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vhe Forea Dovelopmeni wiitinie we, ustablished on
March 11, 1971 by Procidant Fark Chung Heoo KDL
systematically conducts rasearch an poiicy matters ¢on-
cerningt the overall nationnl cconnmy helps develop the
nation’s five-yenr pla s and acios a poiicy maling.

KDL is a noneprst., soiperate srgantion eparated

on on andowmoeni fusd, tar hiL romsen L onomy

end independence, are GUCTantc e 1 1o the eximum possi-
ble extent in tha petiormeace 20 i, palicy-orisnted
research activities,

The results of resomcn canductad by RO will be
published and distribited  The cantonts of teports, how-
ever, will reprocnt the apinian of the poisen in charge
of the tospact & evamicly Apd chers net be construed

as an efficial apimon of the listituts,
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In addition: USALD granted the Korean governments [ive million
dollar fiealth Development Loan to finance the estabhishment o
the Korea Health Development Institute fer the purpose of conduc:

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

demonstration projects in order to acquire additional information
on better health delivery systems for Korea,

Two new policy, planning, and research coordination institution
have been created in Korea: the National Health Council and the
National Health Secretariat. The latter institution is established a
the Korea Development Institute (KDI) under the immediate direc-
tion of Dr. Park, Chong Kee, Secretary General, National Health
Seeretariat, and Chief, Third Research Department, KDI.

Because we recognize that the economic aspects of health care
delivery need increasing study, KDIis introducing this new publi-
cation series devoted to discussion, debate and research in the area
of health planning and policy formulation. It is our hove that this
series will anpeal to a large audience, including policy-makers and
academics,

The first monograph included in this series is authored by Di
James R. Jeffers, 1ealth Economics Advisor, USAID Westinghouse,
Dr. Jeffers, a professor of Economics at the University of lowa, is
on leave [rom his position and, since May 1915, has been working
in residence at KDL n the interests of identifying major health
policy issues and solutions in Korea, Dr. Jeffers was asked to com-
ment on various aspects and problems of Korea's health sector from
the peespective of his long experience as a health economist in the
United States. The manuscript of this discussion is intended to be
thought-provoking and will therefore serve admirably as a depar-
ture point for the future discussion of health planning and policy
issues at KDI The views expressed here represent the author’s own
and do not necessarily reflect the official position of the National
Health Secretariat, KDL

Mahn Je Kim

President

[Korea Develonment Institute
November 1976
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continue to benefit [rom conversations that have oceurred since he
assumed the position of Chiel, Health Projects Division, KHDIL
also have prolited greatly from the wise counsel, guidance, and other
assistance provided by Dr. thang, Kyung shik, Director of the Bu-
reau of Medical Affairs, MEISA.

I am extremely grateful for the encouragement, support, and ad-
vice provided to me on numerous oceasions by Mr. Kim, Young Tae.
Chief, Fourth Investment Division, I.conomic Planning Board (EPB ).
[ am also grateful for the time and energy devoted by Dr. Kim,
Jae Ick, Director, LEconomic Planning Board (EPB) in reading and
commenting on various papers, including the present voluine, and
in encouraging me to analyze health care delivery problems in the
analytical perspective of ceonomics, in the interests of presenting
health policy issues in an objective fashion,

An enormous debt is owed to Dr. Kim, Maha Je, President, KDI,
who took the time to read and comment on various of my mand-
seripts, including the present volume, and who generously provided
an ootstanding working environment on my behall in KDL Dr.
Koo, Bon Ho. Vice-President, KDI, not only exercised considerahle
leadership and support [or my various professional activities in
Korca, but also was extremely accessible and generous with his ide-
as, and time, giving immediate attention to resolving numerous dif-
ficultics encountered during the course of my work, A debt of sig-
nificant magnitude is owed to Mr. Min, Jae Sung, Acting Chief,
Health Policy Division, National Health Secretariat, KDILwith 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 [am extiemely
grateful.

I am deeply indebted to Mrs. Lee, Jong Sook, Mr. Park, THeon
Young, and Miss Kim, Ock Kvong, Miss Kim and Mr. Park collect-
ed and tabulated most ol the data presented in various tables. Mis,
l.ee, Jong Sook typed various preliminary versions and the final
draft of the present volume, and also assisted inits [inal prepara-
tion. 1 am also grateful to Mr, Sheldon Miller, Director, Health
Planuing and Project Manager, Westinghouse Health Svstems, who,
during o timely visit to Korea, read and commented on earlier
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versions of this velunme,
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completion of | =ojectactivitie: and to the wy g of this manuaerip
by Dr. Janes ® Brady, Generad Deselopment Offreer, URATD N

Lot but by ono means Jeast, T gratetud for the support ind
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any project Dandertake seem worthaile and pleasurable.

James R, Jeffers

November 1976



CONTENTS

Foreword il
Acknowledgments v
Part 1. Some Economic Issues Involved in Korea {lcalth Sector
Planning And olicy Formulation:
...................................................... 11

Maero Considerations

Part 11, Some Micro Feonomic Considerations Pertaining to Korea

Health Sector Planning And Policy Formulation e 37

Ihorean .\ll.\'ll'(i\'[i”ﬂ:\ ................................................................ 75

ix


http:Nlic'.ro

PART 1I: SOME ECONOMIC ISSUES INVOLVED IN
KOREA HEALTH SECTOR PLANNING AND POLICY
FORMULATION: MACRO CONSIDERATIONS®
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I. Introduction

1t has been suepested that Korea health plnnersand policy -mak-
ers could benelit from observations made by« foreign health ~con-
omist who could offer comments b ed on the cxperiences of otiwer
countrica, wsowell as on a limited experience i Korea, Sneh com-
ments would be veeful even i they livgel consis ted of pointing out
the mistakes made by health planmers and policy -makers elvewhere
i the world, o he forevarned ist be forearmied”, and thus Ko-
reacmay bedes Tikel o foliow the path of error previously trod by
other nation- ol the wearld,

s this <piritc Tam vesponding by offering ~onme ob~crvations on
Korea’s health wector based on caperiences and obscervations pertain-
i to ether countrue s cl{ort o sttempting to =obve health care prob-
Jen thar are cimidar 1o those of Baren, ObviousIy, myv observations
sulfer from certain bisc o hoth coltrd aond iellectuat, T hope that
thewe will b recorniced Tor o i they e and will not detract
cignibicantly from the subs tinee of Ui janes di cueeed, Tn additon,
Fwould Tike to mention that mueh of what T sav represents what |
have learned from many Rorcan connterpares in the conrse of vagions
headth plivning activitie- In tis conpection. MY MERLors are 100
muncrews toomention individualls Morcover o doosa, perhaps,
would aociaie ther anfarh with ideas stricils speaking, when
thev do not hield.

Fhe solution o Rorea - health care de byvery problems ulaately
nist he aproduct entively of Korenn thinking, ~timulatey by osub-
stuntial dialogue and disen<jon, My ohoervations are offered in the
nteresteof stmulaime -uch diseiesion and thinking. thereby can-
twibtiong modeath o hetter under~tanding of Korea health sector

ST parer was peepaned i connc st weh the wori program of the USAID
ROKG Pty Phnmig Peor o Conracr AD 00 O LonT avearded 1o Westing-
Bovse Health Svvne s Columinn, MarsLond, e vpmnans expressod Beore represent
the auther™s ownand donot retbect the views of e Kerea Dieve lopment Institute,
USATD Bereas The Namonad Healih Sccrenira, or Weatinghouse Healths Sys

tes,



14 Fealth Planning and Policy Formulation

problems and policy issuzs. fnthe interests of facilitating casy read-
g, my specific comments are presented as a series of “proposi-
tions,” which I have attempted to briefly elaborate and support.

In Part I of this volume, these propositions relate to rather broad
policy issues, particularly as these relate to economic policy and
social development planning in connection with the health sector.
Part IT of this volume, deals more with micro problems, and specific
problems involved in health sector planning and policy strategy.
‘art 1T 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 T and IT 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 Seeretar-
iat, KDI, will be devoted almost entirely to specific issues involved
in national health insurance,

II. Macro Censiderations

PROPOSITION I1-1 OUTLAYS ON HEALTH SERVICES
CONTRIBUTE POSITIVELY TO ECONOMIC GROWTH,

Development economists tend to suffer from an unfortunate bias.
namely in thinking that outlavs on health, while they improve the
welfare of people, constitute a “drag” on the rate of cconomic
growth. The line of thinking, stated in its simplest terms, goes
something 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 seryvices required of urban concentration, Outlays on
health, consisting of services consumed by people in curtent periods,
absorb scarce funds that could be used for purposes of capital deepen-
ing required to further the processes of urbanization and industrial-
ization. Thus outlays on health are viewed as consumption outlays,
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rather than an ovestiment ot made olelv on humanitariag
prounds and consitute i tdrae” ancoconomie croa th,

A ozt reder s fnow el tora Uane e decelopment coano-

mists tended o overemphieise the e Lortinee of phiceal capital a

the expensc of neclecting Luman cap el There bopo doabting the
immportzace of the developent of

veoenl capial b tractune
and e peceacity of phicocal eipiad Sdoepenine” i order o pro-
mote indvetisdizenon, However, the nanner i sohich physical eog-
il mvetment bring about inereas T ootput 1= fareely through -
creamsing the preductivite of Tabors nvestmeat divectly in hun
Deing- o the torme of pats g Jes el o cdieation, traanine. and health
statie adwoncreiees Inbor prodoes v and thuas promotes ceononic
JASRAN th

