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1.0 INTRODUCTION

Economists are concerned with the wants of humamgbe Among other things human beings

want love, recognition, comfort of life and matériaings. Economists are concerned with our
material wants which ultimately is to improve ouglibeing or make a living. Society’s material Page | 3
wants are virtually unlimited and insatiable. Huntasic needs include air, water, food, shelter

and clothing. However, we seek to have much mame these in terms of goods and services that

will make us live comfortably or have standardriyi

Human wants are several times more than the priv@ucapacity of our limited resources.
Therefore, it becomes difficult to satisfy our miakewants. The means of producing goods and
services are limited and scarce. Our desire fodg@md services cannot be completely satisfied.
Over time, wants of man change and multiply and thight be as a result of the development of
new products and extensive promotion of the pradacthange in circumstances.

In this unit you will be able define economics atddy basic concepts in Economics. You will
also learn about demand and supply and understamsmics with a global perspective. This unit

will prepare you to understand the subject ‘heattbnomics.’
2.0 OBJECTIVES
On completion of this unit, the learner should bk do:

» define and understand what is meant by economics,

» understand basic concepts in economics which withélpful in preparing the learner for
good understanding of health economics, and

= know about economy with a global perspective.
3.0 MAIN CONTENT
3.1  Definition of Economics

There are several definitions of Economics, some&vioith you can familiarize yourself with

include:

According to Lionel Robbins, economics is the sceenvhich studies human behaviour as a

relationship between ends and scarce means whiehdi@rnative uses.
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To Alfred Marshal, economics is the study of maunkim the ordinary business of life.

Richard Lipsey brings our thought to bear by defgneconomics as the study of the use of scarce
resources to satisfy unlimited wants.

Page | 4
Broadly speaking, economics is the study on how toeallocate our scarce resources, given that

this is part of our daily living.
3.2  Basic Concepts in Economics

Before explaining the economic concepts, it is ingna to note that there are three economic
agents/units. They are: 1. Individual 2. Firm an@8vernment. Therefore, these economic agents

are those that are confronted with one decisidh®@pother.

Having known this, there are basic economic corscépat will aid our understanding of this
course. The basic concepts include; goods andcssrviscarcity, opportunity cost, choice,

economic resources, utility, demand and supply.

A goodis a tangible object that is capable of satisfyinghan wants. Examples of goods are drugs,

food, water, cars, clothes, and so on.

A servicerendered is an intangible action that is capabsabsfying human want — such services
include healthcare services, waste disposal, healtkitization programmes etc. Services satisfy

our needs as much as goods.

Goods and services are either classified as ayugowd or service, necessary good or service and
giffen good. A necessary good obeys the law of deimitincreases when price reduces and vice-
versa. However, a luxury and giffen good or senaoe exceptional to the law of demand. An
increase in the price of a luxury good leads tinarease in the quantity demanded of it and vice-
versa. A giffen good is also known as an inferiood. A reduction in the price of a giffen good

leads to a decrease in the quantity demanded oftial.

Scarcity is a condition in which it is impossible to sagisll human wants for goods and services
and this forms the central concept in economicshénfield of economics, scarcity refers to the
limited amount of resources available for man t@nigs wants. No one can have everything that
he or she desires. Therefore, we have to selectsgand services we think can give us greatest

amount of satisfaction, given our limited resourclss can be well achieved if we arrange our
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wants in order of importance and allocate our scaesources to the most important on the list
(our needs). For example some people who are edoalyrdisadvantaged may have to choose
between going for healthcare and using the availambney to pay school fees or house rent.

Scarcity exists at individual, institutional, comnity and government levels.
Page | 5

Opportunity Cost is defined as the value of the second best chbatels given up when a first
choice is made. Every choice one makes is a tréfdekoch an economic agent makes, having
weighed the benefits and costs of undertaking inradJsually, one will want to make a choice
that will result in the smallest opportunity coatlahe greatest possible benefit. If this is theeca
then one has madeational choice. It is important to know that our choices are tedi because

resources are scarce.

If a person chose to use little money availablatoto buy prescribed drugs for his child as agains
the other choice of buying alcoholic drink, thabo® can be considered rational. From this
example one can imagine how well people chooseakemnational choice. Rational behaviour
means that different people will make differenticles because their preferences, circumstances,
and available information differ. Rational decisamay change as circumstances change. Try to
imagine how our culture makes people spend theirayon ceremonies rather than spending such

money to take care of themselves, so that theyieanvell.

Utility is the amount of satisfaction that a consumewrdsrirom the consumption of the goods or
services he/she purchases. It helps to determimerhach the consumer is willing to pay. Marginal
utility is the additional utility gained by consumg one more unit.

Economic resourcesare all natural, human, and material resourcestwjo into the production

of goods and services. It is broadly divided into:t
1. Physical resources include land (natural resourmesgw materials and capital.

2. Human resources, which include labour and entrepneal ability.

SELF ASSESSMENT EXERCISE 1

Attempt to define the following terms; Good, SeeyicScarcity and opportunity cost. Try to
understand these terms in your own words and teehew you apply this to the day-to-day things

in your environment.




NSC407 INTRODUCTION TO HEALTH ECONOMICS

3.3 Demand and Supply

Before now, demand and supply where mentioned@soeaic concepts. However, given that this
is a crucial concept, we shall discuss this undsparate heading.

Page | 6
3.3.1 Demand
Demand is the quantity of a product that a consyareany economic agent) vglling andable
to purchase at a particularice, within a given period dime. It is very important to know those
bold words. Willingness takes about choice, beibte days emphasis on the scarce means
(resource — money) or we can say ability is effeciemand — a demand backed up by the ability
to pay, the price determines the quantity and tsn@uch likely to affect all of the above. For
instance, the willingness, availability and pricasideration in consuming a product such as beer,
cloth, genotype and blood group test, etc are highéestive seasons (usually at the end of the
year). These affects demand. Under normal conditiere is a relationship between the price of a

product or service and the quantity that will bendeded.

The law of demand states that if everything elsgaias equal, more of a product will be purchased
at a lower price than at a higher price or lesa pfoduct will be purchased at a higher price than
a lower price. For example, an increasing in thet oo price of a contraceptive will result in less
demand if all else are equal and conversely a temum the price or cost will result in increase
in demand. In economics, ‘all things being equatams that there are other factors other than the
price of the product that affects the demand fat groduct. Examples of these factors are: the
price of other products, income of the consumstetand fashion and so on. Therefore, everything
else remaining equal means that those factors ss@reed not to hold (equal to zero, or held

constant).

