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I. Financing and Benefits 
 

1. Source of Health Care Financing 
 

Contribution of the employed: proportional to income, 
and shared equally by the employer and employee 

      (Employees in small business with less than 5 workers 
were enrolled in self-employee scheme until 2000) 

 

Contribution of the self-employed 

  - Property part: property and vehicle 

  - Income part: taxed income or estimated income 
(property, vehicle, age, sex) 
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Mixed systems of health care financing in Korea 

- Partial subsidy to the self-employed (started with the 
half of their contribution, but reduced incrementally) 

      -> Pure contribution scheme for the informal  sector 
is rare in the world 

- Full subsidy to the poor: Medical Aid Program 
 

Mixture of SHI and NHS in Korea 

- Single payer (uniform benefits, uniform payment to 
providers and centralized claim review) 

- Contribution regarded as an ear-marked proportional 
income tax, with exemption for the poor 
 



Revenue for  
National Health Insurance, Korea  

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 

HI 
Contribution 
(%) 

76  76  78  80  81  82  84  85  83  84  85 

Government 
Subsidy  
(%) 

23  22  20  19  18  17  15  14  15  14  13 

Others (%)  1   2   2   1    1   1    1    1    2  2 2 

Total (%) 100 100 100 100 100 100 100 100 100 100 100 
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• Source: OECD Health data, 2013 

S. Kwon: Health Care Financing, 
Korea 



Health Insurance Contribution Rate, 
Korea 

2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 

HI Cont. 
Rate (%) 

4.21 4.31 4.48 4.77 5.08 5.08 5.33 5.64 5.80 5.89 
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2. Benefit Coverage in Korea 
 

Policy Priority on extending population coverage in Korea: 
too extensive benefit coverage and high premium can 
be a barrier to the extension of population coverage 

 

Some Protection Mechanisms 

- Discounted copayment: elderly, patients with chronic 
conditions (e.g., renal dialysis) 

- 5% OOP pay for catastrophic conditions: e.g., cancer 

- Exemptions of copayment: the poor (Medical Aid) 

- Ceiling on out-of-pocket payment for covered services: 

    3 different ceilings for 3 income groups (lower 50%, 
middle 50-80%, upper 80-100%) -> will be further 
segmented based on income 
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Why OOP is still high in Korea? 
 

Out-of-pocket payment is about 30-35% of total health 
expenditure, greater than the co-insurance rate (20%) 
for inpatient care 

 

Full payment for un-insured (un-covered) services is still 
high 

 

Providers have strong incentive to increase the provision of 
un-covered services 

- Perverse financial incentive by fee-for-service payment 

- No price regulation of un-covered services 

- Rapid adoption of new medical technology and 
medicines 



 Share of Public Expenditure (Tax+SHI) in  
Total Health Expenditure 
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3. Private Health Insurance (PHI)  
 

Current regulation: PHI coverage of maximum 90% of the 
OOP payment under NHI (to minimized moral hazard) 

 
More than half of population purchase PHI in Korea, and 

Taiwan (Kwon, Lee, and Ikegami, forthcoming, 2011) 
- Over-insurance in the private insurance market, in 

general (e.g., very popular life insurance, which often 
provide coverage for health) 

- People with higher socio-economic status tend to buy PHI 
 

Recent study in Korea (Jeon and Kwon, 2011) 
- Control selection bias by propensity score matching 
- People with PHI show higher utilization of outpatient care, 

in volume and expenditure  
- Little effect of PHI in the inpatient care 
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II. Governance and Provider Payment  
 

1. Accountability and Governance 
 

a. Social health insurer, National Health Insurance Service 
(NHIS), is an independent quasi-public organization, 
under strong supervision by the Ministry of Health and 
Welfare (MOHW)  

- From 2011, contribution collection of all social security 
programs (pension, unemployment insurance, work-
place injury) is done by NHIS 
 

b. Social health insurer is divided into two organizations 
based on their functions  

- NHIS (Nat H Insurance Service): premium collection, fund 
management, reimbursement to providers 

 - HIRA (H Ins Review and Assessment): claim review, 
assessment of appropriateness of health care 
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c. Health Insurance Policy Committee 
 
- Major decision making (by voting) on premium contribution, 

reimbursement pricing, benefit packages 
 

- 25 members, Vice Minister of HW as the chair:  
   8 from payers (labor unions, employer associations, civic 
groups),  
   8 from providers (medical assoc., hospital assoc., dental 
assoc., nursing assoc., etc) 
   8 from the public interests (MoHW, MoPF, NHIS, HIRA,  
4 experts)  
 
            

S. Kwon: Health Care Financing, Korea 
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2. Provider Payment Systems 
 

a. Regulated fee-for-service system is still inefficient 
because of its volume effect  

- Especially in a health care system where private providers 
are dominant, such as in Korea 

 

Fee for Service Payment and  

RBRV (Resource-Based Relative Value)  
 

Fee = conversion factor * Relative Value 
 

Negotiation between NHIS (Nat H Insurance Service) and 
provider organization over the conversion factor 

