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How you pay is what you get!  

Reforming hospital reimbursement in Ukraine 

Executive Summary  

Hospitals are the main component of Ukraine’s health system and should be at the centre of 
health reform. Payment systems – the methods used to pay hospitals – occupy a central 
position in the supply side of the health sector. The comparison of structural indicators with 
the EU shows that patients in Ukraine are more often admitted to hospital where they stay 
longer and in more crowded hospitals but receive less treatment.  

Payment reform in Ukraine will improve the allocation of scarce resources. Ukraine should 
follow the recent reimbursement reforms in OECD and European countries. In a first reform 
step the present line item budgets should by substituted with global budgets. Next, the 
reimbursement of acute care and long term care should be separated. Long term care should 
be compensated with hospital days. The reform would be completed by introduction of 
diagnosis related groups (DRG) as the main reimbursement mechanism for acute care 
hospitals.  
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1 Introduction: hospitals and payment systems 

Hospitals are the main component of Ukraine’s health system. So hospitals should be at the 
centre of any health reform. One crucial reform task is the adjustment of the existing health 
infrastructure to changing disease and demographic patterns of a shrinking and aging society 
and the improvement of efficiency of health service supply. This is of special importance under 
the given circumstance that Ukraine’s overall economic development and economic framework 
conditions do not allow huge increases of funding from different sources, be it from the state 
budget or private households1. 

Payment systems – the methods used to pay hospitals – occupy a central position in the 
supply side of the health sector. International empirical evidence strongly supports that how 
providers are paid matters in health care. Proper changes in the incentive structure lead to 
significant efficiency improvements of resource allocation and service provision. Payment-
related incentives can be implemented without changing ownership structures. Payment 
reforms are independent from the source of health care funding, be it taxes or health 
insurance, or both. Basically, the payment system reform improves resource allocation and 
efficiency and does not require additional financing. 

In the rest of the paper we first analyse the current situation in Ukraine and discuss 
subsequently different reimbursement systems. Then, in the section four, we provide an 
overview on reforms of hospital reimbursement in OECD and European countries. The paper 
closes with policy recommendations for Ukraine.  

2 Current system of health care provision and reimbursement in Ukraine 

The Ukrainian health care system of today remains largely based on the Semashko - model 
inherited from the Soviet era. The Semashko planning model aims at securing the same type 
and availability of health care throughout the country. Hospitals are the main units of health 
care provision.  

The World Health Organization (WHO) estimates for Ukraine the total health care expenditures 
at the level of 6.5% of GDP, which is similar to the levels of Slovakia (5.9% of GDP) and 
Poland (6.5% of GDP). Of course, Ukraine’s GDP per capita is comparably lower than in many 
other European countries. For the year 2004 the World Health Organization estimated that 
total health expenditure at PPP per capita for Ukraine was equal to USD 427, while for Bulgaria 
it was USD 671, Poland – USD 814, Czech Republic – USD 1412, Germany – USD 3171. 
Fortunately, due to higher economic growth rates of Ukraine’s economy in the recent years 
this gap is narrowing. But increased spending on health care above the economic growth rates 
would imply a redistribution of scarce resources. Hence a political decision about spending 
priorities should be taken, be it for health care or higher pensions, compensation of lost Soviet 
time Sberbank-savings, or assistance to the ailing coal industry, investments into depleted 
infrastructure or support to agriculture. However, as we argue below, the comparably little 
amounts Ukraine spends on health care it spends rather inefficiently.   

Around two thirds of Ukraine’s public health care spending is financed from general taxation, 
of which again two thirds are spent for hospitals (see table 1). 

                                               

1  We argued elsewhere that Ukraine should not implement a mandatory social health insurance. IER policy paper 
W7 “The Crisis of the German Social Health Insurance System – Lessons for Ukraine”. Furthermore, the present 
social insurance system needs to be reformed as the very high social insurance contributions are pushing 
economic activity into shadow, see IER policy paper V17 “Reforming the revenue side of the compulsory social 
insurance system: Assessing the potential for lower payroll taxes in Ukraine”. However, we propose to develop 
private voluntary insurance as a complementary element, see IER policy paper U11 “Promoting private health 
insurance in Ukraine“. 
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Table 1 