You can try and understand demand in the contegbofls purchased for food in our markets.
What happens when many people suddenly get inéer@stouying a product particularly during
festivities? This is because time is an importarhgonent of demand and cannot be assumed

away in the definition of demand.
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Determinants of demand

o Tastes and preferences — Personal feelings towhedvialue or desirability of various
products. The desire for a particular type of fraimeeye glasses may be determined by the

individual’s taste which may be influenced by wisaih vogue. Page | 7

° Disposable income — The amount of income that pelogle left after they pay their taxes.
The quantity of products that people buy dependsherdisposable income. If you were given
some money as a gift you are likely to make denfandertain items which you ordinarily would
not have demanded for if you were not given thit gihere is a direct relationship between
disposable income and demand under normal circincestaHowever, sometimes demand for low
quality or inferior goods are inversely relateditoome. Demand for low quality or fake drugs and
even low-quality healthcare is usually higher amthase with low income.

o Price of related goods — When the price of a gdaohges, it often has effect on the demand
for a related product (substitute good) which camused in place of the other. If you find out that
you cannot afford to buy tin milk as a result ofcprincrease, you may then choose to buy

powdered milk. Increase in price of certain drugs/mesult in higher demand for its alternatives

° Number of consumers — Increase in the number gflpewho purchase a product or utilize
a service will bring about a change in demand pidemics, the large number of people affected
brings about an increase in the demand for somgsdyuvaccines required to manage or control
the epidemics.

o Expectation of the future — Demand for a product change based on their expectation

for the future.
3.3.2 Supply

Supply is defined as the quantity of a good oriserthat firms will offer for sale at each possible
price, within a given period of time. The Law ofpgly states that if all other factors affecting
supply other than price remains the same, moreprbduct will be offered for sale at a higher
price than at a lower price or conversely less pfauct will be offered for sale at a lower price

than at a higher price. If the price of a productéases, the quantity supplied will increase.

Determinants of supply
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The basiadeterminants of supplyare:

o Resource prices — the price used in the producidhe good or service. This determines
the price of the goods. If the price of productimtomes higher it may reduce the supply of
such goods. Page | 8

e  Technique of production — With improvement in tealogy some goods become cheaper to

produce and thus improve the supply of such goods.

e Taxes and subsidies — Increase in sales or samsceill increase cost of good or service
and where subsidies increase then the cost red@Gmsernment subsidy on drugs can

increase supply of drugs.

o Prices of other goods — In manufacturing firmsrease in price of a particular product may

make the firm shift to production of similar prodwd lesser price and through this increase

supply

° Price expectations — Expectation of the futuregpo€ a product can affect the producer’s

current willingness to supply that product

° Number of sellers in the market — Other things pe&qual the more the number of people or
firms involved in the supply of a product or seevibhe more the market supply. Increase in
the number of firms producing anti-retroviral dr{@&V) result in increase in the supply of
the drug in the market.

The Concept of Equilibrium

Equilibrium is a state of balance of two or moreiafales. In the analysis of demand and supply,
equilibrium can be said to be attained where thentty demand equals the quantity supplied.
This can be graphically illustrated below.
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Page | 9

Figure 1: Market Equilibrium

Figure 1 above illustrates the concept of equilibrias it relates to demand and supply. The vertical
axis is the price axis, while the horizontal agishe quantity axis. The demand curve is negatively
sloped (downward sloping) from left to right as whoon the line DD, to illustrate that more

guantity is bought at a lower price and vice-ve@athe other hand, the supply curve is positively
sloped (upward movement) form left to right as shawm the line SS. This shows that more are

supplied at higher prices than at lower prices.

Equilibrium is attained where demand is equal fgpdy the very point of intersection at point E.

At that point of equilibrium, we have the equiliam price at point P, and equilibrium quantity at

point Q.

There is something quite interesting from this gsial To the right of our graph (area A), the price
for supply exceeds that of demand. While at areth@®price for demand exceeds that of supply.

At any point other than E, the market is in diségrum.

SELF ASSESSMENT EXERCISE 2

Attempt a definition of demand and supply and emaeethose things that determine the demand

and supply of certain goods you use frequently.

3.4  Global Economy
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Economic Systems

Economic system is a set of rules or understandimagsgovern how scarce resources are used to
produce goods and services that satisfy human wahéy are not isolated from the political and

social organizations or systems. All nations hasaemic systems. All nations are faced with the Page | 1(
problem of scarcity because of limited resourcéss Bcarcity forces every economic system to

address three central economic questions which are:

(1) What goods and services will be produced from carce resources?
(2) How will goods and services be produced?

3) For whom will goods and services be produced?

With these questions in mind, the following are tyy@es of economic system which can easily be

identified with a sovereign nation.

Capitalism — An economic system in which the factors of producare owned and controlled by
the people. In capitalism people sell goods orisesvto make profit. People have private property
and also have freedom of choice to spend theimmgcdn capitalism firms exist to earn profit.
Such individuals are referred to as capitalistse Tdle of government in this economic system
(market economy) is limited and there is competiamnongst individuals and firms. Private clinics

exist to make profits and are privately owned ividuals or groups.

Socialism— This is an economic system in which the govemtroeins and controls the factors of
production. Socialists believe that the controlpobductive resources by private individuals
increases the gap between the rich and the p@iyation whereby the rich are richer while the
poor are poorer. They believe that their economstesn is more stable than capitalism. In this
system, people are gainfully employed, and theunéty gap contracts. Socialists believe people
should receive a share of the goods and servie¢sith produced, regardless of the value of their

contribution to production. Socialism is not theneaas communism.

Communism —is an economic and political system where priyatgperty ownership which is
fundamentally profit based is being replaced wlid dwnership and communal control of at least

the major means of production and the natural regswof a society.
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Mixed economies— where capitalism and socialism as economic systare in place, this is

commonly the case in many countries.

SELF ASSESSMENT EXERCISE 3

Page | 11
List examples of countries which fall into the ecomc systems describe above. Which economic

system is in place in Nigeria and what are theaes$or your answer?

40 CONCLUSION

You have to understand that the study of economimsevant to everyday living and knowledge
of the basic concepts of economics will prepare ovards understanding health economics as
elaborated in the subsequent units. The economstersyof a nation is the underlying factor for

demand for services and it determines the way gandsservices are supplied.
5.0 SUMMARY

In this unit you have been exposed to the meanimganomics, the basic concepts in economics
which you need to understand before you can uratedstne dynamics of healthcare from the
economic point of view. This unit has shown you twvdamand and supply is and the global

economic systems.