-> Setting of the conversion factor should take into account 
the expenditure or volume (or based on whether actual 
expenditure exceeds the target expenditure) 
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2. Provider Payment Systems (continued) 

 

b. Need payment system reform, such as DRG payment 
and global budgeting (macro-level spending cap) 

 

Pilot programs of DRG-based prospective payment system 
showed positive results 

- But, strong oppositions by providers has been a 
stumbling block to the extension of DRG payment for 
more than 10 years 

- DRG for 6 disease categories  for all physician clinics 
implemented on July 1, 2012  
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III. Pharmaceutical Policy 
 

1. Issues 
 

Pharmaceutical expenditure accounts for a large share of 
total health expenditure 

- (Health care and pharmaceutical) cost containment is a 
challenge in an era of rapid aging of population 

 

Appeal to the national interest by domestic manufacturers: 
from industrial policy perspective 

- Request transparent policy process by global 
manufacturers (e.g., FTA) 

 

Unclear business practice: e.g., rebates, difference 
between insurance reimbursement and actual price of 
transaction 
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Expenditure on Pharmaceuticals and 
other Medical Non-durables in Korea  

(OECD Health Data) 

% total expenditure on health /capita, US$ PPP 

1996 23 124.9 

1997 23.4 135.5 

1998 21.8 123.6 

1999 21.4 142.1 

2000 24.3 187.1 

2001 24.3 223.2 

2002 25.1 242.7 

2003 25.1 262.9 

2004 25.5 289.5 

2005 24.9 321.8 

2006 24.5 360.2 

2007 23.4 386.2 

2008 23.2 402.9 

2009 22.5 422.7 21 S. Kwon: Health Care Financing, 
Korea 
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2. Originator Medicines 
 

Positive listing and benefit package decisions based on 
economic evaluation: Pros and cons 

 

Benefit package (listing of medicines) decisions by HIRA 
with data submitted by pharmaceutical manufacturers 

-> then price negotiation between NHIS and pharm 
manufacturers with price-volume consideration 

 

(previously, external reference pricing and cost-plus 
pricing: Average of manufacturing prices (65% of list 
price) in 7 countries (USA, UK, Germany, France, Italy, 
Swiss, Japan) plus VAT and distributors’ margin) 
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3. Pricing of Generic Medicines  
 

With patent expiration, 20% reduction in the price of 
originator  

1st -5th generic medicine: 85% of the reduced price of 
originator drug (68% of the price of originator before 
patent expiration)  

6th- : 90% of the lowest price of the existing generic 
 

Changes in Generic Pricing (from 2013) 

- First year after patent expiration: 30% reduction in the 
price of originator, 85% of which (59.5%) is the 
generic price 

- From the second year after patent expiration:  

   53.5% originator price (10% reduction from the year 1) 
for all generic medicines, regardless of the order of 
entry 
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No 

M/P/

S 

 USD USD-PPP 

Laspeyre

s  

Paasch

e 
Walsh Fisher 

Laspeyre

s  

Paasch

e 
Walsh Fisher 

USA 62 0.539  0.418  0.446  0.475  0.381  0.295  0.315  0.335  

Norway 46 0.540  0.304  0.366  0.405  0.233  0.131  0.158  0.175  

Sweden 47 0.628  0.275  0.370  0.415  0.312  0.136  0.184  0.206  

UK 62 0.760  0.301  0.415  0.479  0.437  0.173  0.239  0.275  

Spain 65 0.768  0.435  0.628  0.578  0.486  0.275  0.397  0.366  

Germany 67 0.784  0.496  0.603  0.624  0.439  0.277  0.338  0.349  

Belgium 53 0.895  0.638  0.711  0.755  0.471  0.336  0.374  0.397  

  

International Price Comparisons of 
Generics: Price Index  (1)   (Kim, Kwon, et al., 2010) 
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No 

M/P/

S 

 USD USD-PPP 

Laspeyre

s  

Paasch

e 
Walsh Fisher 

Laspeyre

s  

Paasch

e 
Walsh Fisher 

Italy 57 0.901  0.628  0.742  0.752  0.515  0.359  0.424  0.430  

Netherlan

ds 59 0.919  0.490  0.576  0.671  0.500  0.267  0.313  0.365  

Australia 50 0.993  0.845  0.915  0.916  0.555  0.472  0.511  0.512  

Austria 59 1.130  0.726  0.902  0.905  0.607  0.390  0.485  0.487  

France 54 1.131  0.881  1.024  0.998  0.590  0.460  0.535  0.521  

Swiss 44 1.205  1.098  1.141  1.150  0.559  0.509  0.530  0.534  

Japan 33 1.477  1.086  1.109  1.267  0.924  0.679  0.693  0.792  

  

International Price Comparisons of 
Generics: Price Index  (2)    (Kim, Kwon, et al., 

2010) 
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4. Challenges  
 

a. Pharmaceutical expenditure keeps rising in spite of 
various policy interventions 