Forminy v economie prossts dhearis towere preoceupied with
phyeical capital wvestinent, parties ke within the Keynesian -
tptier. meome-pencration Dracaework, However, when attempting
o explam the fong run crewth of dhe b3 veonoms . Solow, Den-
on, Joreenson, aard other fannd thio o laree veardand variuon in
GNEnd per capita GNP ceadbd nor be explained by variation in
stochos ol Tabor and capanad alone o voald he wuscested necording (o
1}h-u1'}.‘ AYHIIR theorit attriboted thi “L':Hl-'-.l';!:lil‘("] residuad™ o the
cunlative effecr of “iechnolory™ Joreen-on, o al. et out to
chtaim adjpeted neauees of bora capial and fabor dion eeflected

changes in thequatiny” of wpat: over tme, due o changes in tech-
nology and other fuctor -,

Dentcon found m i <tudv o nc-termn U S0 erawd for the Drook-
s Institnte, thar mo-t of the “unesplamed cesiduad™ that remained
adter adjsting: for mereaye- i the quatin, of the ook ol capital

could be explained by inerea eo i the quatity of abor due o im-

'

aee end e Apeereces Proeduac oo Faneoon,”

PNees Sobow RO B
Revicor ot Frooneies and N SN o e T Ui s Borenon, T
“ e Embodinens Hepaoedi o Powrnad op Podiecal Powese TV o Pebnnoy
Toen s 1 by, Gl e v and Toreen oy Bude, “eorce oot Aleaaared Produss
vity Clonee: Coparad Do, ™ L0 Floomores Novdene, Do 2 Aoy b, 00
Gl and Cher tencons TURC aned Tosvevon, D W o Phe Mewuroment of FUOS,
Roeal Capnran Tnpaes ooy pony Kevrowe of Deeooie aand Weddth, Sop o 15 Precems
Por oo, 2ot o000 See b Denon, BB 70 Noarces o Feoraiic Graeth
i the Uered Statos aed 2ice Neoreatooos Bervre U Suppdem ey Poper Now

P New Yook Comenpe e o Boone

o Dy, ol
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proved training, education, and Lealth status. Roughly 60 per cent
of the previously “unexplained residual” was “explained” by these
factors.® Thus, “human investment” was recognized as an extremely
important factor in explaining the long-term economic growth
experience of the ULS,

PROPOSITION I1-2 PRIVATE OUTLAYS ON HEALTH SER:
VICES HAVE CONTRIBUTED POSITIVELY TO KOREA'S ECO-
NOMIC GROWTH DURING THE PAST TWO DECADES.

The above arguments have been heard before, narticularly in the
context of other countries. However, I would like to present some
evidence pertaining to Korea that I have derived in the course of
collaboratinig with Dr, Choo. Hakchung in connection with the KDI
Harvard Univeraity “Koren Modernization Study™,

Consider the following equations estimating the impact ol privite
health expenditures on GNP in the ROK over the period 1953-1074.

(1) log Y=, 7152+, 1602 lowX 41, 1541 logXs-+ 11 76log Xy
(. 8203) (:3..889) (8, 063) {(2.0062)

Re= 99 D.W.-=1. 1599
where
Y =GNP= Gross National Product
X = Gross Domestic Fixed Capital Formation
Ny==Number in Labor Iforce

Ny :Private Health Expenditures

(2) log 4 4. G6RY-. 2211 fu;:-‘\,'w L8949 log2
(25..R803)2(F 15041) (7.1016)

1, 1859 iog';:f'
(2. 7036)
R2=. G869 1), Wi==1, 0872

21 I Jf'-l-'t'ih_\‘:ll.. ﬂu'.rf.."
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wkere P~ Population and
Yo Xy, Xy, X5 are as defined above.

i

3 log 2860 fﬁ;!';\ '

a0

\}' 5, 4549+, 2814 |014'\,J i
= (20. 8613) (3.9198)

.

o0

(3. 2654)

A\R2=g0 DWa=1211408

where: Y\ X, Xo, X, are as defined in (1) above.

Before discussing each cquation, some general comments are in
order.® First, note that all equations are estimated in logarithms:
thus the coefficients are to be interpreted as clasticities, Second, alil
coefficients with the exception of the intercept coefficient in @b
are statistically signilicant, at least, at the , 05 level. as reflected by
the 2" values enclosed in parentheses under each corresponding
coelficient. Third, the R? (coefficients of multiple regression) are
iniall cases over , 98, Fourth, the Durbin Watson Statistic (denoted
as .. above) suggests the presence of modest positive autocorre-
lation, typical of many estimates using time serjes data.t Filth, all
monetary unit variables have been converted into 1970 constant
prices.

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

sources of data for these estimations are reported in detail in the attached Data
.-\1|1n-m1is.

* Exact significance levels for the Durbin and Watson test of autocorrelation do
a0t exist. These authors have caleulated upper and lower bounds d, and d;, respec-
tively, The values obtained above [or equations (1)-03) fall in the inconclusive
range, implying that one can neither aceept, nor reject the hypothesis that the error
terms are positively autocorrelated with 95 terrel of confidence. However, the Dur-
bin and Watson values lor equations (17)-02%) exeeed the uppery bound o, thus
warranting aceeptance of the hypothesis that the disturbance terms are not posi-
tively autocorrelated. For veference, see I. Tohnston. Econometric Methods, ( New
York: Me Graw-Hill Company, Ine. 1064, p- 192,
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outlays on health.® Also note that these data are difticult to obtain
for vears prior to 1960, A considerable portion of government out-
lays consist of capital construction expenditures, and thus a portion
of these expenditures do not reflect a flow of services rendered dur-
ing the vear in which they are recorded. Therefore, private health
expenditurr s constituting the bulk of outlavs on health services were
used insteud of total (pubile plus private) outlays on health. Equa-
tion (2) is identical to equation (1), except that the variables are
deflated by population in the interests of reducing possible hetero-
scedasticity thus yielding estimates of the impact on per capita GNP
of per capita GNP devoted to gross investment, the proportion of the
population employed in the labor force, and per capita private ex-
penditures on health services, Equation (3) represents a test using
Korean data of a model used to estimate the impact on dverage labor
productivity (Y/X,) of changes in the proportion of GNP devoted
to gross investment (X;/Y) and the rate of health expenditures
per member of the labor force. The logic of this latter specification is
that growth in average labor productivity depends on both the pro-
portion of investment relative to GNP and the quality of the “stock
of human capital” as reflected by health expenditures per member
of the labor force. This relationship was prey inusly tested using
Cevlonese data over the period 1948-1958, and the results are even
more satisfactory when applied to Korea than when previously ap-
plied to Ceylon.®

Many other equations similar to those reported above have been
estimated using Gross Domestic Product in per capita terms, and
other alternative specifications. In all cases the results are almost
identical to those reported above,

The striking thing about these results is that, clearly, private
health expenditures are a significant factor in explaining variation
in Korea's GNP over the period 1953-1974. Also. note that the coel-
ficient of the investment and health expenditures variables are very
similar in equations (1) and (2). Naote that, in cquation (3) the
coefficients of the investment and health expendilires variables are

}_(-:.}ir-n];_}(.{.w: Park and In Chul Noh, Estimated National Health Expenditure

of Korea, 1970-1974, Seoul: Korea Development Institute, 1076 Cln Korean ).
eD.H. Griffith, D.V.Rama, and H. Marshaal “Contribution of Health to Devel

opment,” International Jowrnal of Health Services | “August 107103 263-270,
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virtually identicall In general, these results. and other similar
results not reported here, indicate that in current periods, the rela-
tive impact of outlays on health services i comparable to that of
mvestment in physical capital, Clearly, these results do not “prove”
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 az difficult. if not impossible, to argue that
outiays on health services are a “drag” on economic growth! Indeed,
they suggest that such outlays are in fact consistenc with national
cconomic growth objectives,

['suggest that economic planners should alter their thinking some-
what and think positively in terms of health. Not only should
umproved health status be viewed as an tmportant element of social
development, bur also as an important instrument simultancously
Promoting cconomic develof nent.