6.0 TUTOR MARKED ASSIGNMENTS

1. Define the following terms and give appropriatastration
a. Economics

b. Scarcity

C. Capitalism

d. Equilibrium

2. Describe the determinants of demand for goods andces with relevant examples.
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1.0 INTRODUCTION

This unit defines health economics and examinewicebasic concepts that will help you to
understand health economics. Before now, relatilitlg attention has been placed on health
economics in developing countries. As a resulhefdearth of knowledge within the field, health Page | 14
economics is now taking the center stage in hea#thagement. Your sound knowledge of health
economics will assist you as an individual healtbgarovider to understand the dynamics of
healthcare in terms of institutional policies, waysmplementation and how best results can be

achieved within the limits of available resources.

Inefficiency in using resources available for hieedire has affected coverage and quality of
healthcare delivery in developing countries. Yoad® understand that for any nation to develop,

its citizens must be productive and they can béyxtive only when they are healthy.
2.0 OBJECTIVES

On completion of this unit, the student should bie &o:

1. define and understand what is meant by health enmscand its importance,

2. understand basic concepts in health economics wiiitlve helpful in preparing the learner

for good understanding of other units in this medul
3. assist the student to see how economy affectshhasadt vice-versa, and
4. understand the demand and supply concepts in bagdth
3.0 MAIN CONTENT
3.1  Definition of Health Economics

Health economics is defined as the applicationhaf theories, concepts, and techniques of
economics to the health sector. It is concernet isgues like allocation of resources within the

various healthcare strategies, quantity and qualitgsources used in healthcare delivery, funding
of healthcare services, efficiency in the use sbueces allocated for healthcare and the effects of

preventive, curative, and rehabilitative healthvees on individuals and the society.
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3.2 Importance of Health Economics

You will remember that we defined economics as gshely of the use of scarce resources.
Resources in the health sector like other sectera@ enough to satisfy man’s health wants. The
main function of health economics is to apply esniwatheory to practical problems of rationing Page | 1~

the use of resources for effective healthcare sesviln response to peoples needs and demands.

There is increasing attention on health economicdbally as a result of renewed cost-
consciousness within the health system and thefstiih exclusively humanistic approach to one
incorporating an increasing use of managerial teglas and quantitative research methods.

Countries all over the world are faced with inceshburden of healthcare. Pubic fund available to
the health sector are often short of what is reglliivou’re your experience and observation you
probably would have made, resources required faltlineervices and needs constitute a significant
proportion of family, community and government exgiure.

This situation is a common feature in developingntaes. Costs of medical care is increasing due
to heavy disease burden couple with technologitahges and increasing cost of required inputs

for healthcare.

In view of the problem of scarcity, health econosnias become an important area of health ,
which requires some level of understanding. Coestrieed healthy citizens to develop. As a

person you will remember how unproductive you wehen you were ill.
3.3 Concepts in Health Economics
3.3.1 Health as an Economic Good

Health can be seen as an economic good or seMheenature of health is such that it can be seen
as a collective goodCollective goodgor social goods) are defined as the public galbadiscould

be delivered as private goods, but are usuallyweedd by the government for various reasons,
including social policy, and financed from publinfls like taxes.

3.3.2 Medical Economics

Often used synonymously with Health economics. @deconomics is the branch of economics
concerned with the application of economic theorplienomena or problem associated typically
with cost-benefit analysis of pharmaceutical pradwnd cost-effectiveness of various medical
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treatments. Medical economics often use mathentatiodels to synthesize data from biostatistics
and epidemiology for support of medical decisiorkimg, both for individuals and for the wider

health policy. This module will not discuss theatkstof medical economics.

SELF ASSESSMENT EXERCISE 1 Page | 1¢

Define again or try to explain some basic concepeconomics in Unit 1, relate them to what you

have learntso far in health economics

3.4  The Economy and Health

Health plays a major role in the socio-economicatigyment of a people. Health can no longer be
seen as by-product of develop but rather a preitondor economic development. The health
sector is just one of the components of the sest@given economy; every sector of the economy
has a bearing with the health sector and cannoturdmer-estimated for socio-economic
development.

Economic development requires a healthy workfofeg.to imagine a workforce where about a
third of them are ill at the same time, you knowattim such a situation, productivity will be low.
Improvement in health status of a country represéoth gains in welfare and an investment

towards the country’s future growth.

Healthy people are more productive, perform batidearning and can work to earn a living.
Unhealthy people may not be able to work to eaconme and even if they work , they will be
much likely to be less productive. You know thatadion with large number of unhealthy people
will be required to spend much money on healthaatehave little for other activities. Poor health

therefore lowers the prospect for the developméatration.

Also, economic development is usually followed lnaeges in production which have positive
impact on the health of the population, althougtneenic development does have negative impact
on health too. Certain diseases like cardiovasatiggases and cancers are common in well
developed countries than in the less developedtdeanThis is mainly because of change in
lifestyle resulting from economic development. leaample consumption pattern changes with
economic development. Obesity is usually a sigaificpublic health problem of developed
countries whereas malnutrition is a problem of wrabveloped countries. Generally economic

development has more positive than negative effiethe health of people. A developed economy
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is characterised by a proportionate even developmwienearly all the sectors in the economy.
Therefore, such a country will tend to have a rolhealth sector with great emphasis on the

services they render.

Health is higher on the international agenda thvan efore. Concern for the health of poor peoplePage | 17
is a central development issue. In addition tmiisnsic value on individuals, investment in healt

is an important and previously underestimated medreconomic development. Substantially
improved health outcomes are a pre-requisite ieltgmg countries are to break out of the cycle

of poverty.

SELF ASSESSMENT EXERCISE 2
I. List four (4) ways health can affect economy

il. List four (4) ways economy can affect health

Figure 2: Health spending around the world

Health spending around the world, 2003 *
(share of Gross domestic product, %)
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Data Source: National Health Accounts unit,
seevel  Evide: and information for policy,
World

{: % World Health
3R, Organization

©WHO 2008 Al rights reserved  thers

SELF ASSESSMENT EXERCISE 3

I. List five (5) developed countries, categorizingnthaccording to their continents.

il. List five (5) developing countries and the continérey belong to.

