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It is a fashion among health professionals,
nowadays, to express their views on the
reforming health delivery system in Korea.
However, it is obvious that they have failed
to provide a unified and definite direction.
Intreduction of new modes of health service
delivery like H.M.O. is by no means easy,
although a few professional surge the neces-
sity to introduce prepaid group practices as
a possible means of reorganizing our chaotic
This study indicated that
only 17 percentage of private medical prac-
titioners have heard of the term H.M.O.
(Health Maintenance Organization) and/or
prepaid group practice. It is clear from the

health systems.

finding that there is no need of mentioning
how many of them really know about what
H.M.O. is.

No system of health services delivery can
be transplanted wholesale across national
borders. Medical Society, here and abroad,
is a typical example of the most conservat-
ive professional circle. A new mode of med-
ical practice needs to be adapted to the pre-
existing patterns of health care delivery in
order not to create unnecessary conflict. It
is, however, inevitable that the suggested
changes would be confronted with the vested
rights of the interested group. Therefore, it
is more realistic to apply an innovative
measure on an incremental basis rather than

on a drastic one. Such is the case for H.M.
0. in Korez.

H.M.O. is defined as an organization
which provides comprehensive health care to:
a voluntarily enrolled consumer population
in return for a fixed-price prepayment.
Structurally, it combines a financing mech~—
anism of prepayment with a particular mode
of health service delivery, group practice,
by means of managerial-administrative org—
anization.

The essential elements of H. M. O. concept.
can be summarized as follows:

1) an organization that makes a contract.
with consumers or employers in their behalf,

2) prepayment by subscribers on a capit—
ation basis,

3) voluntary enrollment concept, and

4) a comprehensive plan providing benefits.

with a broad spectrum of health care.

There is no standard H.M.0.. A prepaid.
plan can exist in a variety of organizational
configurations from the loosely structured
Foundation for Medical Care (F.M.C.), an
to the
more highly structured hospital oriented
H.M.O., a group practice type of H.M. O..
H.M.O's also can vary in terms of he-

individual practice type of H.M. 0.,

alth care Lenefits offered and the population
segments enrolled. In all of its various org—
anizational diversities, the H.M.O. perfo-



rms the mission of ensuring the availability
of health services to its subscribers through
a rational allocation of health resources to
meet the existing heaith needs. H.M.O. is
found exclusively in the United States. Act-
ually,  the United States is exporting the
idea of H.M.O..

H.M.O. is a competitive model of health
service provisions. A competitive H.M.O.
model must be somewhat hypothetical as
Ellwood indicated, because althcugh proto-
type of H.M.O’s exists a truly competitive
health market does not, and the model ass-
umes that marketplace forces would alter
the performance of all health providers. In
the competitive H.M.O. medel,
could purchase health care either on a fee-

consumers

for-service basis from conventional provider
or on a capitation basis from H.M.O.
tracts. Competition over prices and benefits

con-

would be encouraged and monopolies would
be discouraged. It is generally accepted that
capitation prepayment tas the following
advantages over fee-for-service payment:

1) for patients, it removes obvious finan-
cial barriers to seeking care and encourages
early diagnosis and treatment, and

2) for physicians, it offers the freedecm
to alleviate the concern regarding patient’s
ability to pay, and the benefit of inccme
security in the sense that their income is
not dependent upon the numbers of patients
they see or upon the services they provide.

Numerous evidence is available for H.M.
O’s economy in the total cost of health ser-
vices, andfor the provision of quality care
in the light of its lower cost. The main suc-
cess that H.M.QO’s can claim is cost redu-
ction. It seems true that H.M.O.can provi-
de a package of services at lower cost than

identical services would cost in conventional

H.M.O.
health services by lowering the use of serv-
ices by its members, "and by limiting the

pattern of care. reduces cost of

supply of beds for inpatient care, which is
to lower the availability of services. Utili-
zation statistics shows that Kaiser members
spend half as many days in the hospital as
a similar population of other plans, such
as Blue Cross/Blue Shield. The cost contain-
ment is advocated as efficient by H.M.O.
proponents. They maintain that the savings
would not result in the reduction of subsc-
ribers’ indispensable medical care utilizati-
on, but would come from the curtailment of
excessive, redundant, and
utilization. Actually, there is poor evidence

inappropriate

that such reduction would bring about lower-
ing the health status of H.M.O. members.
In the meantime, some others do not stop
criticizing that the profit incentive included
in H.M.O. operation leads private H.M.O’s
to limit services by hiring an inadequate
number of physicians and other personnel.
The pros and cons both sides apparently seem
logical but both lack further empirical evi-
dence to support their argument.

