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Among the important

reforms to the

Medicare model in

Stockholm, no single

step has been of

greater importance

than the restoration of 

prices for health care 

procedures in hospitals.

The acronym for the

price tag per

treatment is known as 

“Diagnostic Related

Group”. The DRG

price mechanism,

introduced in 1990,

underpins the remarkable increases in

productivity and efficiency in the delivery of

publicly funded Swedish health care.  By

attaching an official price tag to every hospital 

treatment, government budget makers enabled

providers both to improve their performance

and to shift the system’s focus to the needs of 

health-care consumers.

In a single-payer model without prices,

providers and consumers both act out a classic 

“tragedy of the commons.”  Health-care

workers do everything possible to treat patients 

successfully, which is their mission, and people 

who need treatment tend to swamp the system 

with demand.  Funders constricted by budgets 

try to control runaway costs by putting a ceiling 

on the volume of care, an action which creates 

shortages and waiting lists.  When

compensation beyond the limit is reduced or

withdrawn, the production of services slows

down and even stops.

Putting prices back into the equation in Sweden 

changed incentives.  The system was told not 

only that hospital funding could be improved by 

the increased production of services, but also 

that private providers were available to perform 

treatments on an equal basis.  This stimulus to

productivity required that reimbursement levels 

be transparent, stable and reliable. The fairness 

implicit in the DRG pricing system and the

information it conveyed enabled purchasers to 

be split from providers within publicly funded

healthcare.

Provider Pluralism Triggers Service Market

Gradually the Swedish DRG system has been

adapted to reflect changing conditions, but this 

fundamental remains: providers can affect their 

income and adjust to the forecast.  Provider

pluralism triggered a service market, and

shifted the health-care culture, from one

conditioned by global costs and waiting lists to 

one that focused on income by means of

improved public access.  In technical terms, the 

DRG format moves the focus from “resource

consumption” to “hospital performance in terms 

of quantified patient benefits”.

Some sample DRG data is presented on the

following page in a simplified manner which

reports only the standard prices per treatment.

The DRG system includes a mechanism to

adjust compensation for unusually complicated

or easy cases, when longer or shorter periods of 

treatment than standard may be requested.

These exceptions are not generally controversial 

and the fine-tuning continues by means of

Health Care Treatment Prices In Swedish Hospitals 
DRGs are a key to performance-based health reform

By Johan Hjertqvist
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mutual dialogue. The DRG package as a whole 

is negotiated yearly between representatives of 

purchasers and providers.

A New Price Mechanism

In 1990, the Social Democratic majority on

Stockholm’s Greater Council introduced the

Diagnosis Related Group (DRG) system literally

overnight.  Inspired by U.S. use of the system, 

DRGs are tools for the distribution of funds that 

set price tags for many contracted services.

They measure the resources necessary for a

wide number of treatments and are made up of 

two parts, the predicted cost of a treatment and 

a weight given the estimated resource

consumption for the treatment by public

authorities.

This compensation system replaced the

allocation of resources by means of central or 

global budgets.  Hospitals were now paid

according to what they really delivered, not

according to what they supposed to produce.

More than 10,000 treatments were packed into 

close to 500 “products” defined by the DRG

price list, and prices were gradually reduced to 

reflect an appropriate level of compensation

under increased conditions of efficiency and

productivity. The entire list is contained in a

rather large but comprehensive appendix to this 

newsletter.

A Change of Mentality

This reform had at least two important

outcomes.  The mentality of hospital managers 

changed dramatically.  And so did productivity

figures. In the first year of the new

reimbursement system, the average

productivity in Stockholm hospitals grew

by 19 percent, and some hospitals improved

by as much as 30 percent. By providing a new 

way of planning and paying for additional care, 

the DRG system broke up traditional

bureaucratic behaviours.  When combined with 

a market environment, with a greater number

of dispersed providers, it encouraged all

providers to seek and adopt better, more

efficient practices.

The DRG prices listed below have been

converted into Canadian currency using an

exchange rate of 1 Swedish Kronor = $.17

Canadian dollars. The standard price per DRG

point is currently $3,352.40.  Here are some

typical DRG price designations for a range of

treatments, in Canadian dollars (definitions on

next page):