3.5 Globalization and Health
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Globalization is reshaping the social geographywitvhich humanity strives to create health or
prevent disease. The determinants of health am@dsks— be they SARS virus or increasing HIV/
AIDS are affected by increasing global mobility. often hear people say “the world is a global

village.” What happens in one country readily haffect on other countries.
Page | 1¢

Impact of Globalization on Health

Driven by economic liberalization and changing teabgies, the phenomena of ‘access’ is likely
to dominate to increasing extent the unfolding elgmee of human disease and well-being. The
extent to which individual countries are able tga&ye the process of globalization on their own
terms differs widely from country to country. Chihdortality, for example, changes quickly in
response to subtle changes in purchasing powempoverished communities. In affluent
communities however, a small change in income ittées éffect on utility in either direction. The
long term effect of globalization on wellbeing igferent for populations who are dependent on

fragile local economics.

A significant change in the price of some goodsdme of the developed countries or even policy
shift may have effect on another country which rafigct the health of its people. Globalization
has brought about high movement of people fromammtry to the other, mainly as a result of
economic activities. With these movements are sdiseases that easily get across borders of

countries.
40 CONCLUSION

Health economics is an important discipline thahasv gaining much attention in developing
countries in view of the growing health burden,thée higher health expenditure in the midst of
inadequate fund. To attain development, countrigstinave citizens that are productive and to be
productive, one need to be in good health. It exdfore imperative that health brings about
development. Development also result in more manage available for healthcare. Economic
development can however have negative effects althhihat result from change in lifestyle that

are detrimental to health.

5.0 SUMMARY
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In unit you have been able to go through the didimiof health economics and some basic
concepts in health economics. To develop, evenntrgpuneeds to have healthy citizens. The
relationship between economy and health has bessrided in this unit. Some countries that are
poor unfortunately go though the cycle of povertg @oor health since they have little resources

o : : Page | 1€
for healthcare, its citizens remain unhealthy dredtéfore unproductive. ge |

6.0 TUTOR MARKED ASSIGNMENTS
Describe the relationship between economy andlnealt
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1.0 INTRODUCTION

Supply and demand leads to demand-based pricigiperprices are paid for products or services
that are in high demand. Reduced demand leadsmer Iprices. Strategic planning is needed to
determine which activities can be in the most desh@amt make the most profits. In the early 1960s,Page | 21
economists first became interested in estimatingase for health services. Supply of trained
nurses in United States is not increasing nearliastsas the demand. The demand for medical
services will depend on the price of that servatber prices, income and tastes. In this unit you

will read through demand and supply in healthcare.
2.0 OBJECTIVES

In this unit you, are expected to understand:

1. the concept of heath care demand and supply,

2. know the reasons for the difference in healthcaedrand the demand for healthcare,
3. understand elasticity of demand, and

4. know about resource allocation in health.

3.0 MAIN CONTENT
3.1  Concept of Demand and Supply in Healthcare

Every individual has a potential need for healtbdarthe form of health promotion, prevention,
cure or rehabilitation. This need is not always$tated into a demand for healthcare particularly
in developing countries for various reasons. Headtéd is transformed into a healthcare demand

for example when a patient seeks a medical care.

All the numerous wants of the society cannot be atéhe same time even in richer countries.
Therefore, all users of resources is being conéid making an opportunity cost and the scarcer

the resources, the higher the opportunity costs.

In the case of health and health services, thests @e incurred both by producers of health
services, through their use of staff, buildingsyipment and materials supplies, and by consumers,

who use transport to health services, buy drugs, et
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Not all demand will become needs and not all neati$ind expression as demand. You do know

that some people get sick and have the need tead but they do not demand for treatment.
3.2 Reasons why Healthcare Needs Exceeds Effective Derda

Recall that in our definition of demand, we menéidrthe ability to pay’, effective demand is the

demand backed up by the ability to pay for a paldiccommaodity/product.
a. Price of healthcare may not be affordable by tlviduals (Affordability).

b. The Individuals may not have ready access to tladthhéacility at a time or place that is
convenient (Geographical accessibility).

c. The service required may not be available to tdevidual (Availability).

d. Religious and cultural believes and practices mangddr the use of the health facilities

(Acceptability).
e. Cost of time off from work and costs of waiting.
3.3 Demand and Supply of Healthcare Services in Develom Nations

The demand for healthcare in developing countgeargely influenced by the above factors. The
extents to which these factors are being reversddveloping countries vary considerably among
nations and even within nations. The global ecoworecession has made affordability of

healthcare service far from the reach of the comman in these countries. Therefore, utilization
of health facilities is seriously affected partaty with the changing trend in which free healtteca

is fast disappearing.

The supply of healthcare is multifaceted. The sypph be in the form of promotion, preventive,
curative, and rehabilitative healthcare. In Nigetldas can be provided at the various levels of
healthcare namely; primary, secondary and tertiegithcare. The health sector in developing
countries consists of a heterogeneous mixture dfiguwr government activities and non-

government activities including services providgdbdoth modern and traditional practitioners.
The level of demand for healthcare goes far beybadevel of supply. Economic recession has

made geographical accessibility and availabilitheélthcare difficult; this affects coverage.

Page | 22
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Undersupply of sufficient trained personnel mustdmkled as it remains a major health problem.
Large number out of the inadequate health persoemeéjrate to developed countries. There is
also the problem of under use of some of the peedcavailable. Most of the skilled healthcare
personnel in African countries are found in theamrlareas to the detriment of those within the

rural areas where we know about 70% of the pomriatsides. Page | 23
In 1988, the World Bank conducted an extensive ystd household demand for outpatient
services in Ogun State. The empirical model assuhadhoice of healthcare is a function of the
following; price of the care, quality of the cas®x and education of the patients, wealth of the
household, income of the household, urban resideyoeptoms of the illness and how severe the

illness is.

SELF ASSESSMENT EXERCISE 1

List reasons why healthcare demand is less thaneée for healthcare in Nigeria.

3.4  Elasticity of Demand

This is the degree to which the demand for a gaosleovice decreases in response to a price
increase and increase in response to a price decrBat differently, elasticity of demand is the
degree of responsiveness of a change in demandesgiffect to the change in any of the factors
that it depends on, especially price. We have thmaa types of demand. We have the elastic
demand, inelastic demand and unitary elastic dem@hdse three types of elasticity will be

presented graphically below in three panels.
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Figure 3: Elasticity of demand
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The three panels above shows the types of elgstitdemand. Panel A shows an elastic demand

curve, panel B shows an inelastic demand curvdgevgainel C shows a unitary demand curve.