PROPOSITION I1-3 THERE IS GOOD REASON TO BELIEVE
THAT THE IMPACT OF OUTLAYS ON HEALTH SERVICES IS
GREATER AT MODERATE OR ADVANCED LEVELS OF DE-
VELOPMENT THAN AT LOW LEVELS OF DEVELOPMENT.,

At low levels of development, nations lack capital, foreign ex-
change, industry, ete. The labor force tends to be untrained, unskill-
edy and uneducated. Its members tend to he unemployed, and those
who are employed, are employed in low productivity tasks. Under
thpse circumstances, increased outlays on health services will have
liftle impact on economic growth, since employment opportunities
are limited in number, and average labor productivity is low, due to
lack of capital, skills, and training, However. in the process of
development, employment onportunities increase, and average prod-
uctivity 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 on
health services resulting in improved health status serve to enable
more workers to enter the labor force. maintain the high level of
productivity on the part of those employed, and to increase their
productivity even further.
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In short, what Iam suggesting isa “labor take-off ‘theeey” 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 by the following empirical results:

A. A diminution in the relative contribution of investment 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. Aut increase in the relative 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°) log Y=, 0871 . 1207 logXi+ 1. 2247 logXs -+, 1634 log Xy
L 0675) (2, 4367) (4, 4564) (1.58)
Ri=, 90 D Wi=1,5503
/) log =4, 9816 +, 1809 log™ Iqm"amg‘ffsvmvnm?3
(8.9174) (3.6758) (2.8773) (1. 7515)
R2=, 986 D.W.=1, 2894

LS N e Nq
=5, 0278+, 2502 log™: ! 4-. 5147 logi:?
i Lflﬁ.ﬁﬂi]) (3.5323) 1 (4.2196) <2

Re=, 9180 D. W. =1, 3967

All variables 1n equations (17)-(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 over shorter periods using GDP as the measure of
output as was possible for the period 1953-1974, and the results are
almost identical with those presented and discussed here.

All coefficients are statistically significant at the . (05 level. with
the exception of the intercept coefficient in (1), which was also the
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case in (1) above, and the coefficients of the Xgand Xa/P variables
N equations (1") and (20 respectively. These coefficients exhib-
ited rather low ‘" values in the earlicr estimates, and should be
expected to be “weaker” due (o the smaller number of observations
available over the shorter interval of time, However, both of these
latter coefficients easily pass a ¢-test at the - 10 level of statistical
significance and the coefficient of Xa/ L fails, being statistically sjg-
nificant at the . 05 level by only, 08." Finally, it should be noted
that this type of test is crude; however, more dppropriate and more
sophisticated tests will require more time and hence will be con-
ducted later.

In order to facilitate comparison, the estimates obtained in the
Lwo time intervals are summarized in Table | below.

Table 1. Compayison of Estimated Coefficients,
Lquations (1,-(3) and ¢ 19-0(3)

Variables (1 L 1953-1974 19)-(3) : 19621974
log Y :
Y, < L1602 . 1207
5% 1, 1541 1,2247
e . 1175 . 1634
Y
Iﬂg P .
‘}; L2217 . 1809
}, . 8949 1. 0834
} . 1850 2202
I()g"\'.: s
-Yl Q1 25G2
Y, 2814 . 2092
_‘:L‘.j + 2860 5147

From a cursory inspection of the coefficients summarized in Table
1, itis clear the pattern of coefficients is consistent with the notions
advanced earlier concerning the diminution of the relative impor-
tance of “investment,” and the increasing relative importance of
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both labor and outlavs on health services in terms ol their pe-
spective impact on “economic grow th” over time.

Statistical tests of the significance ol the difference between tne
coefficients obtained from the samplesof the two time periods studied
have been conducted. Pair-wise “" tests of the difference hetween

estimated coefficients obtained in equations (1)=(3) and (1°1-(3

appear, for the most part, to be significantly different, especially
those of equations (33 and (3.7 In my opinion, equations (3) and
37) 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 X5/\y variable in the more recent period
is almost twice the estimate obtained over the longer period, is |
feel, extremely significant and should be taken seriously.

\While the results obtained thus far must be taken as onty tentative,
Americans often sav. “where there is smoke, there s fire.” The
ROK has experienced a rate of growth during recent decades that 1s
truly phenomenal. Currently, the government is sceking ways te
continue to grow and, at the same time, todistribute giains acquired
thus far more broadly to the population in the interests of “social
development”. Paradoxically, instead of outlays on health being a
“drag” on economic growth, they appear to exert a positive influence
on hoth social and economic development., Whiat is more, the limited
evidence that is available suggests that the ROK may be on the
threshhold or already in a period when expenditures on health
services, which were previonsly regarded as social development
outlayvs 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 WILEL DEVOTE INCREAS:
ING VOLUMES OF RESOURCES TGO THE HEALTH SECTOR

“Four pairs of the eight pairs of estimated coclficicnts wri |

| statistically different
at the t.os level, and o tatistically different at the £q level. ‘Thus, the only
pairs of coeflicients that are not statistically dilferent at the L level ol statistical
significance are coelfi ol the Xy vagiable inequations C1) and 017, of thi
X/ Pvarmblein equations €20 and (270 and of the Xi/ Y variable i equation

and (3%}, respectively
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OVER TIME, BUT CARE SHOULD EXERCISED CONCERNING
THE AGGREGATE MIX OF HEALTH SERVICES.

Health is a ve,y political subject. People regard health as some-
thing sacred and as % right, not a privilege™. As Dr. Park. Chong
Kee, observed recently, there is very little connection around the
world between national per capita outlays on health and national
health needs as reflected by health indices, 5 The volume of resources
each country devotes to health is determined by cultural beliefs.
attitudes, and self aspirations that are articulated through the polit-
ical processes and institutions characteristic of each country,

However, two relationships are fairly clear, Beyond a certain leyel,
the higher the level of per capita GNP, the higher the percentage of
central government outlavs devoted to health services and the higher
the level of expenditures on health services relative to GNP, There
1€ S0 exceptions, but as general tendencies, these relationships
e 1o hold true. And, the ROK i approaching or has achieved the
status ofan industrialized nation.

Fhere are several reasons hy these relationships hold. As people
becorie engaped in high productis ity activities, expenditures on
health services that maintain health status and thus maintain high
productivity are justified. 'I'he hife stvle of affluent people changes,
and' they tend to become overtense, overwaorked, and overweight,
and to adopt consumption and work habits that make them anxious,
tired, wid worried, People would rather pay INCreasing sums to feel
better, than to hear pain, anxiety, and unc crtainty about their health
stiatus and consequent ability to survive and work satisfactorily.
Given that enormous pressures will mount to devote an increasing
volume of resources to the provision of health services. it js impor-
tant that at an carly stage investment he extremely selective in the
mterests of dirccting the development of the vealth services system
o its most productive channels. The following subpropositions,
perhaps, are of interest:

Subproposition A. Man is mortal and life is finite. “ledical
'('flt';tlg Kee Park, :"!'I1-- Economics of Health Care Financing with Particular

Referance 1o Koren paperpresented at the Karea: Japun Medical Economics Sy
posiu, Tokyo, lapan, Tune 8 10, 1976,
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intervention does not save lives, it saves lile-vears, by altering the
circumstances, timing, and, often, the cause of death.

Subproposition 1. Outlays that prevent illness have a greater

benefit/cost ratio than those which involve treatment of illness that
has already occurred. So many studies have demonstrated this. that
it needs no documentation. Yet, few countries devote more than 1)
per cent of total outlays to preventive services,

Subproposition . Concerning aggregates and not speaking
with respect to specific individuals, disability involves a greater eco-
nomic loss to society 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 in the loss of remaining life productivity, plus maintenance
COsLs,

Subproposition D. Disease control has certain advantages of
consumption and production externalities, but has a nonselective
impact on economic 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 scasons,

Suhproposition I, Reduction of mortality tends to result in
a higher incidence of chronic illnesses. If a particular illness is
“cured”, such that no one will (need) die from this cause in the [u-
ture, death from other causes must surely increase. This is because
man is mortal and thus the probability of death for cach individual
1s 1 Cunity). The significance of this {or planning and resource allo-
cation is that as a population experiences an improved health status
over time, the population “ages”. Thus, increasing numbers of people
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 II- 5 THE CURRENT PLAN FAILS TO RE

\‘.
{
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FLECT CURRENT DEM( JGRAPHIC TRENDS,

The ROK is ina rapid phase of social and demographie transition.
Ihe population of Seoul and other large cities is increasing rapidly
every year. The population of médium size towns and cities is also
increasing rapidly, While there is considerale current interest in
reducing the rate of population increase, and maybe even the ahso-
lute population of Scoul, it is doubtful that any action will be taken
to inhibit the growth of other large cities, medium size cities, and
towns,

Subproposition A. The rapid shifts in population *that are oc-
curring in the ROK are an essential part of the transition of the ROK
:em an agricultural society into one that js increasingly urban and
industrialized,

Such demographic transition is pervasive, and is a NECessary conse-
quence ol social and economic developraent. In the version of the
“health plan” that I have read. while there is an effort to project
rural and urban population in the aggregate, there is no effort ex-
pended to malke demographie projections by region or province, It is
extremely important. particularly when considering capital outlays,
to project prabable utilization over the life of the mvestment, in order
to determifie whether or not capital will he sulficiently utilized.
Concerning utilization. substantial evidence is abundant which indj-
cates that existing hospitals, and to a lesser extent, health centers
and sub-centers ape currently underutilized. Rural hospital occuy-
pancy rates are less that 50 per cent,

Subproposition B, Under such circumstances it is extremely
unwise to contemplate committing additional resources to health
Services capital ivestment.

As a minimum, T would Suggest a moratorium on hospital con-
struction, except on a case by case basis and only after carefyl study
demonstrating hoth sulficient need qued probable efficient utilization,
This is especially true in light of rapid population movements {rom

L

-K'I;U:“l\'\‘llll lé-r,-“.-\tl:al\'ﬁi> of Health Resources in Korea," Scoul: Report to
USAID/K on Grant No. 40811500 708-1, Health Planning Project, 1976,


http:ifvestnile.it

St

26 Health Planning and Policy Formulation

rural to urban areas, Utilization may be even lower in the future,
due to diminished population i certain areas. Greater attention
should be given to extending prir:acy health care services and to
developing referral channels, supported by an adequate transporta-
tion and communication network in areas of current and future low
population density.