Consolidated fiscal expenditures for health care 

 2005 2006 2007, plan 

 UAH bn % UAH bn % UAH bn % 

Total health care expenditures (HCE) 15.46 100.00 19.72 100.00 26.24 100.00 

Ambulatories, polyclinics, emergency 2.15 13.90 2.75 13.94 3.60 13.70 

Polyclinics of general practice and 
ambulatories 1.13 7.29 1.52 7.70 1.99 7.59 

Specialized polyclinics 0.14 0.89 0.18 0.92 0.24 0.93 

Dental clinics 0.28 1.79 0.34 1.72 0.44 1.66 

Emergencies 0.36 2.32 0.45 2.27 0.56 2.15 

Rural medical stations 0.25 1.62 0.26 1.32 0.36 1.37 

Hospitals and sanatorium-and-spa 
institutions 10.87 70.30 13.91 70.52 17.90 68.20 

Hospitals of general practice 7.31 47.29 9.23 46.79 11.47 43.70 

Specialized hospitals and other specialized 
institutions 2.64 17.07 3.54 17.95 4.92 18.73 

Maternity hospitals 0.31 2.02 0.40 2.02 0.49 1.86 

Sanatorium-and-spa institution 0.61 3.92 0.74 3.77 1.02 3.91 

Hygiene and disease prevention and 
antiepidemic services and institutions 0.78 5.07 1.00 5.07 1.26 4.80 

R&D in health care 0.10 0.65 0.13 0.65 0.17 0.66 

Other activities in health care area 1.56 10.08 1.94 9.82 3.32 12.63 

Homes of babies 0.15 0.98 0.18 0.94 0.22 0.85 

Hemotransfusion station 0.10 0.63 0.13 0.66 0.18 0.67 

Other institutions and measures in health 
care 1.31 8.47 1.62 8.23 2.92 11.12 

Source: State Treasury Reports. 

In Ukraine private spending accounts for one third of total health care expenditures, of which 
about 80% are out of pockets payments, while private health insurance accounts for just 
2.5%. More than half of the out of pocket payments are spent on pharmaceutical drugs and 
about one quarter for hospital services (table 2). Hence, more than half of Ukraine’s total 
(public and private) health care expenditures are spent on hospitals. This share of hospitals in 
total health care expenditures is rather high in international comparison.2 

                                               

2  In comparison the share of spending on hospitals to total health care spending reached in 2003 in the USA 
27.1%, in Canada, 28.1%, in Australia 33.4 %, Germany 35.8% (OECD, 2005: Health Data).  
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Table 2 

Structure of health care related out of pocket payments (2005) 

 
Structure of out-of-pocket 

spending* 
Mean spending, UAH per 

year, per household 

Total Health care expenditures 100.00 430.25 

Pharmaceuticals 51.27 242.71 

Other medical goods 0.99 25.74 

Medical equipment and others (e.g. glasses) 3.96 165.17 

Medical services 3.72 146.53 

Dental services 9.99 164.01 

Services of medical laboratories (e.g. different tests) and X-
ray services 

3.33 88.06 

Supplementary medical services 1.90 121.26 

Other services 0.60 153.38 

Services of hospitals 24.24 601.87 

*  Here, we provide data for the out-of-pocket spending maid by all Ukrainian households. 

**  Means are estimated for the groups of households that responded positive spending for a particular category of 
the health care spending. 

Source: Household budget survey for 2005, Derzhkomstat 

In 2003 there were 592 city hospitals, 104 pediatric hospitals, 486 rayon hospitals, 125 specialized 
hospitals, 734 district hospitals and 25 oblast hospitals in Ukraine. In 2006 patient health care was 
provided in 2905 hospitals, from which 269 were not subordinated to the Ministry of Health. The total 
number of hospital beds in 2006 was 444,838 as compared to 458,351 in 2003, including 407,383 
(419,679 in 2003) beds in health care facilities of the Ministry of Health.  

Almost all hospitals in Ukraine are publicly owned and financed from central and local fiscal 
expenditures. The Ministry of Finance allocates funding on the basis of the capacity planning 
provided by the Ministry of Health. Hospital beds are the main unit for planning capacities, 
which also determines the number of physicians and nurses and other required input factors. 
The number of hospital beds per administrative unit is linked to population figures. As the 
funding the heads of hospitals receive depends on the hospital capacities, they have little 
incentive to reduce the number of beds, which would result in higher efficiency. Output 
factors, actual local demand, or the morbidity of local population are not included in the 
allocation of resources. Hence, the system adapts rather idly to changes in population 
structure and health situation in the region and the number of hospitals and hospital beds 
remain rather high. In comparison to the EU average the total number of hospital beds in 
Ukraine is about 50% higher (see table 3) and the number of acute care beds is 70% higher. 
At the same time, the numbers of nurses and physicians per population is very close to the EU 
average, while the number of actual treatments (e.g. surgical procedures) provided in hospital 
is more than 20% below the EU average. Therefore, the comparison with EU indicates that 
patients in Ukraine are more often admitted to hospital, where they stay longer and in more 
crowded hospitals but receive less treatments. Ukraine seems to follow what is known as 
Roemer’s law: “a bed built is a bed filled”.3 