An elasticity of demand for an elastic demand cuswgreater than unity (one). This means that a

slight change in the price for an elastic gooddseto a greater proportionate increase in thePage | 24
guantity demanded. For instance, a reduction irptlee of undertaking a test to know your HIV

status by 20%, will lead to an increase in the nemdd people who needs to undertake the same

test by, let's say, 50%. This therefore shows tihattest procedure has an elastic demand.

An inelastic demand is less than unity (one). Bhisws that a reduction in the price of a good or
service, leads to little increase in the quantigmdnded. For instance, let's say that the
sensitisation or health awareness is fixed at@p¥b000. If for some reason, there is a reduction
in the price ta¥3000, since it has an elastic demand, there wildmuch increase in the number
of people that will be in attendance.

The unitary elastic demand is equal to one. Thiamaehat an increase (decrease) in the price of
a unitary elastic good or service will lead to egmrtional (equal magnitude) decrease (an increase)

in the quantity demanded for that good or service.

Healthcare is generally a necessary good or seandefor that reason, the elasticity of demand
for healthcare services or goods is generally stiglan nature. This suggests that an increase or a
decrease in the price of this good or service moll affect the quantity demanded in an equal

magnitude.
3.5 Resource Allocation for Healthcare

If healthcare systems devote greater attentioneegmtive and primary care, the recovery of costs
at public hospitals takes a monumental importaibe.determination of what proportion of fund

available should be allocated to preventive camegendent on a number of reasons; it is well
known that preventive healthcare delivery is che&péhe society. From basic economic point of

view, it is better to pay more attention to prewantare than curative care in resource allocation.

When the high capital and recurrent costs of hakpiare financed by government, then
government health budget will be much more towaispital services. In most African setting it
is the urban fairly well to-do families that hawvaesg access to this level of care and they therefore
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receive a disproportionate share of governmentidulzn health to the detriment of the largely

poor rural dwellers. This situation worsens thebjem of equity.

The pyramid of curative healthcare in Nigeria hasary healthcare as its base and then followed

by secondary healthcare which is made up of genestthge and mission/big private hospitals. Page | 2-
The apex of the pyramid is the tertiary healthaaesisting mainly of teaching and specialist
hospitals. Primary healthcare is the closest arstl ioint of contact with the health system and
therefore should attract adequate resources irstefrpersonnel, funds, equipment and materials.

The more the simple cases that are treated atmlighveds of healthcare, the more the inefficiency

in health system
4.0 CONCLUSION

In every community, the need for healthcare is gbathere but not all translates into demand for
healthcare services. Price increase in healthaaydgor services does not lead to a proportionate
decrease in demand (unlike some other goods) becdusesire of people to be in good health.
Demand following price increase in a particulailigcmay result in individuals trying some other

places for alternative healthcare.

To attain economic development, a nation must hatreens that are productive and to be
productive, one needs to be in good health. Ihesdfore imperative that health brings about
development. This need to be achieved throughiefiicallocation of resources to the various

segments and levels in healthcare delivery
5.0 SUMMARY

In this unit, you have been able to go through deimand supply of healthcare. Demand for
healthcare particularly in developing countries besn described along with its determinants. To
develop, every country needs to have healthy ciiz€ou have also been exposed to the important
issue of resource allocation in the health sector.

6.0 TUTOR MARKED ASSIGNMENTS
Discuss the various determinants of demand forthesde in the context of your locality.

7.0 REFERENCES/FURTHER READINGS
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1.0 INTRODUCTION

The cost of healthcare is high and has increag@dlyaHigher healthcare prices combined with
an increase in the quantity of services providedehgesulted in rising healthcare cost. The
spending on healthcare involves ‘prices’ and ‘giist and is often loosely referred to as Page | 2¢

healthcare costs.

The production of healthcare goods or servicesireggarce resources such as capital in the form
of hospital facilities and diagnostic equipment ahé highly skilled labour of physicians,
technicians, nurses and other paramedical staff.

SELF ASSESSMENT EXERCISE 1

What are the things that make up cost of healtfcare

2.0 OBJECTIVES

On completion of this unit, students should be &fvle

o understand the various types and elements of lveadtltost,
° to be familiar with the reasons for the increasingt of healthcare, and
° know the peculiarities of the healthcare market.

3.0 MAIN CONTENT
3.1  Types of Healthcare Cost

The economic cost of a disease consists of dinedtiadirect cost. Direct cost is monetary

expenditures attributable to the disease and icidoest is what can be associated with loss of
output attributable to the disease owing to preneadieath or disability. Indirect cost can also be
seen as the alternative forgone. For instancecdbeof getting a good treatment and boarding a
bus from Lagos to Onitsha is the flight fare thatiyhave forgone, given that your resources is

limited in supply.

There are four (4) different types of healthcarst @s described below and they include:
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Direct medical cost —Medical cost incurred for medical products andiisess used to prevent,
detect, and or treat a disease. These cover ayssugs, laboratory tests and supplies. This cost

has monetary value that is you cost it terms of&ai

Direct non-medical cost— This type of cost covers non-medical services tasult from illness  Page | 2¢
but do not involve purchasing medical services.npias of this type of cost include: cost of
transportation, food, family care. This type of tcesusually enormous in developing countries

where several relatives, friends come around tonyetved in the care of patients.

Indirect non-medical cost— This type of cost results from reduced produtstibecause of ill-

health. When a patient is unable to do his usumltfte loss of productivity and income is at a cost

Intangible costs— These are non-financial outcomes of diseaseareattical care not expressed in
monetary value. The non-financial outcome can erm of suffering, pain and grief. This cost

cannot be estimated in monetary value.

3.2  Elements of Cost

Cost comprises three (3) elements.

I. Loss of production.

il. Expenditures for medical care.

iii. Pain, discomfort and suffering that accompany ikease.

Due to the paucity in data and also the inabilityrteasure the last element of cost, it becomes

pretty difficult to conduct a data analysis.

SELF ASSESSMENT EXERCISE 2

List the types of healthcare cost and give 5 exampf each type.

3.3 Benefits from Healthcare

The types of benefits the individual receives frbealthcare could be psychic or monetary, they

include:

a. Relief from pain, suffering, anxiety etc.
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b. Benefits in the form of capital good being monetgopy off” measured by increased

production.