PROPOSITION I1-6  THE CURRENT PLAN TENDS TO OVER-
EMPHASIZE SPACIAL ACLOCATION OF HEALTH RESOURCES
ACCORDING TO EXISTING GOVERNMENTAL ADMINISTRA-
TIVE UNITS, HEALTH SERVICES SHOULD BE ORGANIZED
AT THE REGIONAL AND LOCAL LEVEL, L.E., FROM THE BOT-
TOM UP.

[ think that perhaps, too much emphasis has been placed on try -
ing to allocate health resources by Gun, by Myeon, i.¢., to “fill-up”
the cells, Government officials tend to be preoccupied with govern-
ment administrative unit delineations. Such delineations tend to he
outdated, and may or may not serve administrative necds well,
Health care systems should be built {rom the bottem up, People con-
sume health services not governments. Where people will be in the
future, as well as where they are located presently, should be antici:
pated and this should be the basis for establishing health service
availability. People cross governmental administrative lines at will,
in order te five in locations where they can pursue economic, social,
and other interests.

Whiie it is difficult 19 project future populations, the forces ol
demographic transition are pervasive and fairly regular and thus are
predictable,

Subproposition A. FFrom an economics perspective, rather than
attempting to establish centers of medical service capability in each
Myeon, Gun, ete., ono should look to those small towns, medium
size towns, and small cities that are growing in population and thus
hecoming regionel trade and commercial centers, regardless of the
administrative unt in which they are located. 'These population sites
will continue to grow in the [uture, and thus will remain viable.
Physicians could be induced to locate in these, towns and citiis,
organized as group clinics with established referral links to larger
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health service concentration zenters,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,

Many of the community health programs have demonstrated the
importance of local resources in providing outreach to people resid-
ing in the villages, Mothers' ¢lubs. village health workers, ete, are
vital, establishing and maintaining links between suppliers of medi-
cal services and the pecple who are to be served.

Subproposition B, Lhe first step in the referral process, and. [
think the most important step, is initial entry into the health services
svstem. This requires “ontreach.”

Outreach is extremely important, particularly, in view of rapid
and pervasive population changes. Under such circumstances. it is
not efficient to scatter health facilities widely, thus over-extending
costly human and physical capital in areas in which utilization will
decline in the [uture. For efficiency in the long-run, outreach should
be flexible and free to follow the concentration of population as it
shifts in responsc 'to trends toward urbanization and industrializa-
tion. Efficient concentration of medical service capability can be
established in medium size cities and, at the 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-
UESAry,

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

3) Health workers, village aids, ete. could he posted at various

sites equipped with adequate communication devices linked to

mobile medical teams and service units.

PROPOSITION 117 GOVERNMENT  SHOULD CONSIDER
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INDUCE IT TO PERFORM MORE RESPONSIBLY AS AN AL-
TERNATIVE TO ATTEMPTING TO SUPPLY NEEDED SERV:
ICES DIRECTLY.

It is naive to think that the private health sector will perform in
4 manner consistent with the attainment of national health objec-
tives. Tt is also naive to think that the government can comfortably
directly supply all services in types and quantities that are needed
as the 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 sector cannot or
will not perform in a manner that is consistent with the attainment
of national objectives.

Subproposition A. The history of health services delivery all
over the world clearly teaches us one lesson, namely that private
medicine fails to provide the right mix of health services, to produce
services in the most efficient manner, and to 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 nonstorable and nontransmit-
table requiring production and consumption to coincide in 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 seryices are
needed, respective qualities, what alternatives are available and
where, and knowledge of costs. The result is that resource allocation
decisions are made less by consumers and more by suppliers. /n
short, in the private health sector, supplicr, not consumer, sovercignty

reigns!

Subproposition B.  When suppliers who are hasically technicians
make decisions, technological imperatives and others consistent
with professional development and personal aspirations tend to pre-
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vail over economic ones. Thus real resource allocation decisions,
particularly those dealing with types and quality of services that
will be delivered, tend (o serve priorities perceived hy physicians
and other health professionals which usually are not those that would
be served by “informed? consumers and/or by objective analysts,

Health professional-technological imperatives tend to focus around
intensive acute care of esoterjc illnesses. Such illnesses require so-
phisticated treatment, utilizing highly skilled and specialized man-
power and facilities. The trend in most countries is toward the
western-style highly capital intensive (both human and physical)
type of health care delivery system focusing around the physician-
hospital nexus as a largely static vehicle for providing medical ser-
vices, Illness prevention tends to he ignored, and primary acute
care services tend to be under-provided at inflated costs required to
amortize the high overhead associated with the expensive capital
requirements of western-style health care delivery systems. Maldis-
tribution of resources results from the tendency of practitioners o
concentrate themselves in urban areas to serve their own personal
convenience. By the same token, considerable numbers of scarce
physicians are allowed (or even encouraged) to emigrate to other
countries, while large segments of the domestic population remain
underserved.

Subproposition C, To fill the gap between supplyv and need,
governments are called upon to either finance (hribe) additional
private delivery of health services, or to supply health services di-
rectly. Increased regulation of the private sector is a reasonable alter-
native to these options.

Historically, governments have been reluctant to respond to [ill
the growing gap between he legitimate needs of the urban poor and
vural community dweller; for lealth services, and the quantity of
health services available to them. Philanthropy has been only a
partial solution, and as priate sector trends continue, government
i5 increasingly called upon to provide assistance, in the form of
subsidies to education, facilities construction, health insurance, or
by directly providing services, Unfortunately, in these efforts £ov-
ernments tend to be hard pressed for [unds. Governments attempt
1o assume responsibility} for prevention of illness through public
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health programs and to augment health care network delivery svs-
tems in a fashion patterned after the hospital-physician based west-
ern-style tvpe of delivery system. % Under-funding results in a rag-
ged system that erratically renders [ragmented services to commu-
nities in quantities and qualities that are regarded as vastly inferior
by private medical standards. Government health services tend to
be under-consumed by peonle who, by virtue of ignorance, do not
know what they need, and lacking income. can not avail them-
selves of privately cupplied health services as an alternative. This
briel description is more or less tiue of the experience of developed
countries and appears to be the trend in those Jeveloping nations
that I have visited,

Subproposition D, Goyvernment is not big enough to supply all
needed services directly,

It shiould be very obvious that the private health sector is vastly
Jarger than the government health sector in Korea. For example,
currently, approximately 11 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 il government
outlays grew thirtv-fold over the next 10 vears, and private sector
outlays grew by only 15 per cent per annum (only four-fold), gov-
ernment outlays on health would remain less than the total expendi-
tures made on behalf of the private sector. But there is no reason
why government 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 attaimment of national
goals of effectiveness, elfliciency, and equity.

What regulations would be desirable? Consider the [ollowing:

1) Declare a moratorium on new hospital construction until ad-
ministrative guidelines are established {for “certilicate of need”
legisiation that, when in effect, would permit hospitals and
clinics to be constructed only after sufficient need and probahle
efficient utilization were established.

2) Declare a moratorium on new physicians sedting up practices

-:';;I.:}1I_'I-[Jr.'l-:-.rn~it-:-n:-lur‘sz.'-.l governments tend to emulate private health care dolivery

svstems 15 mentioned again laten in this section, but is elaborated in preater detail

in the section which follaws,
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in Seoul and Pusan untl “right to practice” administrative
guidelines are established that would permit physicians to
practice in these cities only after suffizient need and probable
utilization were established.

Establish a moratorium on Korean physicians 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-
tem. 't AL the same time, the government should begin reforming
its own health care delivery system, seeking ways to increase the
utilization of current facilities and physicians, and only gradually
expanding health 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,

PROPOSITION II-§ 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
the efficiency with which government . ssources are used.
Probably the greatest arca of deficiency in the current Health
Sector Plan, is that entirely too much emphasis is given to capand-
ing services, and thus increasing the committment of resources to
the production of health services, with little rogard for the effective
utilization of the resowrces already committed to the health sector.
The key problem that currently exists with respect to the present
government health care delivery system is lack of utilization of
provincial hospitals, health centers, and health sub-centers. While

"The government should also consider regulating maximum fess and prices;
particularly in Sconl where a moritorium of new physician practices would consti-
tute atendency toward monopoly and thus oon would invite future price and fee

ICrenses,
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data are sketchy, as stated above, it is well known that rural 2OVern-
ment hospital occupancy rates are below 5() per cent. And health
centers and, particularly, health sub-centers also are operating lar
below capacity. Under these circumstances it is difficult, il not im-
possible, to justify construction of new hospitals and health centers,
even in areas where they do not exist, since prospects [or potential
utilization and resulting improved health status henefits would
appear to be too small to justify the outlays of funds recuired,

The major question to be raised in this connection is, “why do
rural area health facilities remain under-utilized”? Various aAnswers
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 not wish to use them, to arguments that rural INcomes
are 5o low that people cannot afford to e them, Iagree that these
lactors are likely to be important. Unfortunately there is no concly-

sive research concerning these issues that would support these views,
However, I believe that there are more fundamental factors that also
contribute to different health service utilization patterns between

rural and urban dwellers 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 2 private health care delivery
system that is designed to serve well only an urban based, rather
affluent, 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 ser-
vices in almost all countries is due to the failure of private health
care delivery systems to perform satisfactorily, it should not he sur-
prising that government svstems that essentially Cand badly) enu-
late the private sector style of health care delivery should also per-
form badly. In brief, governments, like the priviate sector, tend to
offer 1 mix of services that people do not perceive as needed. (end
to produce services at costs that are too high, and fail to distribute
services properly.

