to diminishng opportunities toor even 

effectively practice acquired specialty skills.
 

,edical schools should consider 	 shorteningSuhipropositon B. 
the duration Of medical education and selecting students who are 

willilig to locate in rural areas, 

Many medical educators in the U. S. haN e argued that the time it 

takes to train a physician is too loog 'he actual practice of medi

cic requlires little of the bSO science prre-nieicalschool pr-eparation 
required of medical students. It is, argued, persuasively, that the 

current over-emphasis in terms of iasic science requirements, rep

resents an over-reaction to a situation that existed around the turn 

of tle century in the 11.5. x{l!enl w medical schools ilp uded an3y 

b'asic science in c.". ge curricula (arevealcd y tlhe famedical 	 . 
* 	 ' ious "Flexiier Report" ubhlihed in191(1> 

It is also argued thatman y young people. possessed with strong 

motives 	to serve the needs of people. are discouralged from becom ing 
expense, length of time required.physicians, because of the high 

and the "dull and difficult" curriculum with its emplasis on basic 
It as !beenscimnce, characteristis of modern medical education. 


suiggested that those entering specialty areas benefit most from the
 
"pre-med" emphasis on basic sciene, since. these areas are closer to
 

the "frontier" of medical science. 
itake of the United States, howevrl, in'lease do 	not make the 

. stmalishing i new specialty such as "lFamily Ir.c'ie-..During the 

Meit 6s and eml W in response to the need for more primary 
care physicians the ANm'and related iedical specialty.associutions 

family practice residency 'Iprogram which requiresestaliished the 
three yearsiof Specialty tiraining beyond undergraduate medical ed-

Ito nmny it k not clear that additional trainiig is required to 

tamin doctors to be "primary car($specilistK. nd the time required 
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Physicians tend to ,rjiew tn;mselves as the primary or only agents
rendering medical Services. Ancillaries are viewed as either assi.t 
the physician in the production of medical services or as rendering 
additional health services consisting of health promotion, health ed
ucation, etc. Only if there is genuine delegation of tasks to ancillar 
personnel of tasks previousdy rcndered by physicians; will physiln 
productivity rise as a consequence of uing greater numbers of an
cillary personnel. 

In a study of a sample of 2, 000 medical practices in the U.S. us
ing data pertaining to the yars 1965 and 1967, Dr. U. E. Reinharlt
 
(health economist)found tat the average U.S. physician could prf
 
itczbly employ approximately twice, the number of aids. currc.tly
 
empoyed ard increase hourly output of services by 25 per Cet,, IN
 
another study of 12 physician practices in!three states in the U.S.
medical students were used as observers, using a task list consisting
 
of 283 tasks. Tsks ere organized into eight major categorlics of 
activi.y ranging from history taking to Office surgical irociedures. 
t was found that those practices using physicianoassistants could 

realize productivity gains ranging from 49 to 74 per cent. 5 " : 
Snce, physician assistants, nursc clinicians. etc., can be trained 

in a fraction of the time required to train physicians, the co.t-efl 
fective imrplications of the results reported above are enormoim,. 

SubpropositionLE. 'he ossihility of decCntralizing the Seoul
 
National University, NMedial College should' be colnsidered.
 

For various reasons, in Korea all roads lead to Seoul. Tradition
ally, it is v'ery important wIere one goes to school and who on(s
 
C are in Korea. would challenge 'thiK it is
classa te Although some 

apparn t to this outsider that one has co n!.iderable advantages in
 
Korean society and in one's professknal career, if one graduates
 
'from Seoul National University,.N.U. .
 

Studies in the United StateS have showVnf that medicail students
 
With a high probability tend to locate in' the state in which they
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of' regular ,mdical college faculty served is heIeachg.fa'ultV in 
a Selected numler of comilininity hosipitals located tirmugliut the 
state. In recent year; the propoition of medical students migrating 
to other states after completing their training ha- dropped to be
tween 20-25 per cent. 

I think Korea could do somethin, shifniiar , e-There is (0rnous PP,
tige involved in being associated widl S.N.,U. Iiowever, if the med
ical college would establish blaMIches in outlying provinces, in con
nection with other uni-ersities and ImIJ0r hspitals, students cold
be more readily attracted from these areas and would he more likelY 
to remain there after receiving training, particularly, if "right to 
practice" restrictions were placed onl Seoul and Plusan. 