3.4  Economic Appraisal in Healthcare

Page | 3C
Economic efficiency is relevant in healthcare bseathe resources that are used in providing

services and programs are scarce. Since resogroesand can never be enough to satisfy human
wants completely, their use in one beneficial atimeans that the community automatically
foregoes the opportunity to use the other in andibaeficial activity. Remember what you learnt
in Unit 1 and 2 on the basic concept of econommektaus, health economics.

Expenditure on medical care is rising in both dep#lg and developed countries. In-patient
services are a large and fast growing part ofedlth service expenditures. Staff costs which alone
account for about half the cost of all personaltheare and this together with drug costs take up
the largest share of all health service expenditifeu can now begin to imagine that the real cost
of healthcare is much more than what patients payinf most public healthcare facilities in

developing counties.

To evaluate the costs of healthcare to the soagiyer than to a category of users, the money spent
on resources is not considered a good indicatah Sxpenditure might be artificially high owing

to high taxes or profits or artificially low owirtg subsidies and grants.

Economic efficiency in healthcare can be definethagprovision of necessary care of good quality
at minimum cost. Therefore, the aim is to move tasa better economic balance of services and
eliminate ineffective, excessive and unnecessadicakprocedures. Many economic factors are
beyond the control of health decision makers, Ingt measure well within their powers is to curb
the growth of high-cost programs and servicesHherfew and promote low-cost services which,
by using less expensive primary healthcare perdammeh will reach a much larger proportion

of the community.

It is important to encourage cost awareness amedfhitare providers in view of the scarce
resources from both the private and the publicassciThere is also a need to make consumers
aware of the costs of health by being better infdron the choices available to them and the cost
of the choices so that they can make well informecisions to save cost.
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SELF ASSESSMENT EXERCISE 3

What do you understand by economic efficiency ialtheare?

3.5 Reasons for the Present Trend in Cost of Healthcare
Page | 31

The reasons for the current trend in cost of haattlude:

I. Demographic reason — There is population growtteleloping countries, to keep pace with

this growth, healthcare cost has to increase.

ii.  Labour intensive nature of health services — Healthis labour intensive and there is limited
scope for savings on labour cost in personal heathices. Skilled people are required to

provide healthcare.

iii.  Quality of health services — Advances in technolbgyg improved quality of diagnosis and
therapy. Unfortunately the cost is often greatantthe increased effectiveness achieved. Try
and think of the various equipments we use todayoagpared with what obtains some 10 —

20 years ago.

iv. Public expectation — People desire increasing stahfécilities in health services. There is
a high demand for curative healthcare, while unitlering preventive personal health

services particularly in developing countries.

v. Changing epidemiological picture during socio-ecoiw development — chronic and

degenerative diseases and their high cost of carere.

vi. Organization and structure of health system — Tlagee situations where multitude of
agencies are financing and delivering parallel amdoordinated health services with

consequent overlapping. This is much more in prisvemealthcare services.

vii. Extension of health services coverage — The attesnfii extend the range, coverage or

impact of services to a larger population increzss.

3.6 Peculiarities of Healthcare Market
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Ethical and equity considerations— The society regards healthcare as an entitleoremtright

and is reluctant to ration it solely by price ocame unlike other goods and services. This is
because in healthcare, human life is involved &mlihevitably raises ethical issues. Therefore

you can appreciate that unlike other markets, heate cost must take consideration of the human

life involved. Page | 32
Asymmetric information — Healthcare providers particularly physiciansggess the informaion
and knowledge concerning details of treatment aagnistic procedures patient need, while the
buyer (client or patient) has little informationnm@rning this. The providers who in this context
are the supplier dictate what the patient (consysteyuld consume. The consumer is not the one
in the position to determine what to buy unlike estlyoods and services. The result of this
asymmetric information is supplier induced demdndimple terms most providers ‘dictate’ to
the patient what they have to spend money on ® ¢ake of their health.

Spillover effects— The service received by consumers sometimesagena spillover effect in
which not only the consumer benefit from the healtk, someone also received but a third party.
If majority of a population are immunized againstliigease, the transmission of that disease
reduces significantly that even those not vaccohgtet reduced chance of being affected by the
disease that others are immunized again. Thetatieople receive medical care when they are
ill and return back to work to become productivekes a third party to benefit from their recovery
and return back to work. A healthy labour forcemisre productive, contributing to the general

prosperity and well-being of the society.

SELF ASSESSMENT EXERCISE 4

Give reasons for the increasing cost of healthtmanedividuals and to the society at large.

4.0 CONCLUSION

Healthcare cost is made of different things whicyre direct or indirect cost. All over the world
the cost of healthcare is on the increase as relSnltreasing population particularly in develapin
countries, increased burden of disease and thefusestly facilities and equipment in addition to

the skilled personnel required to provide service.

Healthcare market is peculiar since it has to din Wwuman life unlike other goods which if not

affordable can be left unpurchased? The providegely determine what the consumers need to
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pay for unlike other forms of market in which trensumer have enough information to determine

exactly what he needs and to what extent the tioifge paid for will be beneficial.

5.0 SUMMARY

Page | 33
In this unit you have been able to go through whakes up cost of healthcare which are mainly

grouped into direct and indirect cost. The realt aafshealthcare, when all these costs are

considered, can be so much. lll health can theedferseen as something that cost individuals and
societies a lot of money. Also you have been abliedrn the comon reasons for the increasing

cost of healthcare and the peculiarities of thdtheae market.

6.0 TUTOR MARKED ASSIGNMENTS

1. Discuss the various types of healthcare cost amdnidjor things that make up these types

of costs in your own locality.

2. Discuss the reasons for the increasing cost offiezak in public and private health facilities

in Nigeria.
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1.0 INTRODUCTION

Every health organization is involved in budgeti@yganizations budget for their humans and

material resources. Nurses particularly at the mamnal level need to be familiar with the

principles and process of budgeting. Budgetarydesaohspire proactive fiscal planning, determine Page | 3¢
resource needs, guide visioning of justificationresources, and negotiate for needed resources.
Nursing managers also need to analyse expenséspatd, recognize and creatively deal with
budgetary problems. Budgets help coordinate thatefbf the organization by determining what
resources will be used by whom, when and for whigb@se. Budgets can be prepared by units in

an organization or for each function in a unitmst developing countries it is common to find

budgets for the organization and units hardly ithe@ own developed budget.

SELF ASSESSMENT EXERCISE 1

List the advantages of budgeting in a family. Ao group what can be budgeted for then relate

this to a health institution.