                                               

3  Empirical studies showed that hospital bed expansion in a region leads to more hospital use, despite the absence 
of major changes in morbidity of the population. See for example: M. Roemer (1961): Bed supply and hospital 
utilization. in: Hospitals, 35 (21), p. 36-42. 
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Table 3: 

Health sector data, Ukraine / EU 

 Ukraine EU 

Hospitals per 100000 inhabitants 5.62 3.04 

Primary health care units per 100000 inhabitants 14.9 n.a. 

Hospital beds per 100000 inhabitants 868.33 584.16 

Acute care hospital beds per 100000 inhabitants 707.76 413.46 

Physicians per 100000 inhabitants 301.6 317.76 

Physicians, medical group of specialties (PP), per 100000 inhabitants 110.27 107.03 

General practitioners (PP) per 100000 inhabitants 31.78 97.57 

Dentists (PP) per 100000 inhabitants 41.21 61 

Nurses (PP) per 100000 inhabitants 782.45 699.33 

In-patient care admissions per 100 21.61 18.05 

Acute care hospital admissions per 100 20.5 17.22 

Inpatient surgical procedures per year, per 100000 inhabitants 5334.69 6785.82 

Average length of stay, all hospitals (days) 13.5 9.25 

Average length of stay, acute care hospitals only 11.6 6.77 

Bed occupancy rate in %, acute care hospitals only 91.2 75.91 

Source: European health for all database (HFA-DB) of the WHO, data for last year available. 

The public health budgets are allocated to the hospitals’ input factors, main of which are 
hospital beds, for keeping patients in hospital. Wages and utilities account for two thirds of 
public health care expenditures, while the purchase of goods, materials and services account 
for around one fifth and capital expenditures for about one tenth (see Table 4). The 
replacement ratio in most health facilities is low. But because funding is disbursed to hospitals 
through line item budgets (e.g. the wage levels are set on the central level), the hospital 
management is not allowed to reallocate resources within its budget.  

In short, public hospital funding is directed towards supporting the existing infrastructure and 
keeping hospital staff, but it is not related to the output of a hospital, i.e. the treatments 
provided to restore patient’s health. Hence, the present system of hospital finance does not 
provide incentives for the proper treatment of patients. Even worse, patients are more likely to 
be considered as a cost factor, as treating them more efficiently reduces resources available to the 
hospital.  

Hence, all too often patients admitted to hospital receive not much more than just a hospital 
bed. And because the constitutional provision of citizen’s legal right to free of charge health 
care does not impose any parallel obligations, neither on the state nor on the hospital, patients need to 
close the gap between their demand and actual supply of health care services by paying extra. Patients 
need to pay unofficially physicians to get access to quality health care. For medical treatments, 
pharmaceuticals and hospital services like food and bedding patients are charged separately (see 
Table 2). 
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Table 4 

Structure of the consolidated fiscal health care expenditures (CHE) according to economic 

budget classification in 2000-2006 

 Wages (incl. payroll) Utilities payments 
Purchase of goods, 
materials, services 

Capital expenditures Other 

 UAH bn % CHE UAH bn % CHE UAH bn % CHE UAH bn % CHE UAH bn % CHE 

2000 2.48 50.76 0.56 11.40 1.32 26.96 0.33 6.81 0.20 4.06 

2001 3.26 50.45 0.59 9.16 1.76 27.25 0.49 7.59 0.36 5.55 

2002 4.10 54.45 0.65 8.67 2.07 27.52 0.56 7.46 0.14 1.89 

2003 5.10 52.57 0.79 8.20 2.67 27.47 0.91 9.42 0.23 2.34 

2004 6.42 52.81 0.83 6.83 3.04 24.97 1.62 13.30 0.25 2.09 

2005 9.33 60.28 0.92 5.97 3.51 22.65 1.32 8.51 0.40 2.59 

2006 11.65 59.04 1.20 6.07 4.36 22.10 2.00 10.14 0.52 2.65 

Source: the Ministry of Finance Budget Reports. 

Under such circumstances, patients who cannot afford to pay often receive substandard 
treatments. Ukraine health system is heavily inequitable. But also paying patients cannot be 
sure about the quality of the informally bought treatments, as most will be unable to judge the 
appropriateness of a treatment let alone the quality of it.  