The reform of a svstem or indu try, or elements thereol, i eusen-

tially a micro problem. The issues involved are foo extensive to
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be diseussed in detail here, Fowever, a number of macro observa-
tions miay be offered at this time, First, with substantial under-util-
1zed capacity, oy would think that price increases accompanying
increases in demand lostered by national health insurance would be
modest. This was not the experience of the U.S, in connection with
the introduction of “Mcdicare 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-Burton
program which provided federal matching funds to the construction
of rural hospitals, 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 few physicians, For example, in lIowa in
1965, there existed 142 general hospitals, serving a population of
only 2, 8 million persons. Almost one-half of lowa hospitals experi-
enced occupancy rates of less than 50 per cent! With the introduction
of “Medicare and Medicaid", while utilization of hospitals in Towa,
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
facilities, on the part of hospitals, and in the form of higher incomes
and increased leisure, on the part of physicians Chours per week
worked for physicians began to decline shortly after 1966),

Again the divergence between personal aspirations and motives
on the part of health professionals and national health goals war-
rants emphasis. It also warrants special emphasis, that selective reg-
wlation is essential to the “reform” of the health care system se as to
attain national health care objectives.
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DATA APPENDIX

The Description of Time Series Data and Sources

I'he Bank of Korea produces GNP data from the vear 953,
I'he time series used in thisstudy cover the period from 1953 to
[9748(l==22

Gross National Product, Gross Domestic Product, Gross Domestic
Fixed Capital Formation (K =/

Linit: 1 Billion Won at 1970 constant market pric

Sources: National fncome in Korea, 1975, by Bank ol Korea

Fixed capital formation 1s used as a proxy variable for capital

which in some cases 1s converted into JK/ GNP or JK GDI?

Number of Employed persons.
A, 1ne data for the census vears (1960, 1966, 19700 are used
as a bhench mark to admst the date for other vears,
h. Sources: 1953=Korea Statistical Yearbook, 1053 by Burean
of Statistics, Ministry of Home affairs
1954-Blank
1955= 1955 Population Census vf Korea Viol. 1. by

Bureau of Statistics, Ministry of Home Allairs
1956~ Korea Statistieal Yearbook of the Republic of
Korca 1957, by Bureau ol Statistics, Ministry
of Home Affairs
1‘.'-..'7 Korea Statistical Yearbool 196 | :l‘_\ the Leo-
{0 nomic Planning Board
1961
O51-Korea Statistical Yearbook 1662 by the Eco
196 Z1b)
nomic Planning Board

19G2-Korea Statistical Yearbook [965 by the Ecos
nomic Planning Board

19G3=Annual Report on the FEconomically Active

to Paopulation 1974 by Bureau of Statistics, 15eo-

1974

L 2
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nomic Planning Board
Census Years:

1960=1960 Population and Housing Census Report
Vol [. Complete Tabulation Report []-]
Whole Country by the Economic Planning
Board

1966-1966 Population and Housing Census Report
Viol. 1. 107 sample surven 12-1 Economi
Actiwity by the Economic Planning Board

|D70=1970 Population and Flousing Census Report
Val. 2, 10% sample survey 4-1 Economic
Actreity by the Economic Planning Board

¢. The Process of Adjustment

['he bench marks Cumit: %) are made by the use ol census

and statistical yearbook data in censusyears, excluding 1955,

1953-1062: the raw data are adjusted by the use of the bench
mark of the census vear 1960,

1063-1968: the raw dita are adjusted by the use of the benceh
mark of the census vear 1966,

1969-1974: the raw data are adjusted by the use of the bench
mark of the census vear 1970,

Data for year 1954 are omitted. The data for 1955, 1961, and

1962 seemed to behighly over-estimated. These are readjusted

by the use of the growth rate of non-agricultural secters of

Industrial Origin of GNI, thus estimating data for these

VENTS:

(4) Private Health Expenditures
Unit: 1 Billion won at 1970 constant market prices.
Sources: Bank of Korea
Private health expenditures (PHE) had been combined with
personal care from 1953 to 1959,
To estimate PHE for that period, an estimation equation was
constructed on the basis of data from 1960 to 1974,
I'he estimation equation used is as follows:

e G s () M7al

(=319 0(335T

[0, 99 DWL =0, 9751,
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where numbers in parentheses are estimated ¢-sta-
tistics
H,=Private Health Expenditures
(unit: Billion Won at 1970 constant market prices )
PHE - personal care

j L}
Using the equation above, private health expenditures from
1953 to 1959 were calculated,

5) Population per Physician, population per Pharmacist
Unit: Person
Sources: Ministry of Health and Social Affairs




PART II: SOME MICRO ECONOMIC CONSIDERATIONS
PERTAINING TO KOREA HEALTH
SECTOR PLANNING AND POLICY FORMULATION
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ers.

[n many other sectors of the economy, these tasks are berforned,
for the most part, by market forces, However, as discussed in the
previous section, many characteristics of health SCIVICes ds economic
commodities (public good, CoNsSumer ignorance, nonprofit produc-
tion, etc.) render it impossible for market forces to do this. The
situation wis characterized, in the previous  section, as a4 cace
in which supplier sovereignty reins, and where there exists o
considerable dévergence between the professional and personal zoals
of suppliers and those COMPrising sociely as consumers of health
services, Thus attainment of fundamental tasks requires planning
and direction by nonhealth as well as by fealth professionals,

[ the remarks that foliow. I offer recommendations for the re-
form of the government health care delivery system, medical educa-
tion and health care distribution, These remarks dre organized
under headings reflecting the three fundamental tasks an industry
must perform, namely, that of datermining:

1) What services are to he produced,
2) How services are going to he produced, and
3) How output is going to be distributed for consumption,

0, “'.r’h'i'( .\‘I’."T'f'l"('.\' Are 1o Be }”.“H(.{fn‘(.’(.‘{:’

PROPOSITION 11-; DIFFERENCES [N VARIOUS CHARAC-
TERISTICS OF URBAN AFFLUENT AND R URAL AND URBAN
POOR POPULATIONS SUGGEST THAT A DIFFERENT SET
OR MIX OF HEALTH SERVICES SHOULD BE SUPPLIED TO
THESE POPULATION GROUPS,

Subproposition A, The mix of servicos supplied by western-
style private and government health care delivery systems is more
appropriate for an urban-hased, westernized, highly educated pop-
ulation, than for rural and urban poor populations,

Private and government westernistyle types of health care delivery
systems are based around the physician-hospital nexus ol medical
services production. Such svstems supply services consisting largely
of acute-care secondary and tertiary medical services (o patients pre-
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Thus, every serious effort should be made to specify the types of
services that the “reformed” government health care delivery svs-
tem is going to sunply,

Subproposition C. The mix of services provided by Korea's' pi-
lot and demonstration community health programs, particularly
those in Kang-Hwa-Do and Koje-Do, should be reviewed and incor-
porated in specifying the tvpes of services to be supplied by the gov-
ernment health care delivery network.

[ have been privileged to visit most of the community health pro-
jects in Korea, Those operating in Kang Hwa 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 of primary medical services and sup-
portive health services.

Onee 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 maximum production
efficiency,

(. How Are Services Going 1o Be Produced:

PROPOSITION II-2 HEALTH SERVICE PRODUCTION PRO-
CESSES THAT RELY HEAVILY ON PHYSICIANS AS THE
MAJOR INPUT ARE INFEASIBLE IN RURAL AREAS, AND

Subproposition A.  Physicians are not as necessary as a primary
input in the production ol those health services needed most by rural
poor people, as compared to services needed by the urban affluent.