SAMPLE PRICING OF SWEDISH HEALTHCARE TREATMENTS

DIAGNOSIS

DESCRIPTION

TREATMENT

WEIGHTING

PRICE WITHIN 

THE REGION 
(column 2 times 

1 DRG point)

PRICE

OUTSIDE THE 
REGION

HOSPITAL

STAY LIMIT IN 
DAYS

VARIANCE

LIMIT FOR 
EXTREME

CASES

Spinal disorders & 

injuries

0.8409 $2,819.11 $3,139.22 25 $14,460.54

Retinal procedures 1.1435 $3,833.50 $4,268.87 12 $11,447.63

Ear, nose & throat 

malignancy

1.1062 $3,708.38 $4,129.64 24 $18,549.38

Pulmonary embolism 1.2739 $4,270.57 $4,755.75 25 $14,302.44

Coronary bypass with

Catheter

6.6767 $22,383.05 $25,265.40 35 $43,775.00

Hypertension 0.4723 $1,583.38 $1,763.24 13 $6,016.13

Hernia,

age 0-17

0.5501 $1,844.16 $2,053.60 7 $5,664.06

Fractures of femur 1.3764 $4,614.31 $5,138.42 35 $22,981.45

Skin ulcers 1.3934 $4,671.26 $5,201.83 35 $21,978.96

Kidney transplant 9.0839 $30,452.95 $33,911.94 35 $48,064.95

Female reproductive 

infections

0.4464 $1,496.51 $1,666.51 11 $5,628.02

Rehabilitation 1.1214 $3,759.38 $4,186.42 35 $21,517.75

Allergic reactions,

over 17

0.2119 $710.43 $791.01 7 $2,599.30

Skin grafts for injuries 1.7349 $5,816.04 $6,476.66 35 $26,058.79
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Swedish Kronor per DRG Point – varies across 
hospitals, lowest on chart is St. Goran’s Hospital

privatized in 1994. (Source KPMG 2002)

Defining the columns
Diagnosis Description is a stable, nationally negotiated definition but with openings for the introduction of new treatment 

techniques.

Treatment Weighting describes what resources each diagnosis requires.  Here the guide is not absolute truth, as 

everybody understands that the average treatment consists of some cases needing more resources compensated by 

others requiring fewer. The assumption that these variations in the long run cancel each other out generally proves to be 

quite correct.  But an efficient DRG system must be constantly fine-tuned and its outcomes assessed by independent 

system accountants; there will never be a constant, perfect system.

Price Within the Region (the weight times the DRG price per treatment) indicates the reimbursement to the providers 

within the health care region.  There are six regions, a form of administrative co-operation between county councils.

Price Outside the Region shows the compensation when you treat a patient from another part of the country. The higher 

reimbursement level is motivated not only by higher expected costs for preparation and examination, but is also an 

incentive for providers to accommodate out-of-region patients otherwise looked upon as unwelcome consumers of 

resources. The new national freedom of choice in Sweden -- treatment regardless of where you live – depends on this 

kind of “compensation premium”.

Hospital Stay Limit in Days is the maximum number of days the hospitals will be reimbursed by the DRG system for 
patient care.  Otherwise, there are few such detailed regulations, whose strongly decentralized health-care system relies 

on local, professional decision-making. Compared to international standards, the average hospital stay in Sweden is quite 

short.

Variance Limit for Extreme Cases shows that extra reimbursement can be expected for extremely complicated cases. 

There are regular assessments in every region which monitor the inevitable tendency to describe cases as more 

complicated and costly than before.  The risk of “DRG inflation” exists, but it is not regarded a major problem and is 
handled by annual negotiations between stakeholders.  Of course, some treatments require fewer resources than the 

standard, and such nuances are included in the annual evaluations.

What does the DRG system mean in

practice?

As always, laboratory models that look as clear 

as fresh water can become more obscure when 

adapted for daily use.  Ideally, a DRG system

would provide a cost control perspective, as

well as a means to benchmark the

competitiveness of every provider.  Instead, the 

Swedish strategy for applying DRGs puts

different price tags that reflect the true costs 

for every hospital. Why?

As illustrated by the adjacent chart cost levels 

between Stockholm’s acute and emergency

hospitals differ markedly.  As a consequence, 

they all have individual DRG price levels, with

the privately owned St. Göran’s hospital at the 

bottom and the publicly owned Huddinge

University Hospital at the top. The price is

designed to reflect not only degrees of

efficiency but also different structural costs for 

facilities that undertake different tasks like

teaching, research and development and

specialized medicine. 

At one point a couple of years ago, attempts 

were made to give all the hospitals equal

reimbursement per treatment but this goal –

stressing competition on equal terms – resulted 

in big deficits for a number of hospitals. In

response, purchasers in Swedish county

councils decided to accept paying some

hospitals a little more and some a little less

than the national standard.  The Swedish DRG 

system is built around common principles and

definitions but with local implementation

regarding prices and methods. In tune with the 

decentralized Swedish culture, it allows local

bargaining but makes national comparisons

difficult. The DRGs therefore offer little help in 

trying to rank the most or least efficient

hospitals.
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Some hospitals gain from the DRG-system. The 

simple explanation for this is that they do a

more thorough job registering the correct

diagnosis. The more accurate the statistics, the 

more likely will be full compensation, as it is

much more common to underestimate the

resources used for a specific treatment than to 

overestimate. Generally “cream-skimming” is

regarded as a minor problem in the Swedish

system, because private providers must follow 

the same DRG rules as public ones.

DRG-type strategies are not the last step in the 

development chain. But in the transition from

resource consumption (expressed by numb

global budgeting) to a performance-based

system, DRGs are necessary.  They

dramatically improve awareness among

providers, who alter their behaviour. 
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