Ukraine’s poor health indicators partially reflect the problematic situation related to the 
incentive structure at the hospital level (Table 5). So reforming the financial incentives faced 
by health care providers and hospitals in particular should be on top of the reform agenda. 

Table 5 

Ukraine and EU: Comparison of selected health indicators 

 Ukraine EU 

Life expectancy at birth, in years 67.3 78.44 

Life expectancy at birth, in years, male 61.52 75.27 

Life expectancy at birth, in years, female 73.37 81.53 

Infant deaths per 1000 live births 10 5.17 

Mortality rates*   

SDR, diseases of circulatory system, all ages per 100000 827.18 275.48 

SDR, ischaemic heart disease, all ages per 100000 543.79 104.6 

SDR, cerebrovascular diseases, all ages per 100000 177.37 68.26 

SDR, cancer of the cervix, all ages, per 100000 7.41 3.6 

SDR, tuberculosis, all ages per 100000 24.34 1.26 

Morbidity rates   

Tuberculosis incidence per 100000 81.24 17.59 

AIDS incidence per 100000 5.37 1.61 

HIV incidence per 100000 24.02 5.64 

Cancer incidence per 100000 335.64 466.21 

Note: * SDR is the age-standardized death rate calculated using the direct method, i.e. represents what the crude 
rate would have been if the population had the same age distribution as the standard European population 

Source: European health for all database (HFA-DB) of the WHO, data for last year available 
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3 Options for reforming hospital reimbursement 

Hospital outputs are treatments and services provided in order to restore the health of sick 
patients. Reimbursement systems should be related to the treatment of patients based on 
quantitative indicators, such as: 

Number of patients treated 

• Number of bed days 

• Number and type of performed surgeries and treatments 

• Costs incurred 

The quantitative indicators provide a basis for determining units for hospital reimbursement, 
i.e. what is paid for. Because of the large number of possible combinations of reimbursement 
units we will focus only on the most commonly used.  

The smallest reimbursement unit is the payment for each single treatment or each individual 
service delivered (single treatment fees). Alternatively, indicators could be aggregated into 
groups, for example into hospital days or diagnosis related groups (DRG), for which hospitals 
then would receive averaged compensation payments. Pooling all treatments and services 
performed at a hospital during a period - let’s say a year - would lead to a global budget. 

Single treatment fees: The reimbursement of each single treatment and service at full costs 
or at a predefined price will turn the patient immediately into a source of revenue for health 
providers. It encourages physicians to see more patients, and to perform more complex 
procedures, depending on the relative reward structure of the fee schedule. Hence the 
admission rates and volume of treatments will increase. However, this work effort may not 
always be appropriate. The quality of health care provision will mostly depend according to the 
actual local demand for health care. Strong demand will reduce the quality of service, while 
low demand may lead to better quality. The challenges with such a reimbursement system are 
to cap the resultant expenditure increase and ensure that only efficient care is delivered to 
patients. Physicians and hospitals tend to respond to relative fee levels and where discretion 
exists may emphasize those activities that generate the best income return. Hence the costs 
per case (or patient) will increase. The bureaucratic workload for hospitals will be moderate. 
Overall, single treatment fees will lead to significant increases in volume of services and 
expenditures.  

Hospital days are average costs calculated by dividing all costs of a hospital or all hospitals in 
a given data set by the number of patients and the length of their stay in hospital. Hospital 
days show similar effects like a single treatment fees with respect to volume (admissions, 
length of stay and treatments) and expenditure growth. However, there is no clear empirical 
evidence about an impact on quality. When using data sets, which include a large number of 
hospitals, hospital days could stimulate a more efficient health care provision at hospitals with 
above average costs. Furthermore, hospital days are an efficient reimbursement system for 
less-complex treatments with little variation in costs. The demand of bureaucracy is less than 
under single treatment fees. 

In a Diagnosis Related Groups (DRG) system, hospitals are reimbursed according to the 
diagnosis of the patient. The system provides categories for grouping patients with similar 
characteristics. The classification or coding of patients treatments into DRG is done according 
to a strict and hierarchical algorithm. The first coding-level comprises so-called Main 
Diagnostic Categories (MDC) based on organs, organ systems, and causes of disease. The 
second level distinguishes between different types of treatment (operative, interventional, 
non-operative). At the third level relevant additional diagnosis, complications and other 
patient information (age, gender etc.) are coded. Each group of patients is expected to receive 
similar treatments and thus require similar resources. For each group the resource use is 
estimated and translated into a fixed amount of reimbursement for the hospital. Neither the 
actual length of stay nor the actual treatment will influence the amount reimbursed. The 
calculation of a reimbursement rate for a DRG is done by central independent institution on 
the basis of historical data provided by a group of selected reference hospitals. Data includes 
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costs, performance and diagnosis. After calculation DRG’s are published ex-ante as the 
reimbursements rates of the next period for all participating hospitals.  