Another, related innovation would be to lenglhen internship re
quirements by one year, while shortening the period of basic mel
ical education, and requiring the extra year of internslhip to he 

* spent Outside of Seoul in a rural cominunitv, unless aStudent ha,
been admitted to a particular Specialty tliit Cluircs study illSeoul. 
Thiis policy, in connection with quotas imios' d on the uber ofl 

*Students admitted to residency programs, would encouragc. tht ex
pansion of physician servicesto rural areas. 

).-low Are I,- ,iccs GoTing 7o Bc Disri1bzucd.. 

PROPOSITION 11-4 THE WESTERN STYLE TYPE OF 
HEALTH CARE DELIVERY IS A -SIT AND WAIT" APPROACH 
TO HEALTH CARE SUPPLY. 

Tle western style typc of health cakre delivey.I Vta .denimnd a-d
 
:llpply approach to impoement inhalth tau .yicians Nd
 

.hospitals represent centers Of mIedical serVice capabiliLy orsupply

ready to serve thede mands of pati ents who present tlenselves as
 
wantiig to utilize their services. Patients are expected to perceive

that they are ill, and to .e-k out plsicians nd hospitals in order
 
to receive the health servies, that they need, Utilizacionl of hialth 
Services iS*malniffst 0nIlN' unde thehfollowing conditions: . , *. . 

1.) ;.'Vt .l..e.t,oms of illhei alth are m. 

2) Patica t.s pccivc themselves as bel g *ill,
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While not consistent and thus not strictly comparable, the results 
suggest a similar prevalence and incidence of disease and illness 
among rural dwellers as among those living in urban areas. 
However, other studies, which have relied on professional evalua
tioin of health status, reveal a much higher level of ill-health among 
rural dwellers than is true of the general population, Thus one must 
conclude that the percption of illness among rural dwellers is less 
acute than itong those living in cities. Such a conclusion is consis
tent with the differences in age and educational attainment existing 
between those living in cities as compared to rural dwellers, as cited 
above. The young, the olW, and tile uneducated are the least knowl 
edgeable. concerning modern standards of good health, wbatwmod
em medicine can do to improve health status, and how and where 
to seek out miedlcal services that they need. In addition, they are 
least confident that the receipt. of western style medical services is 
appropriate for relieving conditions of illness, and are most reluc
tant to seek out western style health services,. These circumstances' 
can change rapidly only if western style health services are pro
ioted through outreach activities. 

Sul)proposition 13. The government health care delivery net
work Should involve ancillhry personnel Who will continuously 
maintain re.ferral nk beteen village dwellers and health sub
centers. 

Outreach activities involve "going toite Peolde", rather than 
waiting for tle people to seek out health services. Outreach activi
ties are an essentil pair of the pilot and demonstration community 
health projects being conIducted iI orea. Community health pro
jects typically involve village aids, village health wvorkers, or mnem
hers of mothers' clubs who make and maintain contact with vllage 
dwellers, individually and coilectively These health aricillaries are 
vitalto case finding,, health prormotion, health education, arnd re
ferral and follow-up activitieN which serve to break down barriers
of lack of. confidence in and knowiedge of, western style health ser

avics, and assist greatly in percepton of mmbersite iless among 
of rural populations. 

SIubproposi (ioul C. Tile government should consider thle estah
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gain persioially from taking advantage of the ignorante of the puhb
lic through incre'aed income and, profit to promote tile henlefits of 
their own individual services. Ilowever, it is appropriate for a gov
ernmient which is nonprofit and which h.as ,ben"etrusted, "Illy 
through dueIm olitical proceswes, with the responsibility of the heialth 

.and to iromote the benlefitswelfare of the population, collectively, 
of various of its activities. Thus it is reasonable for governments to 
advertise the location and other aspects concerning the availability 
of henlth services, the benfits that are ikely to be realized from 
LutiliZing them, and the terms on mwhich they are availablr In addi. 
tion, this promotion activity since it is provided for the benefit of 
large population grous, can be most effectivly accmplished it 
mass inedia channels, Thus, I suggest the following: 

1.) Advertisements concerning the location, opecrating hours, 
staff, and services offered by health sub-centers be plaed jw,

-riodicaily, but regularly, in local newspapers, 
2) Feature stories concerning activities of seleend lhealth sub

