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What do we expect when paying 

providers?

Provider payment mechanisms are key to the performance 

of any health system,

and the demands placed on them are high: 

ÅAllocate resources fairly among different providers of care 

ÅMotivate actors within the system to be productive

ÅAccount for patientsô needs, the appropriateness of the 

services, and outcomes

ÅBe administratively easy and contribute to an overall 

efficient and financially sustainable health system. 
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European countries 

1990s/2000s

Ąñdumpingñ  (avoidance), ñcreamingñ 

(selection) and ñskimpingñ (undertreatment) 

Ą up/wrong-coding, gaming
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Country Study Activity ALoS

US, 1983 US Congress - Office of 

Technology Assessment, 1985

Ƹ Ƹ

Guterman et al., 1988 Ƹ Ƹ

Davis and Rhodes, 1988 Ƹ Ƹ

Kahn et al., 1990 Ƹ

Manton et al., 1993 Ƹ Ƹ

Muller, 1993 Ƹ Ƹ

Rosenberg and Browne, 2001 Ƹ Ƹ

Empirical evidence (I): hospital activity 

and length-of-stay under DRGs

USA 

1980s



Country Study Activity ALoS

Sweden, 

early 1990s

Anell, 2005 ƶ Ƹ

Kastbergand Siverbo, 2007 ƶ Ƹ

Italy, 1995 Louis et al., 1999 Ƹ Ƹ

Ettelt et al., 2006 ƶ

Spain, 1996 Ellis/ Vidal-Fernández, 2007 ƶ

Norway, 

1997

Biørn et al., 2003 ƶ

Kjerstad, 2003 ƶ

Hagen et al., 2006 ƶ

Magnussenet al., 2007 ƶ

Austria, 1997 Theurl and Winner, 2007 Ƹ

Denmark, 2002 Street et al., 2007 ƶ

Germany, 2003 Böcking et al., 2005 ƶ Ƹ

Schreyögg et al., 2005 Ƹ

Hensen et al., 2008 ƶ Ƹ

England, 

2003/4

Farrar et al., 2007 ƶ Ƹ

Audit Commission, 2008 ƶ Ƹ

Farrar et al., 2009 ƶ Ƹ

France, 2004/5 Or, 2009 ƶ

European 

countries 

1990s/

2000s



Empirical evidence (II): 

costs under DRGs

USA 

1980s

Country Study Costs

Unit Total

US, 1983 Gutermanet al., 1988 ƶ

slower rate

Sweden,

early 1990s

Anell, 2005 ƶ

Kastberg and Siverbo, 2007 ƶ

Spain, 1996 Ellis/ Vidal-Fernández, 2007 ƶ

slower rate

England, 

2003/4

Farrar et al., 2007 Ƹ

Farrar et al., 2009 Ƹ
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So then, why DRGs?

To get a common ñcurrencyò of hospital activity for 

Åtransparency Ą performance measurement 

Ą efficiency benchmarking,

Åbudget allocation (or division among purchasers),

Åplanning of capacities,

Åpayment



For what types of activities?

Scope of DRGs ïthe ñDRG houseò

DRGs for acute 
Inpatient care

Patients excluded from  
DRG system

Other activities

ά¦ƴōǳƴŘƭŜŘέ ŀŎǘƛǾƛǘƛŜǎ 
for DRG patients

e.g. teaching, research

e.g. psychiatric or 
foreign patients

e.g. high-cost services 
or innovations

Possibly mixed with 
global budget or FFS

Day cases
Outpatient 

clinics

Excluded costs, 
e.g. investments



DRG scope: Limited to inpatients 

(and some day-cases=) in Germany

Pre-hospital care 
(GPs, Specialists)

Hospital Treatment Post-hospital care 
(GPs, Specialists, 
Rehabilitation)

Referral by GP 
or specialist

Inpatient care

Day-surgery

Highly specialized care on in-and outpatient basis 
(e.g. Cystic fibrosis)

Discharge to GP,  
specialist or 

rehabilitation



Scope in the Netherlands: DBCs 

(diagnosis-treatment combinations)

Inpatient acute care incl. ICU

Ambulatory 

specialist 

care

Hospitalisation

Discharge

DBC A

DBC B

DBC C

DBC F

DBC E

Ambulatory specialist 

care

DBC D



The growing scope of DRGs in 

Europe

Country Inpatient Outpatients Psychiatry Rehabilitation

Austria X ? ? ?

England X X starting2012 ?

Estonia X starting20xx ? ?

Finland X X ? ?

France X X starting20xx starting20xx

Germany X - starting2013 -

The Netherlands X X ? ?

Ireland X X - ?

Poland X starting20xx starting20xx starting20xx

Portugal X ? starting20xx ?

Spain X starting20xx ? ?

Sweden X X ? ?



Group of patients 
with homogenous 

resource 
consumption 

= DRG

patient variables
medical and management  

decision variables

mix and intensity of procedures, 
technologies and  human 

resource use

The DRG logic
1st step = patient classification / grouping

gender, age,
main diagnosis, other 
diagnoses, severity



cost weight base rate=DRG 
reimbursement

X

patient variables
medical and management  

decision variables

gender, age,
main diagnosis, other 
diagnoses, severity

mix and intensity of procedures, 
technologies and  human 

resource use

2nd step = Price setting (I)



cost weight base rate=DRG 
reimbursement

X

patient variables
medical and management  

decision variables

gender, age,
main diagnosis, other 
diagnoses, severity

mix and intensity of procedures, 
technologies and  human 

resource use

e.g. size, teaching status; 
urbanity; wage level

structural variables on 
hospital/ regional/ 

national level

adjustment factors

+

determinants of hospital costs

2nd step = Price setting (II)



Patient 
classification 
system

Data collection

Price setting

Actual 
reimbursement 

ωDiagnoses
ωProcedures

ωSeverity

ωFrequency of revisions

ωDemographic data

ωClinical data

ωCost data

ωSample size, 
regularity

ωCost weights

ωBase rate(s)
ωPrices/ tarifs

ω!ǾŜǊŀƎŜ ǾǎΦ άōŜǎǘέ

ωVolume limits 

ωOutliers
ωHigh cost cases

ωNegotiations

Essential building blocks of 
DRG systems

Import 1

2

3
4



Choosing a PCS: 

copied, further developed

or self-developed?

Patient classification 
system

ωDiagnoses

ωProcedures

ωSeverity

ωFrequency of revisions

The great-grandfather

The grandfathers

The fathers