DRG reimbursement rates need to be carefully balanced and regular adjusted. If the 
reimbursement rate is set too high, the supply of treatments under a given DRG will be 
inflationary and vice versa, if the price is set too low, hospital would reduce the treatment. 
Furthermore, hospitals could be tempted to “cream skimming” of patients, admitting only 
patients without co-morbidities or other cost intensive characteristics, while refusing more 
complicated and more cost intensive patients. Furthermore, cutting costs by early discharge of 
patients would lead to unnecessary readmissions of patients. Hence, a DRG system needs 
complementary a mechanism in order to secure quality (see box). 

If DRG’s are calculated properly and quality enhancing mechanisms are in place, then the 
reimbursement system DRG leads to a moderate expansion of volume, with decreasing costs 
per case and little impact on overall expenditure growth. However, DRG’s require significant 
investments into bureaucracy (coding) and data collection and processing.  

Under Global budgets hospitals receive fixed annual budgets for the agreed scope of work. 
Both funding and scope of work are agreed in advance with the financing party. However, 
Global budgets do not prescribe hospitals how to achieve the results within the limits of 
accepted treatments. This freedom of managerial and organizational decision allows hospitals 
to redirect resources within its production structure where it considers them most efficiently 
used. However, this requires the introduction of modern cost accounting at the hospital level. 
Global budgets need to be connected to constant quality monitoring through outside 
institutions and agreements on constant quality improvements. The reimbursement does not 
depend on the number of beds and/ or existing capacities and infrastructure in the hospital, 
but on the output. Strong local demand will reduce the quality of service and patients can 
even be refused because of “overload”. Finally, Global budgets allow policy makers to control 
expenditures and demand little bureaucracy, but require also more managerial talent from 
hospitals. 

Box: 

Quality of health care 

Measuring the quality of health care is rather difficult, as the health status of patients upon discharge 
depends also on factors beyond the influence and responsibility of the hospital, like individual 
predispositions, co-morbidities, the lifestyle of patients, and so on. Further, because hospitals exert 
unobservable efforts for both, quality and cost reduction, significant information asymmetries exist. 
Economic theory distinguishes three reasons influencing under asymmetric information the quality of 
hospital treatment: 

Intrinsic motivation: Physicians and others deciding to work in health care are usually highly 
intrinsically motivated (Hippocratic oath). But intrinsic motivation could be crowded out be extrinsic 
incentives (improper regulation and payment). 

Reputation effects: It is assumed that the demand function of patients is quality dependent. At the 
same time, hospital revenues depend on the actual demand by patients who are able to distinguish 
different quality levels of service between providers and posses an option to choose.   

Malpractice liability ensures that individuals (physicians, nurses etc.) and hospitals are fully 
responsible for the expected harm caused by quality reductions. This depends on legal environment and 
malpractice regulation. 

Source: E. Feess and S. Ossig (2007): Reimbursement schemes for hospitals, malpractice liability, and 
intrinsic motivation, in: International Review of Law and Economics, Volume 27, Issue 4, December 
2007, Pages 423-441, U. Gneezy and A.Rustichini (2000): Pay enough or don’t pay at all. in: The 
Quarterly Journal of Economics, p.791-810., B.Frey (1993):Shirking or work morale? The impact of 
regulation: European Economic Review, 37, p.1523-1532. 

An ideal reimbursement system would offer incentives for producing effective, efficient and 
equitable treatments, without perverse incentives and minimal transaction costs. But in 
practice such a system does not exist and all mechanisms fail on one or more counts and 
policy makers need to choose while taking into account the trade-offs as regards volume, 
quality and expenditures of health care as well as bureaucracy. Table 6 summarizes the 
effects.  



 9 

Under the assumption that all other parameters are equal and only the reimbursement rules 
are changed, the strongest expansion of supply is connected to the reimbursement via single 
treatment fees but at rather high costs. If cost containment is a concern, then policy makers 
are on the safe side with global budgets, but with negative effects on quality. DRG’s provide 
the strongest stimuli for quality improvement, with moderate increases of volume, but require 
most investment into bureaucracy. 