2.0 OBJECTIVES

In this unit you will be required to:

° understand and be able to define budget,
° know and understand the various types of budgeit, an
° be familiar with the advantages and disadvantafjbsageting

3.0 MAIN CONTENT
3.1  Definition of Budget

Budget is defined as a quantitative statement,llysiiamonetary terms, of the expectations of a

defined area of the organization over a periodneétin order to manage financial performance.

Budget can also be seen as a plan for the allocaficesources and a control for ensuring that the
results comply with the plans. The results are esged in quantitative terms. Budgets are often
associated with financial statements, such as tmgeand expenses; they may also be in form of

non-financial statements covering output, mateaals equipment.
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Attempt to define budget in your own words.

3.2  Basic Concepts Related To Budget .
Page | 37

Budgeting — Is the process of planning and controlling fatoperations by comparing actual

results with planned expectations.
Controlling — It is the process of comparing actual resulth wie results projected in the budget.

Incremental (line-by-line) budget— This is a budget worksheet listing expense itemseparate
lines. This is usually divided into salary and realary expenses. The worksheet may include
several columns for the amount budgeted for theeatiyear, the amount actually spent year-to-
date, the projected total for the year based oratieal amount spent, increases and decreases in
the expense amount for the new budget, and theesédor the next year with an explanation
attached.

This line-by-line budget has an advantage of siaitglbut the disadvantage is that it discourages
cost-efficiency. Astute managers ensure that tpeptsthe entire amount budgeted for the year to

avoid budget cuts in the next year.

Zero-based budget This is a budgetary approach that assumes thddrgs®jecting next year’s
budget is zero. Managers are required to justifyaetivities and every proposed expenditure,
regardless of the level of expenditure in previgears. Every expenditure for the new year must

be justified in view of organization’s objectivesdacurrent environment.

Fixed budget— A budget in which budgeted amounts are set déggss of changes that occur

during the year such as volume of patients, unigatied inflation, etc.

Variable budget— A budget developed with the understanding ttpisaments to the budget may
be made during the year based on changes in revemu@ber of patients, utilization of supplies,
and other expenses.

Fiscal budget— A specified 12-month period during which operaél and financial performance

is measured.

3.3  Types of Budget
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3.3.1 Operating Budget

This is also known as Revenue-and —expense budgetrmual budget. It is the organization’s
statements of expected revenues and expensegfoorfing year. It coincides with the fiscal year

of the organization which in the public sector ilg&fia corresponds to the calendar year — Januarpage | 3¢
to December. The operating budget reveals an iopyut analysis of expected and revenues and

expenses.

The revenue budgetfor a nursing unit may represent the patient aateme expected for the
budget period. Thexpense budgetonsists of salary and non-salary items. Amongfaletors
that nurse managers might include in their opegabindget are personnel salaries, employee

benefits, medical and surgical supplies, drugspramaceuticals, office supplies, among others.

Expense budget should be comprehensive and tharaughould take into consideration, all
available information regarding the next year’'s emtptions. Both controllable and non-
controllable expenses are projected. Examples ofcootrollable expenses include indirect
expenses like lighting, equipment depreciation. itwe-controllable expenses and the probability
of rises in materials and labour costs during tidgetary period need to be accommodated in the
budget to provide for changes that are beyondah&al of the organization or unit.

SELF ASSESSMENT EXERCISE 3

List the items or activities in your unit that da& under revenue and expenditure budget.

3.3.2 Personnel Budget

Personnel budgets estimate the cost of direct labecessary to meet the agency’s objectives.
This budget is used as a guide to recruit, hingepfaand discharge personnel. In developing the
budget, the nursing manager needs to determirlevbkof need of nursing care that will meet the
need of estimated patient population in its urtiie fiursing manager will need to estimate number
of the various cadres of nursing personnel requdregthg what shifts, in what months and in which

areas.

Managing the salary budget is directly relatedht® tanager’s ability to supervise and lead the
staff. In addition to anticipated salary expengeEssuliar expenses to nursing such as overtime,
shift-duty, on-call expenses need to be budgeted fo
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Some information that will be helpful in budgetiwg! include; Current staffing pattern, number
of vacant positions, previous years reports anfbpeances, variety of patient cases, seasonal

variation in patient load and disease burden.
3.3.3 Capital Expenditure Budget Page | 3¢

Capital budget is an important component of the ptameet the organization’s long term goals.
Capital expenditures include physical changes asabplacement or expansion of the plant, major
equipment and inventories. Organizations definétakbipems based on certain criteria; must have
an expected performance of a least 1 year or at Bt a minimum of certain amount like
equivalent of $500 or $ 1,000.

Usually, administrators establishes ceiling foritagudget and the nurse manger will need to
prioritize requests if the request exceeds thelabdai fund. Unfortunately in many developing

countries, nursing mangers are hardly involvedapital budgets. This is taken up by hospital
administrators at higher level though with somautrfpom the nurse managers in form of selecting

and determining the amount of equipment needed.
3.3.4 Cash Budgets

Cash budget are planned to make adequate fundaldeaas needed and to use any extra funds
profitably. Cash budget ensures that the orgawizaturing the budgetary period has enough, but
enough but not too much cash on hand. This is sacgdecause incomes do not necessarily
coincide with expenditures and also seasonal vanstshould be anticipated which result in

fluctuations in resource needs.

If there is insufficient cash on hand, purchaseedded resources will be hindered. If the budget

is well planned, it will provide cash as needed pratluce interest on excess fund.

3.3.5 Flexible Budgets

Some expenses are unpredictable and can only leendeéd after change has commenced.
Because of this it is necessary to have flexibldget. The changes can be compensated for by
having periodic budget reviews. Sometimes variationost can be predicted through historical

analysis of costs in previous budgets. Attendarideealth facilities in many places in Nigeria
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drops significantly during festivities and in somweses attendance of clinic is higher soon after
workers receive salaries. These forms of variatregsiire that budgets are made flexible. There

are a lot of uncertainties in the Nigerian envireminwhich makes flexible budget to be

advantageous.
Page | 4C
3.4 Advantages and Disadvantages of Budgeting
Advantages of Budgeting
The advantages of budgeting include:
° Budget plans for detailed programme activities.
° Help fix accountability by assignment of respongipand authority.
° State goals for all units, offer a standard of peniance, and stress the nature of the
planning and control process.
° Encourage managers to have careful analysis ohtpes and to base decisions on careful
consideration.
° Minimize hasty judgments in decision making.
° Can expose organizational weaknesses and allowatime measures to be taken.
o Resources can be projected and waste minimized
o Financial matters can be handled in orderly faslioa activities of organizations can be
coordinated and balanced.
Disadvantages of Budgeting
The disadvantages of budgeting include:
. Only aspects of organization activities that agydéa measure are considered in budgeting

as budget convert all aspects of organization padace into monetary values.
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o It may become an end in itself instead of a meaiasitend. Particularly in situations where
symptoms are treated as causes, it is importafitidoout the underlying reasons for the

symptoms.