With all the controversies in mind, it is
worthwhile to take into account that no
country is free from the escalation of med-
ical care prices and the scarcity of availa-
ble health resources. Thus, H.M.O. can be
considered, an alternatve delivery system
in order to relieve the shortage of helath
resources and curb medical care price incr-
eases.

It is pertinent to review the existing health
care system to which an alternative health
delivery is to be introduced. This study has
pointed out and discussed some basic pro-
blems of the health system in Korea with
particular reference to the H.M.O. feasib-



ility.- Such problems™ include cumbersome
intergovernment- health organizations in ex-
ercising public authority between the Mini-
stry of Health and Social Affairs and the
Ministry ¢f Heme Affairs, stinginess of
public expenditures on health services in
addition to the low purchasing power of con
sumers’ spending on personal health, a frag-
mented private medical sector deminated
Ly the sclo practiticners in cottage business-
.es, a shortege and mezldistritution c¢f heal-
.th rescurces in cottage Lusinesses, in terms
.of health manpower and facilites, low med-
ical care utilization in general and heavy
reliance on pharmacist use in particular, the
absence ¢f adequate community base finan-
.cing mechanism in the provision of health
services and lack of scme institutional devic-
es to control tle quality of care, and =o on.
The ‘researcter maintains that H.M.O.
at its best medification in the Korean situa-
tion is unlikely to be much different from
the private health insurance demostration
pregr:ms currently under operation. Many
similiarities exist: prerayment; defined po-
rulation on a voluntary enrollment ‘basis;
capitation system; ccmprehensive benefit
structures in terms of integrating rreventi-
and the
concept of quality of care. Thus, it is help-
ful that in introducing H.M.O. the Korea
health insurance program has had twelve
years of management experience. In other
words, the basic concept of H.M.O. is not
completely new to some segments of the
urban population as well as the rural pop-
ulation, although the term H.M.O. has
not explicitly been used, and some health
care providers are also familiar with the
notion of a prepaid health care program.
In the United States, it is known that,

ve and curative medical services;

assuming no major change in’ the role of
government, thé future of prepaid group
practice will depend primarily on three fac-
tors: its ability to cover a broad spectrum
of society, its ability to satisfy consumers
of medical care, and its acceptability to
health professionals, especially physicians.
The same can be said in our case with the
possible medification of an active governme-
nt role in dealing with alternative delivery
systems of health services. In fact, the Ko-
rean goverrment is vigorcusly trying to
restructure its health service delivery in a
responsive manner to adequately meet the
substantial amount cf health care need of
its population. Free provision of medical care
to the indigent (a public assistance medical
care program such as Medicaid in the Uni-
ted States) sirce January 1$77 and ccmpul
sory application of the employees health ins-
urance program for these engaged at indust-
ries with more than 500 workers and for
their dependents since July 1977 are two good
examples showing the intenticn of the gov-
ernment. Also, government scholarships and
grants-in-aid program for medical students
are in effect in order to directly manipulate
the geographical maldistribution of physici-
ans. It is officially reported that the gove-
rnment plans to borrow a large-scale loan
for hospital bed construction in the needed
areas.

. The planning process for the development
of an H.M.O. can be thought of as a series
of decisions. These decisions involve a large
number of issues that are critical to the
formation of a viable H.M.O.—marketing,
medical, social, and legal issues tc name a
few. Therefore, caution must be used in
making a decision to implement the H.M.O.
or not. This study is primarily concerned



with constraints  limiting the introduction
<f H.M.O. to Korea.

1) In the United States,
practice is essentially an urban phencmenon.

prepaid group

Most of the groups are centered in the large
cities. This comes from the fact that finan-
cing difficulties owing to rural poverty and
population dispersion create gbstacles to pre-
paid group practice plans in rural areas.
However, small developing countries like
Korea seem to be less likely to face popula-
tion dispersion problems, but are more likely
to encounter unbalanced distribution of me-
dical manpower and facilities; doctors and
hospital beds are simply not available in
rural areas. Contrary to the finding in the
United Etates,
remarkable between the urban and rural

area. Most statistics, in fact, show that the

income differential is not

inceme of rural household is more rapidly
increasing than that of the urban in Korea.
‘Therefore, it is obvious that any health
resources shortage in rural area limitsan

introduction or expansion of H.M.O..