Table 6 

Impact of reimbursement units on volume, quality, costs, and expenditures 

Reimbursement unit Volume Quality of treatment Costs p. case Expen-ditures Bureau-cracy 

Single treatment fee ++ -/-- ++ ++ +/++ 

Hospital day ++ o ++ ++ + 

Diagnostic related groups (DRG) + + -- +/- ++ 

Global budget - - + o +/- 

++  Strong incentive for expansion  +  Moderate incentive for expansion 

-  Moderate incentive for reduction  -- Strong incentive for reduction 

o  No clear incentives 

Source: G. Neubauer (1998): Criteria for assessment and selection of hospital reimbursement systems, 
in “das Krankenhaus” 10, p. 579 f. (in German). 

4 Hospital reimbursement reforms in Europe 

After taking the trade-offs of the different reimbursement systems into account and under the 
restriction that proper quality enhancing and accounting mechanisms are in place then DRG’s 
are the best solution for increasing supply and quality of health care at lower average costs. 
Hence, since their invention in the 1970’s at the Yale University, DRGs became the main 
reimbursement mechanism for acute care hospitals in OECD and European countries replacing 
global budgets, single treatments fees and hospital days as the main mechanisms of 
reimbursement (Table 7).  

The United States introduced DRGs in 1983 as basis for the Prospective Payment System in 
Medicare (and is often termed the HCFA-DRG system, after the Health Care Financing 
Administration who was responsible for its implementation). Since then almost all OECD and 
European countries followed suit and implemented DRG systems in hospital care (for more 
details see Table 8 in appendix). DRGs are used for hospital financing based on activity, but 
the system has also been used for benchmarking of national hospitals (e.g. in Finland since 
1994). Currently, DRG systems capture mainly inpatient care activities although some 
countries have developed DRGs also for outpatient care (e.g. day surgery). 

As Table 7 shows, the extent of DRG as source of hospital reimbursement varies across 
countries. However, this is mostly reflecting the situation in the year 2005. Germany for 
example has recently significantly increased the usage of DRG and by 2009 hospitals will have 
to implement it fully. Countries like Hungary and Italy, which introduced DRG earlier than 
others reimburse hospital now by 100% under DRG. International experience shows, that 
switching to DRG requires rather long periods of time. Hospital managers need time to learn 
and optimize the in-house procedures and to restructure health care provision. Regulators 
need some time to collect and analyze data, to calculated DRG and their prices and to adjust 
them afterwards on a continuous basis. 



 10 

Table 7 

DRG systems (selected countries) 

 
Grouping 
system 

Year of 
introduction 

Number of 
Groups 

% DRG financed 
hospital budget 

% Hospitals using 
DRG 

Australia AR-DRG 1997 657 65 100 

Austria LDF 1997 883 50 100 

Denmark KkDRG 2000 599 50 100 

Finland NordDRG 2000 914 43-75 36 

France PMSI 2004 768 50 100 

Germany G-DRG 2003 914 20 100 

Hungary HBC 1993 786 100 100 

Iceland NordDRG ... 744 0 10 

Italy DRG 1995 506 100 100 

Netherlands DBC 2005 641 0 .. 

Norway NordDRG 1999 532 40 100 

Spain DRG 1997 .. 35 .. 

Sweden NordDRG 1997 696 55 80-90 

United Kingdom HRG 2003 600 35-70 100 

United States HCFA-DRG 1983 543 .. 100 

Note: DkDRG=Danish DRG; AR-DRG=Australian Refined DRG; HRG=Health Resource Groups; DBC=Diagnose 
Behandelings Combinaties; PMSI=Programme de médicalisation des systems d.information; LDF=Leistungsbezogene 
Diagnose-Fallgruppen; NordDRG=Nordic DRG;  

HBC=Homogén Betegségcsoportok. 

Source: E. Erlandson (2007): Improving the efficiency of health care spending: selected evidence on 
hospital performance. OECD economics department working paper No. 555, p.9. 

The total number of DRGs varies significantly between countries in a range between 500 to 
1000 groups. The actual number varies over time and it should be adjusted to the morbidity of 
the population and the disease profile of a country. Countries differ also significantly with 
respect to the size of the data sample, i.e. hospitals and their data used for determining DRGs. 
(see Table 9).  

While the NHS (National Health Service) in England includes all its hospitals into the data 
sample for calculating DRG, most other countries rely on much smaller samples. France, a 
country of similar size and centralist tradition like Ukraine, uses data of just 3.3% of all 
hospitals to determine DRGs for reimbursing all its hospitals. The representative data sample 
needs to be carefully selected and could be adjusted over time. 

