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Figure 1. Equilibrium Price of Health Care Service
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Figure 6. Incentive For Price Reduction
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Figure 7. Isoprofit Curve For Hospital 1.
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Figure 8. Impact of Private Health Insurance
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Abstract

Economic Analysis on Provider Discounting Behavior

in Health Insurance Market

Bong-Min Yang™ Jin-Hyun Kim

Korea in the last few years has witnessed a gradual development of private health insurance
(PHI) in the health care sector. Though it takes only a small portion of total insurance and
is in the beginning stage, much attention has been paid to its development, This study at-
tempts to analyze (i) how PHI could be launched in Korea and (ii) the long~run impacts
of PHI on the tacit price fixing behavior by provider groups.

A modified Cournot duopoly model, differentiated product model of duopoly, is used for
the analysis. Private health insurance is possible because some of the health care providers
agree upon a fixed percentage of fee reduction for certain categories of services. It is int—
eresting to note that fee discount takes place only on the part of lower quality provider groups.
In the long—run, however, both lower and higher quality provider groups would join the price
reduction process, up until they reach the so—called Nash equilibrium point, Finally, an em-

pirical evidence is presented to support for the price cutting hypothesis.

*  Professor, School of Public Health, Seoul National University.
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