2) Existing medical care utilization pattern
is another constraint. It is generally agreed
that more than 50% of the people use drug-
stores as their primary source of medical
care, especially in their first contact. This
phenomenon can culturally be understood as
a heritage of the traditional utilization be-
havior of herbalists by Koreans. In a more
realistic term, they may possess inadequate
means to purchase physician care as an al-
ternative to a drugstore wvisit. It may also
be attributable to easy access to a drug-sto
re at the corner of the street. Anyway, the
primary concern is the present patient beh-
avior which is not physician oriented, and
this will interfere with the ability of the
proposed health maintenance strategy to

meet health care needs as was suggested by
Dr. Paul Zukin, the vice-president of the
Kaiser International.

* 3) The attitude of consumres toward H.
M.O. should be considered. It is difficult
to measure the degree of consumer satisfa-
ction with respect to H. M. Q.. Prepaid gr-
oup practice seems to limit consumers’ free
choice of physician, and changes the tradi-
tional doctor-patient relationship which is
significant in the treatment c¢f illness in
which emotional and social factors play an
important role. The trend had been chang-
ing toward a break-down of doctor-patient
relationship in the organized modern medi-
cal care. The author believes there appears
to be less side effects from the modification
of the doctor-patient relationship or in swi-
tching from the existing delivery system to
another, because the tradition of family
physician care has not been firmly establish-
ed in the Korean society. In order words,
people tend not to retain belief in the not-
ion of the “family doctor”. Consumer dis-
satisfaction, however, is more likely to ori-
ginate from economic reasons. Service sta-
tistics show that approximately one third
of premiums have not been collected in
the private health insurance demonstration
plans.

4) Acceptability of group practice prepay-
ment to physicians is another crucial con-
straint. The ability to recruit and to retain
an adequate number of well-qualified, suit-
ably motivated physicians is a prerequisite
to substantial growth of prepaid group pra-
ctice. Although there has not been any
organized medicine’s opposition in Korea,
we have not had sufficient experience in
group practice.

- The Council on Medical Service of the
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American Medical Association has defined
medical group practice as the delivery
of medical services “by -three or more
physicians formally organized to provide
medical care, consultation, diagnosis, and
Jor treatment through the joint use of
and with the
income from medical practice distributed
in accordance with methods previously

determined by members of the group”.

equipment and personnel,

It has long Ybeen recognized that the
practice of medicine through group pract-
ice-be it single specialty group or general
practice group or multi-specialty group-is a
more efficient method of providing care
than that offered by an isolated solo prac-
tice. The simple idea of group practice has
been experimented several times mostly in
the urban areas, but few attempts have
ever succeeded in making a prosperous group
practice in Korea. It really is one thing to
know the advantages and is quite another
to implement them. To what extent the
Korean physicians will participate in group
practice is a difficult question to answer.
The root of the problem is that Korean
physicians have not been sufficiently train-
ed to work with under the spirit of team
work approach which calls for mutual coop-
eration and conscientious partnership as its
imperative. This was well acknowledged
among the professors of schools of medicine
in charge of physicians training programs
and some remedies have already been intro-
duced by the -revision of medical curricula.
Thus, it is fair to say that the younger
physicians, particularly those who are wo-
rking as salaried employees, have more
favorable attitudes toward group practice
than the established older solo practitione~
rs. It was reported last year that solo pra-

ctitioners were no longer increasing in urb~—
an metropolitan area (Seoul) despite the
increment of the number of physicians
working in Seoul. One study indicated that.
the average annual income of physicians in.
medium-size cities was higher than that in.
metropolitan areas. As the income of solo:
practitioners is not increasing as much as.
they expect, more physicians are talking:
about group practice as an outlet to their
common problem. In fact, their economic—
ally worse-off is one of the hottest issues
and several group practices are under form—
ation. In spite of these tendencies, it is
too early to conclude that group practice is.
on the rise among all physicians in Korea.
Obviously, the organizational patterns of
H.M.O. will look like either hospital-based.
one or F.M C. style if we fail to obtain
sufficient number of physicians under group:
practice in near future.

5) H.M.O’s are organizations which pro—
vide comprehensive health services on the:
assumption that the physicians who work
for such programs can put more emphasis on
keeping patients healthy and out of hospital
through early diagnosis and treatment, and
saving on costly inpatient care. These sav—
ings can then be transformed into more com—
prehensive ambulatory care benefits that
are less expensive to provide. Therefore,
prepaid health programs should have fewer:
limitations on the extent and duration of
coverage for a particular patient or illness.
Preexisting medical condions are rarely
excluded, so that patients can enjoy more
comprehensive medical benefits. In short,
out-of-pocket expenditures at the point of
service would be minimal or, at least, less.
in H.M.0. members than others.