. centers be carried in n1ational media including teleision., 
newspapers and periodicals,

3) Human interest stories concerning the lives and ajctivities of 
local community health workers . be presented on tel-visioa 
and in major periodicals from time to time, aid 

4) Present itions of certificates of merit to outstanding individual 
S ,health proltsionals and ancillary personnel be carried in the 

evening news a oCcasiols 
Not only would such promotionmil activitics rve to educate, in

fori, and raise the health consciousness of people living il mccli
-aly underserved areas, it would also bring the general publics' 
-ittenion to the conditions of need and the government's efforts to 

i.eet those needsnin medically underserved areas. Thus;these ictiv
ities would serve to legitimize govemnmeiit efforts in these nreasThis, 
is extremely important in connection i,.th healthservices financial 
sheies whch would involve ail clement of* subsidy or. wealth 
transfer from thie ~'-c'to the "poor" inevitably to be developed
in the near future, The geieral: public ihould bie inforimed as to 
why additional funds aie. needed, Ile ptirposet to vhich funds are 
Woo And the bnefits res ilt from their.m. u . . at eencitr,,.. 
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phenomenon can he viewed as an "income-effect" like increases in 
effective demand. TI'hrough inreased insur'ance slubscripltion rates 
Or raises, this ef/ct can be "neutralized." IloweVer, in reality, most 
health insurance schemes involv.%e certain subsidy elements wherel!.: 
purchasing power over health services is disproportionately in creased 
for certain "high risk" groups vhose marginnl' propensity to con
sume health services is greater than that of the general population 
with little or no corresponding reduction in real income. This on 

-	 balance, effective demand tends to increase through a right-ward 
* shift in aggregate demand. 

Health insurance or similar financial schemes that do not effec-
Wtiely screen out "high risk populations", or which fail to charge
them SuffiCiently high subscription rates, tend to increase the effec
tive demand for'health services on the part of the aggregate popula
tion covered. Thus, national health insurance schemes, like Medi
care and kMedicaid ;n the U.S. are designed to increase the effective 
denand and consequent utilization of health services on the part of 
certain "high riskr" medically underserved groups which tend to 
ha.e'a higher marginal propensity to consume health services than 
the general population, and thus tend to cause demand to increase. 
Indeed, the result of most national health insurance programs. is 
an increase in theagregate effective demnd for health servies 

A second way in which liealth insurance schemes tend to increase 
the effective demand for health servces is through distoting rela
tive prices. Most health insurace schemes involve only a modest 
co-payment factor. In indeinity insurance schemes, the consun( r 
is forced to pay part of the cost of health services (co-pay) when 
the alount paid to the consumer. for treatment is less thanr the cost 
of' the procedue. This for example. if an appendectomy costs 

* 	 ':$100. 00, but tle conSmier is iidemnified (paid) $80. 00, the con
sumer is forced tocperate in )aying T20. 00 of thecost of conimmy

* 	 ing $100.00 worth of health services. Clearly. co-payment is an 
* 	 explicit featuir0e of those insuraIIIIe plans that reilburse consumers 

less thai 100 per cent of the cost of treatient. Thus aiplan that 'will 
pay 90 percent of 'the cost of' treating a ,particular illness in-olves 
a 10 per cent co-payment. factor. T[e lower the i.o-aymcnt factr. 

i ':the' reduction ill the :'effective' priceof healthtser-¢ices'greater the * 

relaivelto other conmmodities. Gienthe-reduction in the eff(ctive 
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higher the incomes of phyicians, the lager the reviues of ho: : 
tletc., and the less the increase in the expanision of the utili/_%-


Lion of health serviceoil io
lc part of con suimers. 

Subproposition B. Unless government insuran e schemens are 
restricted to Selected targeted population subgroups served by the
 
government health care deivery network, prices throughout the
 
health services industry will he affected adversel v.
 

Pices are determined al. the margin, there'fore prices throughout
the entreindustry tend to be affected by the government's action.
 