Table 9 

Size of data sample and number of Hospitals reimbursed with DRG 

  
Number of Hospitals included in DRG 

data sample 
Number of hospitals using 

DRG 
Hospitals in data sample as % of all 

hospitals using DRG 

Denmark 44 n.a n.a 

England 300 300 100 

France 52 1564 3,3 

Germany 214 1779 12 

Hungary 30 160 18,8 

Italy 8 761 1,1 

Netherlands 23 104 22,1 

Spain 18 n.a n.a 

Source: J. Schreyögg (2005): Methods to determine reimbursement rates for diagnostic related groups 
(DRG). TU Berlin.  
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used also in less developed countries. For example China started experiments with DRGs are 
nowadays applied (with very few exceptions) in most advanced countries, but are increasingly 
DRG in some provinces in 20014. The success of a DRG system depends on the capacities to 
introduce proper accounting standards at the hospital level, collect and process data and the 
enforcement mechanism against misuse and poor quality.  

5 Policy recommendations for Ukraine 

At present, hospitals in Ukraine are reimbursed for their sheer existence with ex-ante line item 
budgets. This mechanism keeps resource control and administration in the hands of state 
bureaucracy, but largely ignores the demand of patients and does not utilize the knowledge 
and expertise of hospital staff. In order to improve efficiency and equity of access, Ukraine 
should reform hospital reimbursement taking output indicators into account. Modern hospital 
reimbursement in OECD and European countries is based on Diagnosis related groups (DRGs). 
In our view as regards hospital reimbursement the introduction of DRG in Ukraine should 
be the ultimate reforms goal. However, Ukraine’s present economic and institutional 
framework and the peculiarity of the health sector do not allow for a quick introduction of 
DRGs. Several measures need to be taken to create the preconditions for a successful 
switch to a DRG system. Hence, we recommend a stepwise approach. Output oriented 
reimbursement requires that hospitals are able to take managerial decisions of their own. 
Hence, the current practise of running hospitals as quasi-subordinated offices of the Ministry of 
Health should be abolished. Instead, a Public medical fund should be created, separating 
the health care management from the Ministry of Health. The Public medical fund should deal 
with reimbursement issues and the collection of data, while the Ministry of Health should focus 
on the development of standards and framework conditions for the health sector.   

Then the current practise of line-item budgets should be abolished as soon as possible. 
Instead, hospitals should be reimbursed through global budgets. Global budgets will 
stimulate an independent hospital management and improve efficiency. This reform step 
should be taken during the approval procedure of the state budget for 2009. Announcing this 
step now (in the first half of 2008) would leave enough time for the management of hospitals 
to prepare for the new reimbursement mechanism and develop according strategies. This 
would leave enough time to negotiate and conclude agreements between hospitals and the 
public medical fund about the scale and quality of health services to be delivered. The Fund 
should not intervene into the internal organisation of hospitals and allow for reductions of 
hospital beds. But the Fund should stimulate investments at hospital level in modern 
management and accounting standards. This could be promoted with incentives like additional 
purpose linked co-payments for investments into hardware, software and management 
experts.  

The government should publicly state its intention to keep state and local budgets 
allocated for health stable at least at present levels, because improvements at the hospital 
level should not be rewarded with declining funds. At the same time it should be clearly 
stated, that cost overruns exceeding the global budget would not be compensated. The 
government should convincingly tie its hands with regard to both aspects.  

In a next reform step the reimbursement of acute care and long-term care should be 
separated. The costs of long-term care should be reimbursed on the basis of hospital 
days. This could be implemented within 2-3 years after the introduction of global budgets.  

At the same time, the introduction of DRGs for acute hospital care should be prepared. At 
this point the management of hospitals would have obtained some experience with 
independency and modern cost accounting. Several years of collected data and information 
should allow the development of Ukrainian-DRGs and their adjustment to local specifics 
and the calculation of average costs per DRG. Here Ukraine could rely on international 
expertise, which is provided by the WHO, and European organisations or others. The 
developed DRGs should then be tested in a dry run at selected hospitals, by simulating 
the reimbursement by DRGs, while hospitals operate still with global budgets. The test will 

                                               

4  See K. Eggleston et.al.(2006): Health care delivery in China. World Bank Policy Research Working paper 3978. 
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lead to new adjustments of DRG. Treatments not included in DRGs should be reimbursed with 
single treatment fees based on actual costs.  