The statement above should not be interpreted as meaning that
physicians are not needed in rural areas. It should be interpreted to
mean that the role of physicians in supplyving primary medical ser-
vices, health education, personal hygiene, sanitation, snd promotive
health services, which are the health scrvices that the rural poor
need most is not nearly so great as it is in providing services to
urban populations. In rural areas, the role of a physician should
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that is equivalent or near to that already existing in urban arcas,
Itis probably impossible to accomplish this, under current cireum-
stances, without strongly coercive measures, The United State

has been attempting to induce physicians to locate in rural areas for

twenty-live yvears. Billions of dollars have heen spent on the con-
struction of rural hospitals, medical education subsidices. forgivenes
loans to medical students, and other programs in an ef{ort to attract
physicians to rural areas. Even in the United States. communitics of
significant size have constructed clinics, and advertised their willing-
ness o guarantee an annual income of S50, 000 or more to phy-
sicians who will locate there. Yet, vear after year, such facilities
remain vacant, as physicians prefer to locate in more urban 1.
The supply of physicians to rural areas is very inclastic, all over
the world,

Part of the problem in the United States is that the number o
places in 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 admi: S10ns 1o med-
ical schools is necessary to maintain the quality of licensed physi-
cians. Yet, it has been admitted that. in recent vears, three people
are turned away for every one admitted into .S, medical schools.
and of those refused entry, two are adequately qualified. The con-
sequence of enhanced quality through restricted medical <chool ad-
mission is to restrict the supply of doctors, resulting in higher fee:
and incomes, and an inflated rate of return on medical education.
Concerning the latter point, even conservative estimates are that the
rate of return on medical education in the U.S. exceods that of in-
vestment in education for comparable professions.— law vers, college
professors, ete,~—hy at least 20 to 30 per cent. I have caleulated the
aggregate discounted (present value) cost to consumers of the re-
stricted supply policy to be in excess of 8600, 000. 000 in the 115,
for the vear 196G

Korea has a smilar situation in that the . upply ol physicions a-
vailable to serve the domestic Jpulation 15 restricted through the
systematic emigration of physictans abroad, This phenomenon has
certain advantages to Korea physicians, since the consequence of

Jamies RoJeffers and Mario 15 Bognanno. “AM \ Physiciin Supply Policv: Thi
Cost ol High Quality Medicine’ submittod 1o S nal o Himan Resourees,
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inelastic. Caution must he excreised to avold spending too much

monev 1 this effort, O course. ther a ltew *lootloose!

physicians, who can be induced totocate in rural areas by thi

1 Intwn IC1El

]m\--w;'-r'(l :.If- J]]Ii .~._iflr't-'=1"- ,'-',Li. '.‘.Em also m _1.|- .jlni:u'e_-e| 10 !.-.\;|_r.- 111

promise of higher income. In addition. there e fr phis
rural areas. However, medical schools do not select physicians on
the basis of their missionary tendencies. Thus the supnlv of nhe S|
cians to locate in rural areas is very inelastic. Why

The main reasons physicians are reluctant to locate inrural aren.

are the same as those we who are not physicians would offer a
sIills int rural areas, even i
{Ir‘ll'l'l'd Ili,‘.'_i‘u-]' incomes. \We all must think ol Our Wivi

A AY

reasons not to practice our respective
e
our ¢nl-

dren’s primary education and prospects for college admission. o

relatives, and our many [riends and professional relation hips, W\

I (6
have already adopted urban patterns of Hving and urban Hie-styvlis
And we believe that we are more “effective’ professionally. 't
practicc'our skills i urban areas rather than in rural areas. The
ame is true of physicians, and levels of income in urly: 15 Al

sullicient, i view of all the other perceived benefits of urhan i
ing, to convince them to stay there. The point is, it s very difficult

to induce people who nave beenteducated and who have establiched

11 Han li|'t'-h[_\'il'-'-. patterns of liy ing, and ex pectations to EIVEe Pt

ban living and move to a rural area. However, this would not he
true of many young people who may become physicians in the [n-
ture, il they were selected [rom rural environments and were edi-
cated unider different circumstances than is currently the cise

Mean-while, for the short-run, I helieve that policy-makers should

procesd nnder the following assumptions

1) It will be impossible to induce many more physicians to locate
in rural areas in the short-run.

2) Itis easier to induce physicians to locate in mediom sized
towns and cities that show certain prospects of srowth in the
tuture. than to successfully recruit physicians to/locate insmall
towns,

| Greater reliance must be placed on nonphysicians providing
medical services in areas outside of medium sized towns and
cities located in rural Guns, who would be divected. supervised.
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most countries, needs more primary care physicians ind needs fewe

pecinlists, Linless specialization i checked, professional  aspiratior

| Y Y

arelikely to result in almost all physiciany specializing, In |

.S, survey revealed that 98 per cent of all medical students intdnd-

The consequences of over-specialization are that
| I

fewer physicians will be willing to locate in rural

or even in Korea as a country, due to diminishing opportunities to

l'|I 1O -I'r'u'i.’li;'/l'.

areds of lorca

offectively practice acquired specialty skills

Subpropositon B, Medieal schools should consider shortening
the duration of medical educatiogi and selecting student whao are
willitg to locate in rural area

Many medical educators in the U5 have dar wed that the time it

tales to train a physician s too/long. Theaet wl practice of medi-

cine 1-'I'[l.1I:l"_"- little ol the basie science [ -medical school !'Jl";'..‘“;'.il-.l

l'i'liiilil'l'[l of medical student [t s drgued, persuasivelyy that th
' HIEMents e

resents an aver-reaction to i situation that existed around the turn

current over-emphasis in terms of basie science
of the century in the LS. s hen fezo medical schools mnvloded any
el { ala Cag revealediby the fn

Iasic science i medical col'ege curricul

nious “lesiier Report™ published in 1410

It is tlso argued thit many voung people. possessed
motives to serve the needs of peaple, are discouraged from becoming

recuired

physicians, because of the high expense, length ol time
and the “dull and difficule™ cucriculum with it

seience. characteristie of modern medical education. It has been

CINphass on s

supgested that those entering specialty areas henefit most roi
“pre-med? emphasis on basic science, since these areas are loser Lo
the “frontier” of medical science.

Please do not make the mistake of the United States, however,
establishing o new specialty such as “Family Practice™, During the
late G0's and early 70's, in response to the need for more primary
care physicians, the AMA and related medical specialty associations
ostablished the family practice residency program which require
three vears of specialty training bevond undergraduate medical ed-
ucation.

o many it 1s not clear that additional training s vequired to

train doctors to be “primary care specialists” and the time required
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|']I} wens tend Lo view :]il'fll-i':' {25

rendering medical services. Ancilla

i i : !
the physician in the production of medical

additional health services consisting of health promotion, health

ucation, ete. Only il there is genuine delegation of ta

personnel of tasks previously rendered by

productivity rise as a consecuence o

cillary personnel.

In i ~-[|i:!.“ of as |111§4|r- of 2000 medical ]u:-'lu'liu'-'- i the |
ing data pertaining (o the vears 1965 and 1967, Dr. |
health economist ) found that the average

cian could prof-

iably employ approsimately twice the number of aids cur

employed ard increase hourly output of

another study ol 12 phyaician practice

medical students were used as observers.

of 283 Llasks, Tasks were orginized

activity ranging [rom history taking f

[t was found that those practices using

realize productivity gains ranging from

Since; physician assistants, nurse

i a lraction of the time required to

fective implications ol the resalt

Subproposition 1, Fhe possibility

National University, Medical College

considered.

For various reasons, in Korea all rond

ally, it is very important where one go

classmates are in Korea, Although some

dpparant to this outsider that one

Norean society and in one s professional Carces

fromy Seoul National University (S
Studies in the United States have

with @t high probability. tend to locate

LI S Reinbardl, A Phy n e
.fl'.'r et of ’J.:_ L 1 157 it L 1 i \
IKennoth Ko Sotl), Marianne (M
the QOptimbl Llse of Lam in thi
Fhipan Rysanrces Mol VLT DSy
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ol regulay mecheal college faculty served as the teachis
a selected number of community hospitals located thio
tate, In recent vears the proportion of medieanl ndent

to other states after completing their training has d 1]

tween Z()-25 per cent

I think Koren could do something similar, There s eno
{1

Ho i;j'.lr

[ & » 1 1 'l "
ved in being associated with = 8 1L o

ical college would establish branches in outlying province

neetion with other universities and major hospitals, stude

be more readily attracted from these areas and s ould be more il

to remain there after receiving training, particularly. if
practice” restrictions were placed on Seoul and Pusan.
Another, related innovation would be to lengthen intern
quirements by one vear, while shortening the pertod ol bha
ical education, and requiring the extra vear of internsh
spentioutside of Seoul in g rurl community. unl 6l
been admitted toa particular specialty thie, Ludy i
Lhis policy, in connection with quotas impostd on the ni
tudents adnutted Lo residency progriams. would encotrze

pansion of physician services to rural arens,
L. Howe Arve Services Gotng Lo Be Distributed?

'

ni
| [
(RAB L

PROPOSITION 11 4 FHE WESTERN: STYLE TYPE

HEALTH CARE DELIVERY IS A *SIT AND WAL APPROACH

TO HEALTH CARE SUPPLY.