Thus While the government's ahlnrnmy be onily to affect Sulton
 
of government direcy splied sevies, goxenment finam pro
grams that are not restricted to the governient s.ystem wiii impact.
 

tr.Iust alsimportantly, if thie government financial progiam is not
 
restrictedImhu t or~lces(I( iititinn"cha isthal'inserved byillththe goverrnmtSO
linited to target population 	 icw 

S 	 health scre delivery iitwork, the increased: revenue received by the: 
Private sector vill serve to finance ill ,rtllle 3ra:iin dirc'c
tions inconsisttt Nvith national health poli objectives. Thus ill
creased revenues flowing to the Privat healthsecLor general ., 

.OUlde too w rite the concenitratoii of hphysicians and cii serv u 

ics in urban areas, encourage the es.paflsion of. private opicl
 
and clinlics in. cities, etc.
 

Subproposition. C. Government hea'lth in i1ranlc Scheilnes that
 
are lnt limited to targlet poptillatiol's served 1.,cxusiv(.1y by gov
erlinen't health care delivery elemlents may serve to increaNse the(
 
qlidity)of private health services supplied. much nlore than to
 
inlcre ase the quantity%of. health 5erviceS utililed. 

D.uring the period froml September 1973." to April. 19741, 1 had the
 
privilege of serving as chie health economnist advisor to the nited
 
Stits Price Cormision and to the United Otatks Cot of Living
 
Council. During this periiod, I assisted in drafting the( *Ph ise ill'!
 
and "Phllse IV" price regulaitions applicd to the. health seivices ill
dustry, and attended manly of Ohe rate inclerease hea rings held onl 
behailf of hos;pij :< phsiia und other healith ogencie&; rcqu,, tmng .. 

ext *mptjonus to prdct regulations, ilnpose(d onl owe health services im

http:1.,cxusiv(.1y


reutOfL~ Ithese r nIbIIllit.. aiijkl acjtivi"ties, I anI tjpr 

tnitV to I ila tiohi in oe, Ics COs, mIdtudy thie sourcIes of: health 
vert 10pr cod of thelast 2 'ars. 1he [ot's 	 1 the I t 

in:ll plesenlt context; ::thet 	 : 

abou the, ate.:the consumeri~l pirice. inidex.:a m a> 

* 	 Afer 1la~.firt hospital charge mcId thenl .prcleio fees,: 
tIook offtat: rtIImuch igher thu n thee risei col -

M; 	 Oyer e, ire ed begining i ]91 and l jaur 
I :1970loliir price.Io idex ofi icA care mose b 1 . 1the 

to the conIme III Ide 
for jiPll 1ni!'1], 1(,as 1d2 ve II 

* c rt Kfro II 3 15 	 rieItu 
1n. on, 7) cel!" f~ t to 17 

!wtht ;ioft in 'medial Itare IA ce1occrr'ed long,before 

Jt'icijn Meicr C il t5il% i19mc6lI 

Ii : ?vr se i , (o , i Iin.'e invdj 	 T
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particularly striking inlview of the \iiLtUal rconstancV of tII 

p ericeltigc of costs' paid bY governmentduring the interval of 
years 1950-i960. 7' 

5)l'rior to 1955, health outlay s aitperc(ent of (;NP we'rrelatively 
constant at between 'I.and 4. 5 Per cent. Ilowever in I i)()'
Iealth outlays asa ier ceuf of GNP jumped to 5 4, and currently 
constitute 8 per cient of GNP iiithe U.S_ On the basis of total 
outays, the health services industry isAmerica's third largest, 
ranking only behind :construction and ai'icuLture The Social 
Security Administration estimates that over the interval 1950
1971, 17. 2 per cent of the increased outlays may be attributed 
to increases in prices, 16 per cent to growth in population, While. 
only 36 per cent is accountable by increased Utilization., 

(i)An enornmouS Voluie of the inc'eased expenditIes, Oil heahh 
services were absorbed by elements in the health services indus
tri in t Manner reslting I the Iroduction of vhat health 
pro'essionals callai increased quality of services. rather than 
anl increIIsed quatit. of serviceUs Utilized. T11his iS particuli:iarl 
true of hospliuls in the U.S.. Currently in tle u.S .outlays ol 
hospital services constitute over 10 per:ent of to l health sac:
vi:eS outlays. Even though hospitIls in vast areas of the US. 
are under-utilized inlterms of occuMnCy rates, hlospital costs 
have risei ftster than any other coilponent of the medical care 
price -index. since 1955he rise 'i hospital chargesin tile U.S. 
has been phenomenal. According to the Ainricanll ospital As. 
sociation, the average epeIse per patien t day was S 15. 32 inF 
1950, had increased $ 62,-00 bY 1968, and xceeds $ 100. 0 'cur. 
renty. 9 This increase in.price has been accompanied by imod
est increase in hospital utilization, but has beell accompanied 
by enornlus increases in assets ('equipment and space) per bed 
day, personnel per bed day, and supplies Utilized per bed day.
Thlus hospitals have become increasingly sophisticated as Nveil 