During a 2-3 years transition period hospitals could opt for voluntary participation in DRGs 
reimbursement. The reimbursement reform will be concluded by including all acute care 
hospitals into the DRGs system.  
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Appendix 

Table 8 
Availability of information for DRG grouping in national hospital datasets 

Diagnoses Procedures Demographics 
Case mix 

used 

Country1 

Information on 
diagnosis, if yes 

how many 
secondary 

diagnosis can be 
recorded 

Classification 
System3 

Information on 
procedure, if yes 
how many can be 

recorded 

Classification 
system4 

Information on age, 
gender and 

destination of 
discharge 

DRG-system 

Possibility of using 
an international 
DRG at national 

level2 

Comments 

Austria  Yes, unlimited ICD-10 Yes, unlimited Own Yes Own Yes Publishing 
information by 
hospitals 
requires 
permission 
from hospital  

Belgium Yes, unlimited ICD-9 Yes, unlimited ICD-9-CM Yes APR-DRG  Yes Hospital level 
information will 
be anonymous  

Czech Republic  Yes, up to 4  ICD-10 Yes, only primary  Own Yes IR- DRG  Yes Publishing 
information by 
hospitals 
requires 
permission 
from hospital  

Denmark Yes, unlimited ICD-10 Yes, unlimited National adaptation 
of NCSP  

Yes Own 
adoption of 
NordDRG  

Yes  

Finland Yes, up to 11 ICD-10 Yes, up to 30 NCSP  Yes NordDRG  Yes  
France Yes, unlimited ICD-10 Yes, unlimited Own Yes Own Yes  
Hungary Yes, up to 15 ICD-10 Yes, up to 10 National adaptation 

of ICPM  
Yes Own Yes  

Iceland Yes, unlimited ICD-10 Yes, unlimited NCSP  Yes NordDRG 
(used in the 
two largest 
hospitals, 
not on a 
national 
scale)  

n.a.  

Ireland Yes, up to 19 ICD-10-AM Yes, up to 19 ACHI  Yes AR-DRG  Yes Publishing data 
by hospitals 
requires 
permission 
from hospital  

Italy Yes, up to 5 ICD-9-CM Yes, up to 5 ICD-9-CM Yes HCFA-DRG  Yes Some 
restrictions to 
publish 
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Diagnoses Procedures Demographics 
Case mix 

used 

Country1 

Information on 
diagnosis, if yes 

how many 
secondary 

diagnosis can be 
recorded 

Classification 
System3 

Information on 
procedure, if yes 
how many can be 

recorded 

Classification 
system4 

Information on age, 
gender and 

destination of 
discharge 

DRG-system 

Possibility of using 
an international 
DRG at national 

level2 

Comments 

information by 
hospitals  

Luxemburg  Yes, up to 3 ICD-10  Yes, unlimited  Own Yes -   
Netherlands  Yes, up to 9 ICD-9-CM Yes (not 

mandatory ), 
hospital can 
choose what 
information they 
give 

National adaptation 
of ICPM  

Yes Own  Publishing data 
by hospitals 
requires 
permission 
from the 
hospital  

Poland Yes, up to 5 ICD-10 Yes, up to 10 ICD-9-CM Yes -   
Portugal Yes, up to 6 ICD-9-CM Yes, up to 19 ICD-9-CM Yes HCFA- DRG    
Spain Yes, up to 12 ICD-9-CM Yes, up to 20 ICD-9-CM Yes AP-DRG   Hospital level 

information will 
be anonymous  

Sweden Yes, up to 8 ICD-10 Yes, up to 12 NCSP  Yes NordDRG    
UK (England) Yes, up to 6 ICD-10 No  - Yes -  Data are not 

available by 
hospitals  

UK (Scotland) Yes, up to 5 ICD-10 Yes, up to 3 Own Yes Own   
UK (Wales) Yes, up to 14 ICD-10 Yes, up to 12 Own Yes Own   

1 Excluded are countries that do not have information at individual hospital level, i.e. Greece, Germany, United Kingdom (Northern Ireland).  

2. Available information on diagnosis, procedures and demographics.  

3. ICD-9= International Classification of Diseases, 9th version; ICD-9= International Classification of Diseases, 9th version, clinical modification; ICD-10= International 
Classification of Diseases, 10th version; ICD-10-AM= International Classification of Diseases, 10th version, Australian Coding standards.  

4. ACHI=Australian Classification of Health Information; ICPM =International Classification of Procedures in Medicine, WHO 1978; NPSC= (Nordic) NOMESCO Classification of 
Surgical Procedures; APDRG= All patients redefined DRG (3M); APR- DRG= All patients redefined DRG (3M); AR-DRG = Australian redefined DRG; HCFA-DRG= Health care 
Financing Administration DRG; IR-DRG=International refined DRG (3M); NordDRG= Nordic DRG.  

Source: Häkkinen, U., Joumard, I., (2007) Cross-Country Analysis Of Efficiency In OECD Health Care Sectors: Options for research, Economics department 
working papers, no. 554. ECO/WKP(2007)14. 