[he western style type of healtl

supply approach to improvemrent in health status, Physic

hospitals represent centers of medical service dpability
ready to serve the demands of patients who present them
winting to utilize their services. Patients are expe
that they arc ill, and to seek out physicians and hospitils

to receive the health seevices that they need, Util

L L1011
services s manifest only under'the following conditions:

L) Symptoms ob ilL health are manifest
2) Patients perceive themselves as heing i1l

1l Il

¥ L
] i
Peree
i’l (4]
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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,
[owever, other studies, which have relied on professional evalua-
tion 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 perception of illness among rural dwcellers is loss
acute than among those lLiving 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 dsvellers, as cited
ahove, The voung, the old, and the uneducated are the least knowl-
edgeable concerning modern standards of zood health, what mod-
ern medicine can do to improve health status, and how and where
to seek out medical services that ‘they need. In addition, they are
least confident that the receipt of western style medical services is
appropriate for relicving conditions of illness, and are most reluc-
tant to seek out westarn style health services, These circumstances
can change rapidly only if western style health services are pro-
moted through ountreach activities,

Subproposition [3. The government health care detivery net-
work should involve ancillary personnel who will continuously
maintain a referral link between village dwellers and health suly-
centers,

' , rather than
waiting for the people to seck out health services. Outreach activi-
ties are an essential part of the pilot and demonstration community
health projects being conducted in Korea. Community health pro-
jects typically involve village aids, village health workers, or mem-
bers of mothers' clubs who make and maintain contact with village
dwellers, individually and collectively, These health ancillaries are
vital to case linding, health promotion, health education, and re-
ferral and follow-up activities which serve to hreak down barriers
of lack of conlidence in, and knowledge of, western style health ser-

Outreach activities involve '_'.{ninj.' to the ]n-n[aiv"

vices, and assist greatly in the perception of illness among members
ol rural populations,

Subproposition C, Fhe government should consider the estah-
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paimn personally drom takimg advantage of the ienorance of (he nH

lie through inerensed meome and profit Lo promote the benelits of

their own individual services. However, it s appropriate for 4 po

crnment which s nonprofit and which has been entrusted. legall
through due political processes, with the responsibility of the health
and wellare of the population, collecrively, to promote the henelit
of various of its activities, Thus it 18 reasonable [or governments Lo
advertise the location and other aspects concerning the availabilits

of health services. the benefits that are likelv to be realized from

utilizing them, and the terms on which they are available In addi-

tion, this promotion activity, since it is provided [or the benelit ol

large population groups, can be most effectively aceomplished v
mass medin channels, Thus, [ suggest the following:

1) Advertisements concerning  the location, operating hour
stalf, and services offered by health sub-centers he placed pe
riodically, but regularly, in local newspaper

2) Eeature stories concerning activities of selected health =uly

centers be  carried in national

media  including television
newspapers and periodicals,

32 Human interest stories concerning the lives and activities of
local community health workers be presented on television
and in major periodicals from time to time, and

1) Presentations of certificates of merit to outstanding individial
health protussionals and ancillary personnel be carcied in the
CVENINE NEWS is 2C00S10Ns Warrint,

Not only would such promotional activities serve to educate, in-
form, and raise the health consciousness of people living in medi
cally underserved areas, it would also hring the general publics'
attention to the conditions of need and the government's efforts to
meet those needs in nl"r]if.‘l”_\ underserved areas, Thus, these activ-
ities would serve to legitimize government efforts in these areas, This
15 extremely important in connection with health services financial
schemes which would involve an element of subsidy or wealth
transfer from the “rich™ to the “poor” inevitably to he developed
in the near future. The general public should be informed as to
why additional funds are needed, the pirposes to which funds are
devoted, and the henefits that result from their expenditure,
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phenomenon cin be viewed as an “income-effect” like inercases in
clleetive demand. hrowngh incroased fnswrance suhs ription rates
ar-daxes, this effect can be “nentralized.” However, in reality, most
health insurance schemes involve certain subsidy elements whereh:
purchasing power over health services is disproportionately inereased
lor certain *high risk™ groups whose marginal propensity to con-
sime health services 15 greater than that of the general population
with little or no corresponding reduction in real income, Thus on
balance, effective demand tends to increase through o right-ward
shilt in aggregate demand.

Health insurance or similar financial schemes that do not effec-
tively sereen out “high risk populations”. or which fail to charge
them sufliciently high subscription rates. tend to increase the offec-
tive demand for health services on the pirt of the agpregate populi-
tion covered. Thus, national health insurance schemes. like Nedi-

care and Medicaid in the 1.8, are designed to increase the effective
demand and consequent utilization of health services on the part of
certain “high risk™ medically underserved groups which tend to
have a higher marginal propensity to consume health seevices than
the general population, and thus tend to cause demand to inerease.
ndeed, the result of most national health insurance programs is
ian inerease in the aggregate effective demand {or health sepvices

A second way in which health insurance schemes tend to increise
the elfective demand for health services is through distorting reli-
tive prices, Most health insuraace schemes involve only o modest
co-payment factor, In indemnity insurance schemes, the consume:
is forced to pay part of the cost of health services (co-pay) when
the amount paid to the consumer for treatment is less than the cost
of the procedure. Thus for example. il an appendectomy costs
5100, 00, but the consumer is indemnified Cpaid) $80. 00, the con-
sumer is foreed to cooperate in paying ¥20, 00 of the cost of consum-
ing $100. 00 worth of health services. Clearly, cospayment is an
explicit feature of those insurance plans that reimburse consumers
less than 100 per cent of the cost of treatment, Thus o plan that will
pay 90 per cent of the cost of treating a particular iliness involves
a 10 per cent cospayment factor. The lower the co-payment lactor,
the greater the reduction in the effective price of health services
relative to other commoditios, Given the veduction in the effeetive
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=iy ' 3 :
}ll;'rm' the incomes al ].lj. getans, the larger the revenues of hosi-
tals, ete., and the less the inerease in the pansion ol the utiliza

fi')rl Ol ].ll'-'l|H| Services on ’i;< et 0} CONSLTIC

Subproposition B, Unless government insurance schemes
restricted to elocted targeted il.ui..-!|.|'|qr| uberon erved by thi
government health ciare delivery networle, prices throughou

health services industry will he alfected adver

Prices are determined at the marein, thersfore price thr
the entire industey tend to he affected by the pover: te aation
'hus while the government' s aim mav bhe only to allect utilization

of povernment direet! ipnl

i

grams that are not restricted to the government svstem will imy
on the priy clements of the svstem. Lhus o covernment cannot
,u”:’-l’"'--'l" L5 ‘ff'lfi:.'l Loy aned renore it o -’".;,‘-_ WRINE 10 Lhe
tor, Just as importantly, i the povernment | vancial proeram 1s ot
restricted or limited to tarpet ponulations served by the government
health care delivery notwork, the inereas OV eI oived et
private sectos I serve to finance the I: | pansion in d
tions 1nconsistent itonal health pol ; I'hy '

|1I= IFevene Llowin 10 1he in e nen ] eetor generall
would serve to underwrite the concentration of physicins and clir
105 An urban arei cncourage - Lhe [ HIS10 04 | tee o titl
tire clinics in cities, ote.

Subproposition €, overnment health msuran hemes thi

e not himi et popul )

[} i 1
crnment | o ry el ( e
quality of private health sé { ipplied much more than to
LNereast ‘..I!- i1 (1] !.' i':‘ [ {

I 4 1 1 1 - vy . 1 - v 1 1 '
e tpne pertod trom ptember Y es to Anri { I naclin
priviese of serving ds chiel hedith economist advisor to the niteed
States Price Commission and to the United! States Cost of Living

ouncils During this period! L assisted in deafting the “Phase 1112
and “Phase IN price regulation appli d 1o the health ser T

dustey, and attended many of the rate inerense hearin heled o1
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1968 und various supplements of the Social S

.;Jrr'u"’.’;l jr,r"n'l,’l'.’.'u',’ i /i .'l'-.,r Pl ,ru.,r"',.'r_'l.;' il
particularly striking incview of the wirtual constancy ol thi
Jrereen b ol cosl |..|u| by foveI Nt |1.r,i;5|-|“..\ fil-' mtervil o

years 1950=196(). °
Prior to 1955, health outlays as o percent of GNP were relatv
constant ats between d and 4, 5 per cents Tlowever. in 1960

health outlays as a per cent of GNI jumped to 5, 4, and currently

i total

constitute 8 per cent of GNP in the 1S On' the
outlays, the health services industey is America’s third

L
|
1A

L

] esl,

!
I'he Sacial

Security Administration estimates that over the interval 1950)

ranking only behind construction and dericulture

1971, 47, 2 per cent of the increased outlave may be attributed
to increases in prices, 16 percent to growth in nopulation, while

only 36 per cent 15 accountable by increased utilization.
An'enormous volume of the increased expenditures on health
services were absorbed by elements in the health services indie.
try in @ manner resulting in the production of what health
professionals call an increased quality of services rather than
an anereased: quantity of seevices utilized. This is particularls
true of hospitals in the U.S.. Currently in the U.S., outlivs on
hospital services constitute over A per cent of total health cor-
vices outlays. Even though hospitals in vast areas of the 119
are under-utilized in rerms of occupancy tites. ho pital cost
have risen laster than any other component of the medical cere

price-index. The rise in hospital charges in the 1.8 sinee 105

has been phenomenal. According to the American 1o pital As:
sociation, the average expense per patient dayv was 815,62 in
1950, had increased § (2, 00 by 1968, and exceeds S 100, 00) cur-
rently.? This inerease in price has been accompanied by & mod-
est ancrease in hospital utilization. but has heen accompanied
by enormous increases in assets (equipment and space ) nee bod
aay, personnel per bed day, and supplies utilized per bed day

I'hus hospitals have become inereasingly ophisticated as well

Howard 12 Bowen and James R, Jeifer The Economicsof Health  Serx

neral' Learning Pross: New Yaork, 1971,

‘Dorothy Rice and Barbra 8. Cooper,

wonal Health Expenditures [ 92

ity Brlletin for 1970 and varion

sulisquent veprs

Bowen and leflers, op. cir
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supplier can choose to expand output with no change in quali
and price, or choose 1o inerease hoth quality and quantity ol
Fhe Digure ilustrates o case in which the supplier chooses t
crease the quality of care oflered by moving to thus riaising th

price to 2 and mmerensing outpul tounly (Js, Note that thi ouLp

less than the amount by which output could b

Vi bheen imereasea

had there been no up-grading of quulity, Similarly, given
credse in demand to Dy, the supplier moves o Sy and raise
to Ly and expands output to only Oa Points A, B and €, renrec
intersections of relevant suppiy and demands which swhen connc
reveal S8, the effective supply curve reflecting discrete in

quality of services at increasing prices, These ineres

are obtained at the exuense of increased utilization which wo
have heen (), instead of ()5 INote thitt the final :li'i':‘ CLTVE