1968"and variousg upplemene 

[Toward R. Bowen and jamnrs R. jiefer, Thc E onomi, of Health Sc, vilCe 

Gcneral Learning Pross: New York, 1971 . 
. Dorotyi Rice a d Barbran S. Cooper, "National Health Exipe'jdilures, l29) 

of the Social Security Bulet in foi1970 and variolw 

Bowen and lfer t cit,ip 
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supliher call choo.;e to expand output with chllge( in qualityno 
and price, or choo0se,( to increase both quality and quantity of a'',e.
lhe figure. illustrates a case: in which the supplier chooses to in
crease the quality 0f care Offered by moving to S, thu, raising the 
price to 1,and increasing output to only Q,.2,Note that this output is 
less than the amount- by Which ouitput could have been inc11ase1 
had there been no up-grading of. quality Simiilarly, given an in
crease in demand to D, the Nupplier moves to S and raises pl~ice 
to P, and expands output to only Po. and C, repJreientPoints A1, 
intersectiis of relevant suppl aind denmand; which whenl cnliectcd 
reveal XS, the effective supply curve reflectiig discrete incrcases in 
quality of services at increasing prices. These increases in quality 
are obtained at the expense of increased utilization which Would 

* 	 'have 'been Qt instead of Q! Note that the final supply rve, 83 is,

also wholly elastic reflecting excess cap'acity and ibloptimal utili
zation, even though dem mld ;icreaa:ud considerabl ly.vc tunder
 
Conditions of excess capacity, increases i demnd vill* bring ahot
 
imaxinum iicreases inutization, only if the( qualit 01rvics iso f 
hlei
d c0stanlt, say/through regulation.. 

Subproposition 1). if health insurance programs are not restrict
ed to targeted population gvoups utilizing government health 

* facilities, it is desiralle to regulate the capital expenditure, pricing, 
and Output policies Of' the private health SeCtor. 

The Korean .context is even more complicaed thian tlat of the 
U.S.. IlKorea, obviously, irivate hospitals compete with public 
hospitals for patienuts, as- is the case intie U,S... llowevei, in the 
U.S. pliysicins and 'hospitils are complementary prodiuction a
gensts, whereasin norea this 'is not. the case. In the U.S. patients call 
be admitted to hospitalsoniy with physicisiin approval. bilt patient:
are rarely bedded over night in privatephysician clinics. IIovever, 
ny understanding is' that in Korea, patients are often kept over
night inl physicianl clinlics during episodes o~f illness. T1hits physicians
do not rely oil hospitals a an essential complementary piroductionl 
agent in Korea to lt extent that. thL do inthe U1S. .id ThiSin pr

""'explainsthe lOw ocCupanc' rates of ter'tain rural wipitals'which 
are located in areas 'here priite clinic beds aretioreavailall ' . 
thin elsewhere. This is even more true in-cases lwhere local halth 
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the most jart, the urban affluent population. The government svs
ten is nonprofit, andlar .geIysrvs the In raI d Irbn poo.

Currently, the two stems ar(-both patternlld after wevtern styV le
health care deliverv~systems in offr!ing simuilar serices, invOlVing
essentially a hopital-liyhsici an intensive production technology, It 
is n0t profitable or personlly convenient fox the private sector to 
deliver services in rural areas or to the urban and rural p00." Ihe 
major differences in the two systerms arc as follows: 

1) Since the private system cannot or will not do so, it is left to 
government to attempt to provide services to "high risk" low 
income populations, particularly those living in rural areas, and 

2) The government .ystem is grossly underfiunded. particilarlv
inew of the high costs that are necessarily incUrred to p1o
vide western style health services in scal'cely populated areas. 

In order to increase the utilization of health services on the part:
of the rural and urban )oor population groups, it is necessary to re
form the government health care delivery system in the ways sug
gested above (adopting less physician-hospital production technol
ogy, providing It is also necessary to direct the 
private sector toward serving the public better through regulating
the private sector, including the ,nedlal education system, as out
lined above. 