 

Why pharmaceutical expenditure is so high in Korea?: 

    Not only price but more driven by quantity and the mix 
of originator and generic medicines 

 -> need payment system reform for physicians/prescribers 

  

b. Independent Review Process (IRP) 

- Started in 2012, as a result of Korea-USA FTA 

- Manufactures (of medicines and device) can request the 
review of benefits decisions  

- Potential impact on benefit package and pricing? 
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Decomposition of Pharmaceutical 
Expenditure (Laspeyres Index) 

 

 

 

 

 

2008.10- 
2009.9 

2009.10- 
2010.9 

2010.10-2011.9 
(No Margin for  

Providers) 

2012.4-2013.3 
(Price Cut) 

Pharm 
Expenditure 1.110 1.191 1.237 1.082 

Quantity 
Change 1.056 1.102 1.131 1.171 

Price Change 
0.970 0.954 0.930 0.754 

Mixed effects 
(substitution) 

1.083 1.133 1.177 1.226 

Reference period: 2007.10-2008.9 
 

Source: Soonman Kwon, et al., Impact Evaluation of the “No Margin Policy” 
and Price Cut, HIRA, 2013. 
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IV. Long-term Care (LTC) Insurance 
 

1. Structure of LTC Insurance 
 

Covers LTC of 65+ and (only) age-related LTC of the 
others (<65) 

 

Contribution rate:  

  4.05% of health insurance contribution (2008) 

     -> 4.78% (2009) -> 6.55% (2010, 2011) 
 

Financing mix 

- Government: 20%; Contribution: 60-65%;  

- Copayment: 20% (institution), 15% (home-based) 

        -> exemption or discount for the poor 
 

 
 



 Old-Age Dependency (65+/(20-64))  
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2. Population Coverage  
 
 
 
 
 
 
 

July 2008 July 2009 May 2010 April 2011 June 2012 

No. Certified to 

be Eligible 

(% of the 

Elderly) 

146,643 

(2.9%) 

268,000 

(5.2%) 

308,000 

(5.7%) 

318,000 

(5.8%) 

327,766 

(5.7%) 

No. Used 

Services 

(% of Those 

Eligible) 

78,000 

(53%) 

184,000 

(69%) 

245,000 

(79%) 

280,000 

(88%) 

318,266 

(97%) 

Source:  NHIS, LTC insurance statistics 
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3. Type of Benefits 
  

Service benefit in principle, cash benefit in exceptional 
cases (e.g., when no service providers in the region) 

- Cash benefit can promote consumer choice and the 
role of family, but potential abuse? 

 

Payment to providers 

 - pay per hour: visiting care, visiting nursing 

 - pay per visit: visiting bath 

 - pay per day: institutional care, day/evening care  

 

Ceiling on benefit coverage for non-institutional care: 
depending on the (three) levels of functional status 

32 
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4. Assessment 
 
Visiting team from NHIS (National Health Insurance 

Service) branch offices,  
- Annual assessment, 56 evaluation items 
 
3 levels of functional status:  
Level 1 (very severe), Level 2 (severe), Level 3 (moderate) 
- Level 3 is eligible only for visiting/home-based care  
 
As of June 2012 
- Among those who are certified to be eligible:  
      12% level 1 (most severe), 22% level 2, 66% level 3 
 
(in April 2011: 14% level 1, 23% level 2, 63% level 3) 
 

33 
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5. Key Issues/Challenges of LTC Insurance 
  

- Assessment of functional status (3 levels): defines 
eligibility and benefit levels for LTC insurance, but not 
fully accounts for health and long-term care needs of 
older people   
 

- Cost containment: compared with health insurance? 
 

- Types of benefits: cash benefit vs. service benefit 
 

- Balance between institutional care and community-
based (CB) care: Current benefits for community-based 
care are mainly provided by visiting LTC providers 

  -> need to expand the outpatient care of LTC facilities   
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Labor Market for LTC Providers 
 

Excess supply of training programs and LTC workers 

-> Problems associated with quality of care and work 
conditions of care workers:  low pay, job stress,  

       non-regular workers (e.g., more than half of care 
workers in ambulatory LTC providers) 

 

Number of LTC workers certified:  

  70,355 (June 2008) -> 1,200,000 (May 2013),  

   Number employed, about 260,000 

-> Need to tighten the requirement for licensure and 
training institutions 

 

Shortage is not an issue yet, but how about in the future? 

- Typical 3D jobs 
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Coordination between H Ins and LTC Ins 
  

Health insurance covers long-term care hospitals (LTCH) 

 

Long-term care (LTC) insurance covers long-term care 
(residential) facilities (LTCF) 

 

Types of patients in the LTCH and LTCF are not clearly 
differentiated 

- Excess competition due to low entry barrier (e.g., low 
requirement for personnel and building, etc.) 

- Limited enforcement due consumer choice in the 
insurance system 

- Reduced fee (as provider incentive) for over 180 days 
of stay in LTCH: consumer incentives to stay longer 
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