I‘]-‘l ‘.\il“!l. ."I."I-ii" J"”'n'[l.‘l_: Caoe H T e -{].l ";"'i'-r 1 |
zation, even though demand fneceased con deribiy, Even aind

conditions ol exeess capacity, increasesin demand will beine iho
maximumn mereases inoutilization, only if the quality of servi
held constant. say through regulation.
Subproposition D, If health insurance programs are not restri
ed to targeted population ©groups utilizing  government  health
faciiities, 1 is desirable to regulate the capital expenditure. pri 11}
and output policies of the private health sector.

he Korean context is even more complicated than that of tl

| i
hospitals for patients, as is the case in the LS., However. in th
l

S, In Korea, obviously, private hospitals compete

8. physicians and hospitals are complementary production

gents, whereas in Korea this is not the case. In the 1S, paticnts cas
be admitted to hospitals only with physician approval, hut patient
are rarely bedded over night in private physician clinics. Howover,
my understanding is that m Korea, patients are often ke pt over-
night in physician clinies during episodes of illness. Thus physician
do not reiy on hospitals as an essential complementary production
agent in Korea to the extent that they do in the U.S. This,in part,
explains the low occupancey rates of certain rural hospitals which
are located in areas where private clinic heds are more available
than elsewhere. This is even more true in cases where local health
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the most part, the urban affluent population. I'hi
tenas nonprofit, andidargel v sepves the il and o

Currently, the two sy stems ar hoth pittered

et Lers cstern st
health care delivers syetems m oltering similar service mvolyin

essentially a Kospital=physician inten

ive production technolog
15 Nal [s:uil:;rh[u' or. el onally conveni nt lorithe private sector t
deliver services in rural areas or to tHeoy

major differences in the two svstems are as follow
1) Since the private system cannot or will not do so. it is lefi t
sgovernment to attempt to provide services to “hieh risk |

I

Fhe government svstem is grosslv underfunded. particularl

I 15 {LOANN

meome populations, particuls

10 Ve :.!' E!ll' ill_‘.’}l Cost :}1:|t AUe1ecos :ll':,'.'.'
vide western style health services in scar ‘ely populated area

In order to'inerease the utilization of health < AL
of the rural and urban poor population groups. it is ne

'es on the it

urban and rural poor. The

v thosediving in rural areas, and

ieurred fo pro-

E 15 CeSSAry 1o re-

form the government health care delivi ry system in the wayvs &

gested above (adopting less physician-hospiial production technol-

ogy, providing outreach,ecte It s also necessary to direct the

private sector toward serving the public better through regulating
the private sector, including the medical education svstem. as
lined above.

he ROKG is already in the health care delivery business. Cuir-
rently, plans are being laid to embark on major financial PIOgrams

which have the potential of causing many problems as also outlined
ahove, 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 svstem
will enable those supply elements receiving increased reve nues, di-
rectly, or indirectly from consumers, to {inance the expansion and
growth of those supply elements, Thus if as a result of government
insurance programs, the private health care delivery sector of the
health care delivery system receives increased revenues, this will
serve to finance the expansion of the health care delivery system
along lines already established by the private seetor, ‘This would re-
sult inan expansion of esoteric services, the use of exXpensive pro

duction technologies, and poor methods of distributing health sop-

0Lt
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general assessment i the form of added tases or subscription fees,
unless they were very small, The urhan affluent would probably
quickly promote the establishment of private health irsurance co-
operatives, companies, ete. and legislation to permit those vovered
by such private schemes to be semptfrom any general assessment
Thus a general asscssment of this sort, coupled with restriction of
reimbursement to only government suppliers, would ultimately re-
sult in the rapid development of pri

vate health insurance program:
in Korea. This may he good or had. However. it seems clear that
if this were o oceur, health cire prices and costs wottled I e S
more rapidly in the private sector than would e the case in the al
sence of private health insurance, s was the experience of
ted States alter 1955, T his
-H[l||fir'(] health services to rise in the fuace of !]\‘.iil:'l||..’l§1 I't
assuming that subseriber

1

the | 1=
would cause the costs of governmi nt

Venue,
Lo private insurance plans eventualls
were exempted [rom a general assessment. To counter this. the £OV-
crnment would have to resort to heavy regulation of the private
sector,

lo the extent that the urban affluent did utilize government sup-

plied health services, the operating costs of the government System
would rise. Also the urban affluent wounld be « ompeting with those
who are medically underserved, thus po sibly reducing the potential
benefits of government supply and financing of health

the latter,

ervices to
Fhus a general assessment through added taxes or subse-
ription rates coupled with universal entitlement Lo government sup-
plied health services, while attractive from a shortrun fiscal
of view, would appeir to pose many significant prohlems.
fore, I conclude that at the present time,
restrict entitlement to those se
weally undervserved and o

01Nt
['here-
the government should
lected population groups that are med-
extend it to the general public. and
not impose an added assessment on the latter specifically to finance
the expansion of vovernment supplied health services,

Subproposition B, he ROKG should restrict reimbursement.

under a government health insurance program, to elements of the
public health care delivery network and should finance this pro-
gram, prospectively through assessments of those served. supple-
mented by general revenue funds,







Hoealth Planning and Policy Formulation

on the part of the poor. Thus while it is appropriate for the poor to
pay 4 co-insurance premium (using a payroll tax in cases where
feasible) or subscription fees and ) or certain deductibles upon receipt
of services, in order to maintain personal dignity and to insure re-
sponsible consumption behavior, in the final analysis, health services
must be supplied at less than full-cost to low income populition sub-
groups. The deficits incurred by the government health care deliv-
ery system should he made up from general tax funds rather than
from payroll tax funds, thus transferring income from the rich to
the poor as is consistent with inereasing social equity.

Part of the cost of health services could be hoth prospective and
retrospective, but I seriously question the logic ot a heavy reliance
on the latter. Why burden poor people after recovery from illness?
Surely installment repayment rates must neeessarily be yery low,
and must be established individually in each case. Provision for [or-
giveness of the 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 administering cases,
some of which would remain open for many yvears. plus the personal
trauma and agony that large unpaid debts would cause for the
individuals and families involved I doubt that retrospective pay-
ment would be worth the administrative costs that would be in-
volved.

[, Oreanization and Financial Mechanisms

At the present time, reform of Korea's health care delivery
system involves two major conflicting problems of an organizational
nature. The effective delivery of health services requires substan-
tial decentralization in terms of actual implementation of service
programs and activities. However, the major advantages of health
insurance implementation are realized only upon substantial consoli-
dation and pooling of funds.

PROPOSITION 11-7 FIEALTH INSURANCE FUNDS SHOULD
BE CENTRALLY ADMINISTERED AND MANAGED, IN ORDER
TO OBTAIN MAXIMUM BENEETT.



http:ADMINiSTEREi.ID




7.2 Health Planning and Policy Formulation

ance schemes offer considerable advantages over individual sell in-
surance. Lvents of illness are very unpredictable in the case ol indi-
viduals., However, events of illness are readily predictable lor large
aggregates of population, due to the overall reduction in the var-
ance of predictions of illness which is explained by the “law of large
numbers”, Thus an individual may save too little or too much, How-
ever, collective health insurance schemes “pool risks.™ The pre-
mium rates appropriate for large populations, that will cover ad-
ministrative costs, profit margins, proyvision for reserves, as wellas
payments to insureds can be determined with actuarial precision.
Thus insureds can pay a specified premium and be certain of enti-
tlement to financial assistance within known limits, in the the event
of illness. Unusually large needs for funds on the part of certain
members covered are off-set by comparatively low needs for funds
on the part of other individuals during the given period. Thus risks
are pooled over the aggregate population covered, and uncertainty
to individuals 1s reduced accordingly.

Prepayment works in a similar fashion, except that in retumn for
the prepayment of a specified subscription rate, insureds are entitled
to receive specified medical services in the event of illness. Unusu-
ally large needs for services on the part of certain individuals are
off-get by low needs for services on the part of other individuals who
are covered during the period. ‘Thus risks also are pooled, or spread.
over all individuals who are subscribers to a prepayment scheme as
18 the case in health insurance,

Subproposition A. The larger the population covered by health
insurance or prepayvment schemes, the lower the costs ol operation,
due to linancial economies,

IFirst, the larger the population covered, assuming that members
are similar in terms of risk characteristics. the lower the variance
of predictions of illness. This result is a consequence of the law of
large numbers. Second, generally the larger the number of indivi-
duals, the lower the per-unit costs of administration, claims filing.
and reimbursement which require a great volume of paper work.
Such activity lends itself to mass data processing techniques. In the
case of such work processes, per-unit costs tend to be ipversely re-
lated to the volume of activitics. It is important to recognize that
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