The ROKG is already in the health care dehvery business. Cur
rently, plans are being laid to enmbark on major financial programs
vhLh have the potential of causing many problems as also outlined 

above. Any newly introduced financial program tends to cause cer
tain elements of the health Care delivery system to grow, expand,
and develop; A significantly large infusion of funds into the system

will enlable those st pply elements receiving increased revenues, di
rectly, 
or indirectly fromt consumers, to finance the expansion and 
growth of those supply elements. Thus if as a result of government
iinsurance irograms, the private health care delivery sector of the
health care delivery system receives increased revenues, this will 
serve to finance the exparisionof the health delivery systemcare
along lines already established by the private sector, This would re
suilt in in expansion of esoteric services, the use of expenive pro.
cluction techilotgies, and poor imethods of distributingi heaith ser-
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general as essment in the forni of added taxes or subSCription fees,unless they were very small. The an aluent would probab .
quickly promote thu estal,1ishle lt of private health insurance cooperatives, companies, etc. and legishition to permit. thoe covered
by such private schemes to be exempt front any general aissessmentw.
Thus a general assessment of this sort, coupled with restriction ofreimbursement to only government suppliers, would ultimately re
suilt in tle rapid development of private health insurance programs
in iKoren. This ma, be good or bad. However, it seems clear thatif this Nvere to occur, health care prices and costs would increase 
more rapidly in the private sector than would he the case in the ab
sence of private hilthinsurance. as was the experience of the UniWted States after 1955. This would cause tle costs of government
.upp~lied health services to rise in the face of dwindling reveneue.
assuming thAt subscribers to private insurance plans eventuallywere exempted, from a general assessment. To counter this, the government would have to resort to heavy regulation of tie private 
sector.
 

To the extent that the urban affluent did utilize government sup
plied health services, the operating costs of the government systemwould rise. Also the urban affluent Would be competing with tho.e
who are medically underser.ved, thus possibly reducing tle potential
benefits of government Supply and financing of health services tothe latter. Thus a general assessment through added taxes or subsc
ription rates Coupled with universal entitlement to government supplied health services while attractive from a shortnun fsiscl pointof View, would appear. to pose many significant problems. There
fore, I conclude that at the presen time, the government should
restrict entitlement to those selected population groups thatare reed
 
ically underserved and nOt extend 
 it to the general public, and
not impose an added assessment on the latter Specifically to finance
 
the expansion of government supplied health services.
 

Subpopos ition , . The ROKG should restrict reimbursement,
 
under a government health insuralICeprogram, to elements of the
 
public healthc ai-d e livery ietwork ad should finance this program, prospectively through assessments of those servaed supple
mented 1), general revenue funds], 
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on the part of the poor. Thus while it :is .Or.toappropriate for the 
pay a co-insurance premium (using a payroll tax ill cases where 

feasible) or subscription feesand/or certain deductibles uponireceipt 
and to insure reof services, in order to maintaii personal dignity 

sponsible consumption behavior, in the final analySis, health services 

Must be supplied at less than full-cost to lo. i.coe pol.ltirin ;U])

groUps. ,Tle deficits incurred by the government health caie deliv

ery system should be made up)from general tax funds rather than 

from p:iyroll tax fuids, thus tramferring income, from the rich to 

the poor as is consistent with increasing social equity,. 
Part of the cost of health services could be both prospective and 

heavy relianceretrospective, but I seriously question the logic of a 
on the latter. Why burden poor people after recovery from' illnes: 
Surely installment repayment rates must necessarily be very low, 

and must be established individually in each CaSe. Provision for-for

giveness of tie entire debt would have to be made in most instances. 

One should weigh the small potential flow of revenues that retro

spective payment offers against the costs of admhiistering cases, 
some of which would remain open for many years, plus the personal 

trauma and agony that large unpaid debts, would cause for the 
I doubt that retrospective payindividuals and families involved 

..e. would be' worth tie administrative costs that would be in

volved. 

- E.Organizationandl Fnancial Atechsms-

At thle present time, reform of Korea's health care delivery' 
system involves two major coniflicting problems of an organizational 
nature. Tieh effective delivery ofihealth services, requires substan:
tial decentralization in terms of actual' implementation of service 
programs and activities. IIowever, the major advantages of health 
insurance implementation are realized onlyi upon substantial consoli
dation iand( oioling of funids. 

