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A Review of Healthcare Provider Payment System in Korea

Eun-won Seo, Seol-hee Chung

HIRA Research Department, Health Insurance Review and Assessment Services, Wonju, Korea

This study aims to propose the implementation of innovative payment models in Korea in order to promote the financial sustainability
of the national health insurance system by reviewing the current status of the payment system in Korea and examining other
countries’ experiences with various innovative payment models. Korea primarily uses a fee-for-service payment system and
additionally uses various payment systems such as case payment, per diem, and pay-for-performance. However, each payment
system has its limitations. Many OECD (Organization for Economic Cooperation and Development) countries have pointed out the
limitations of existing payment systems and have been attempting various innovative payment models (e.g., add-on payment, bundled
payment, and population-based payment). Therefore, it is essential for Korea to consider innovative payment models, such as a mixed
payment model that takes into account the strengths and weaknesses of each payment system, and to design and pilot these models.
This process requires stakeholders to work together to build a social consensus on the implementation of innovative payment systems
and to refine legal and systematic aspects, develop an integrated health information system, and establish dedicated organizations
and committees. These efforts towards innovative payment models will contribute to developing a sustainable health insurance

system that ensures the public’s health and well-being in Korea.
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Table 1. The national health insurance system’s payment method in Korea

o] 79 01 27|9) B G4 S hebu[20] AHAA S

Category Target/area Concept Performance Limitation
Fee-for-service Inpatients and Payment per service by - Ensuring the autonomy of - Difficulty to manage the total volume of
outpatients multiplying the relative value healthcare providers healthcare services and suppress increases in
points assigned to a given - Providing high-quality healthcare medical expenditure
service with the unit price per  services, due to high possibility of - Lack of incentives for care coordination and a
point supplier-induced demand decline in the quality of primary care, due to the
fragmentation of healthcare services
- Emergence of medically vulnerable populations and
underserved areas
DRG-based case 7 Disease Payment based on the designated - Reducing LOS, readmission within - Limitations in applying to diseases with high
payment group-inpatients DRGs for inpatient care 30 days after discharge, and variations in treatment or total inpatient care due

New DRG-based case 603 Disease
payment (pilot) group-inpatients

Per diem Inpatients in a LTC
hospital, hospice
inpatients, etc.

Performance-based Medical institution

payment’ participating in the
program

Payment by combining the DRGs
and the FFS system

Payment based on a per diem
rate for the duration of
hospitalization

Differential reimbursement based
on the results of assessing
healthcare quality

out-of-pocket medical expenses

- Enhancing coverage by reducing

uncovered (uninsured) services

- Improving the quality of care

- Cost control
- Steady improvement in the quality

of hospitalization service

- Continuous increase in the number

of participating hospital

- Improvement in indicator values

to low payment flexibility

- Lack of changes in behavior regarding cost and

days of stay

- Need for the participation of private, large

hospitals to include complete hospitalization
treatment

- Concerns over the underuse of service

- Duplicate targets and reimbursement between

systems

- Time lag between treatment and reimbursement
- Limitations including the adequacy of the

reimbursement scale

FFS, fee-for-service; DRG, diagnosis-related groups; LOS, length of stay; LTC, long-term care.
"Value incentive program (incentive/disincentive or incentive only), Healthcare Quality Evaluation Grant Initiative.
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Table 2. Current status and challenges of pilot projects for improving healthcare payment methods in Korea

Payment method

Project title

Limitations

Direction for improvement

Fee-for-service

Mixed payment
- DRG+FFS

- Per diem+P4P

Retrospective
reimbursement of
institutional level: P4P

- Pilot program on chronic disease management

in primary healthcare

- Patient referral and transfer pilot program

between collaborating institutions

- Pilot program on designation and implement

of children’s rehabilitation medical institution

- Pilot program on discharge support and

community connection activities for acute
patients, etc.

- New DRG pilot program

- Pilot program on incentives based on

performance of dementia safe wards

- Pilot program on improvement for nurse shift

rotations

- Pilot program on post-reimbursement for

public specialized medical centers for children

- Limitations to provide integrated healthcare

services due to paying each service based
on FFS despite the existence of a treatment
process

- Lack of reimbursement based on the results

of performance assessment

- Duplicate reimbursement between similar

programs

- Low referral rate despite attempting to

promote collaborative care by reimbursing
for referral and transfer

- Lack of actual support and reimbursement

for care coordination between healthcare
institutions despite the existence of
payment for community linkage fee

- Increasing costs for FFS
- Insufficient rationale for adjustment factors
- Need for assessing outcomes

- Need for monitoring and assessing

outcomes because of early stage of the
pilot program

- Exploring the transition to bundled payment for

integrated management of chronic disease

- Implementing performance assessment and

reimbursement

- Expanding target diseases and integrating

similar programs, thereby making a transition
to the comprehensive primary care
management program

- Exploring ways to improve the referral rate

through collaboration with other program

- Strengthening assessment and reimbursement

mechanisms for care coordination

- Steadily integrating adjustment factors into

performance-based reimbursement

- Need for assessing outcomes

- Expanding reimbursement to healthcare

institutions in vulnerable areas

FFS, fee for service; DRG, diagnosis-related groups; P4P, pay for performance.
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