Legal barriers sometimes operate as arti—



ficial and external constraints on H.M.O.

development. According to the Implemen-
Health
those

tation Decree 34 of the revised
it is stated that
employees needing ambulatory care can

Insurance Law,

share up to 40% of their medical expen-
se and their dependents up to 50%. In the
case of inpatient care direct partial paym-
ent of the employees can't exceed 30% of
total medical expenses. and that of their
dependents can’t exceed 40%. The percent-
age amount of partial payment at the point
of service actually differs plan by plan as
it is designated in the articles of a health
plan. This measure was adopted to prohibit
members from abusing medical care utiliza-
tion, and to protect the financial risk of
a health plan at the initial stage of develop-
ment. Because of this clause, industrial
health plans as well as community health
plans are prone to provide less comprehen-
sive sort of care for the prevention of unex-
pected fiscal loss. In the process of the
governmental authorization on a health
plan, plan organizers are strongly advised
to follow the above regulation. The author’s
study showed that the out-of-plan expend-
itures of the members of the Busan Blue
Cross Medical Insurance Cooperative reach-
ed about 40%. Thus, the element of comp-
rehensiveness in H.M.O. cannot but be
modified in the Korean setting. Otherwise,
the chance for H.M.O. implementation wo-
uld remakably decrease. This comes from
our knowledge that in Korea it is most di-
ficult to raise the dues just enough to meet
the comprehensiveness.

6) A more serious constraint derives from
the implication of the current law that ind-
irectly limits the size of a health rlan. The
law divides health plans into the two indep-

endent entities: industrial employees health
plans, the first class, and self-employed
health plans, the second class. All the in
dustries with more than 500 workers are
forced to organize the first class health
insurance plan. Industries are encouraged
either to make contracts with the existing
medical facilities, or to establish their own
medical facilities for the provision of med-
ical care. Social institutions such as hospi—
tals or clinics are encouraged to form comm-—
unity health plans primarily within the gee-
graphical jurisdiction of local administrati-
on. Therefore, most of the newly organized
health plans seem to have less than 5,000
members.

The size ofa health plan
important in the sense that once in oper-

is extremely

ation, a self-supporting plan must be suff-
iciently large to zchieve economies of scale.
It is estimated that minimum size necessary
for economic survival ranges from 25, 000 to
50,000 subscribers, and these figures are
sufficient only to overcome operating defic—
its. Anyway, membership size is a crucial
factor determining the success of a health
plan. The current law functions as a const-
raint because it discourages the appearance:
of big H.M.O’s. .

7) Lastly, H.M.O's will face tremendous
difficulties in obtaining sufficient capital
to initiate and to expand their operations.
In their organizational phase, the plans.
need funds for feasibility study, planning,
and for initial outlays for building, equip-
ment, and personnel, and for financial
stability during the first several years of
inevitable operating lcsses. It is not only
capital that is deficient, but also per-
sonnel with expertise in the organ izat-

ion and management of H.M.O’s to cope



with difficulties anticipated in the start-up
period, and in the subsequent development.
Therefore, unless some outside source of

funds is available, and unless qualified

administrators are found, “a plan may be
doomed to failure.

Notwithstanding the constraints above
mentioned, there exists ample value in the
establishment of H.M.O’s if it is recalled
the nature of the present health care deli-
very system in Korea and the present syst-
em’s inability to cure its defects. There is
substantial uncertainty about the best way
1o reorganize health services in general,
and to develop some alternative delivery to
the present fee~for-service system in parti-
«cular. One thing is clear that the experience
of the current health maintenance strategy
in the United States can not be exactly
replicable as it is. It is, however, true that
those lessons from H.M.O. launching in the
United States are illuminating some basic
directions to the crisis of a typical traditi-
onal liberal medical care system such as
ours by combining prepayment of a financ-
ing mechanism with a particular mode of
.delivery, group practice.

As 1 believe the future of unorganized fee-
for-service solo practitioners is quite uncer-
‘tain because of the difficulty in achieving
«ost efficiency, cost effectiveness, and in-
come security, and the present system is not
able to adequately meet the future demand
-of health care, I have to maintain the ne-
cessity of a H.M.O. experiment as an alter-
native. This experiment will deal with
consumers’ and medical care providers’ acc-
-eptance of and willingness to participate in
H.M.O’s, and studies to assess the likeli-
hood of success of specific forms of H.M.O’s
in various circumstances, and studies to ide-

ntify the conditions under which an H.M.O.
will be able to operaté‘ on a self-sustaining
basis, and the like.

As a student of health service administ-
I hope
the more organized

ration and a proponent of H.M.O.,
that,
and coordinated health care delivery system

in our country,
will solve the problem of cost, resource
shortage and maldistribution, inaccessibili-
ty and quality issue.
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