PROPOSITION 11-7 HEALTH INSURANCE FUNDS SHOULD 
BE CEN RAfLI.Y ADMINiSTEREi.ID AND MANAGED, IN ORDER. 

TO OBTAIN MANIMUIM BENEFIT. 

http:ADMINiSTEREi.ID
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ance schemes offer considerable advantages over individual self in
suriance. Events of illness are very unpredictable in the caSe of indi-
Viduals. However, events of illness are readily predictable for large 
aggregates of I)oplation, dUe to the overall reduction in the vari
ance of predictions of illness which is explained by the "law of large 
numbers".Thtus an individual mtaV save too little ortoomuch..,How

ever, collective health insurance ,Ujhemes "pool risks." The pre
mium rates appropriate for large populations, that will cover ad
ministrative costs, profit margins, provision for reservcs, as well as 
payments to insureds can be determined vith actuarial precision. i 

Thus insureds can pay a specified premim and be certain of enti
tlement to financial assistance within knowli limits, in the the event 
of illness. Unusually large needs for funds on the pan- of certain 
rimembers covered are off-set by comparatively low needs for funds 
ol the part of other individuals during the given period. Thus risks 
are pooled over the aggregate population covered, and uneertainty. 
to individuals is reduced accordingl . 

Prepayment works in a similar fashion, except that in return for 
the t epaynent of a specified Subscription rate, insured are entitledM 

to receive specified medical services in the event of illness. Unusu
ally large needs for sC'ViCes on the part Of. certain individuals are 
off-set by low needs for sorvices on the partof other individuals who 
Sare covered diring the period. Thus risks also are pooled, or spiread. 
over all individuals :who are subsCribers to laprepayment schemne as 
is the case in health insurailce. 

Subproposition A. The large" the po)ulation covered by health 
insurance or prepayment schemes, the lover the costs of operation, 

to financial economies. 
First; the larger the population covered, assuming that members 

are similar in terms of risk characteristics, the lower tle variance 
of pre(lictions of illness, This result is a consequence of the law of 
large 'numbers. Second, generally thelarger tie number of. indivi
duals, the lower the per-unit costs of administration, claiis filing, 
and reiibursemenit which require a: great volunie of paper work. 
Such activity lends itself to mass data processing techniques. In the 
caseof. such work processeS, i)Or-bunit Costs tend to be inversely re
ited to the voluime of.activities. it isimportant to recognize that 

Ldue 
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A number of programs lave been suggested aissuitable candidatesfor joint administration and fund pooling with those to be involved
ilia health finaince program. The'se include the already existing
Industrial Accident and legally enacied Welfare amd :ensionSche mes. IIowever in general I;oppose the use of the payroll tax in .view of its regressive nature. It would be better to finance, health 

insurance from genera' revenues. 
first, the need for health finance assistance is not restricted to

industrial workers or their families. The primary thrit of ti,,'
.ocial developimelt strategy is towar;d increasing social equit' on1behalf of the medically disadvantaged r'ural as well as ulnll poot.

Second, it would be easier to incorl rate an income transfer fromdih rich to the poor, if tei hialth finance program were ti'ed to a .welfare and pension scieme that is broadly based. An iI-c~ne trans*
fer is required to increcase Social equlity u;is consistent with socialdevelopinit goals. While it may be easier in tile short-rln to adilninister ad expand oielalih finance prograin if it were ti(d t(the lndustrial Accident Scheme, thle opporotunlitis for doing this in

lthelong-run are rather limited. 1 wondel ow ullllch more payrolltax Nore-an indiustry can tolerate. khit not true that the existing la
hot law requies that approximately 8 per cent or' one molnth's alarVhe set aside annully? Would the welfare and pi),sion scheme, i.
implemented, requilre addcd payrloll taxeKs? Conlld ltein industrtolerate additional payroll taxes in ordecr to finan ce health ilsl;ranYce
schemes, ad nlot raise prices or. reduce tlhe rate of increase in. 
ile ages. Surely, the consequence of reducing the rate ofin wages is inconsStent with social dtevelopliln, Thuswould prefer not to risk thes consequInces, ad \\ould sugg:st the

adoption of a prepayment subscription rate set at low levels that thepol canmfford, \whilesupplementiimg the government health caredeliery system f'rom geeal revenue funmds..Surely this could 
,isily he incorporated into the value-added taX system tohesoon 
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