. Budgetary goals may sometime supersede the orgamzagoals and gain autocratic Page | 4]

control of the organization.

° Danger of over-budgeting making the budget cumbeesand expensive.

o Time consuming and expensive.

o Require skill and experience for successful budgetantrol.

o Require forecasting but this can be uncertain sechudgetary control is subject to human

judgment, interpretation and evaluation.
4.0 CONCLUSION

Budgeting is an important component of a nursingagar’s responsibilities. Budget can be seen
as a plan for the allocation of resources and &rabior ensuring that the results comply with the
plans. The results are expressed in quantitativesteBudgets are often associated with financial
statements, such as revenues and expenses; theglsodye in form of non-financial statements

covering output, materials and equipment.

There are various types of budgets. All the typgdsudlgets can be put to use in the health sector
and nurses need to have an understanding of bualgethe process of budgeting.

5.0 SUMMARY

In this module you have read through and shouldhde to understand what budget is and the
various types of budgets which include; operatiaddet, personnel budget, capital budget, cash

budget and flexible budget.
6.0 TUTOR MARKED ASSIGNMENTS
Discuss the advantages and disadvantages of bnggethealthcare delivery.

7.0 REFERENCES/FURTHER READINGS
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1.0 INTRODUCTION

The objective of healthcare is to improve heal#tust by reducing morbidity, postpone mortality
and give people a higher quality of life.

Page | 4%
This can be achieved by promoting health, prevgniiinhealth, curing ill-health when it has

occurred, and enabling those whose conditions d¢armoured with existing knowledge to live a
full life as much as possible despite their disaed. All these is at a cost, it has to be
acknowledged that good health like most “goods’tosoney. You can recall the various things
that make up cost of health in Unit 3 in the lastdule. Those who can afford to spend more on

their health to a certain point are seen to betigdiimost.

The Healthcare market is one of a difficult maiketconomic analysis since ill-health determines
the demand for healthcare services. The individudBtermination of ill-health is personal,
emotional and can be uncertain. Healthcare is baesabset of goods and services that provides

both psychic and monetary benefits to a consumer.

The individuals demand for healthcare is derivedifhis perception of his optimal level of health.
Demands for healthcare thus arise because theidodivwants to bridge the gap between the
perceived current health state and some highethhetdte that he desires. The individual then

takes action to decide to seek healthcare.

The need for healthcare and the demand for it ishesame, more so in developing countries.
The cost of meeting this need and demand is en@nitralth for all by the year 2000 (HFA 2000)
is at risk of remaining a dream without a carebdgideration. A plan for health that does not take

account of costs amounts to no more than windoysng.

2.0 OBJECTIVES

The objective of this unit is for the reader to:

. understand the need for providers of healthcaletoost conscious,

. understand factors that contribute to resourceeiqadcy in developing countries, and

o know about the various cost-containment stratagiéealthcare delivery
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3.0 MAIN CONTENT
3.1 Cost Consideration in Healthcare

Provision of healthcare is at a cost to individuale® make the demand and also the individuals,Page | 4¢
communities, government and non-governmental agemneho supply it. Consumer health deals
with the decisions individuals make in regard te ffurchase and use of the available health
products and services that will have a direct ¢ffedheir health. It involves economic or monetary
aspects of health over which individuals have a@dn€onsumer health includes self-motivated or
self-initiated actions. From this you know that Itie@are often follow a demand from the consumer

(patient).

The fact is that it is no longer possible to méetihcreasing cost of healthcare with the emergence
of several new health risks and problems unlesikhh&abuilt in among the priority economic
objectives by individuals, families, communitiesdagovernment. It is desirable to increase
accessibility to health services by either incneggieople’s ability to pay or reducing costs. This
can positively change healthcare seeking behagiotih that people benefit from early detection,
diagnosis and treatment and ultimately reduce eXifpge on chronic or complicated cases which

is now usually the case in developing countries.

Resources available for healthcare is not enoughetet the demand, it is therefore necessary to
closely examine the main problems in the healthosdbat are contributory. These problems are

mainly; allocation, internal inefficiency and inetyu
Allocation Problem

There is a problem in allocation of funds to headtie particularly in developing countries. Private
and public spending on healthcare in developinghtras average $8 per capita in low income
countries which represents about two-thirds of Sabaran Africa’s people and $16 per capita in
middle income countries which represent nearly 33%ub-Saharan Africa’s people and $68 per
capita in the high income group of countries repnésag only one-twentieth of Africa’s

population.

Even though many developing countries have embrpoedhry healthcare, current public and
private spending on basic health services is inaakeq Private spending in these countries is

substantial, and a little of it goes to low-costvémes which are more cost effective. In some



NSC407 INTRODUCTION TO HEALTH ECONOMICS

countries, individuals’ expenditure on health actdor over 70% of the total health expenditure.
If the private and public resources tied up in litasgare are redirected to lower levels of health
system, many of these health problems could bésttezarlier at a less severe stage or prevented

altogether and even at lesser cost.
Page | 47

You can now appreciate from what you have just thatlallocation problem exists at individual
level, even though it is commonly seen as a proldegovernmental level. Rather, people spend
money on basic things that can promote or preveattin Allocation problem at the level of
government is common in African countries. Governmether than spend appropriately on
preventive healthcare which is cheaper end up $pgrah curative healthcare at higher level

which is costlier.
Inefficiency Problem

Inefficiency is common in healthcare delivery. Qri¢he ways it occurs is the use of higher-level
facilities by patients who could well be servedeas sophisticated units or facilities. It is conmmo

in developing countries for the high-level facésito be overcrowded with lengthy waiting times
while other health facilities usually at the lowevel have few patients. This result in delivery of
unnecessary care through costly facilities andafigeghly skilled personnel and because of the
demand on the high-level facilities, they are fartbxpanded at some costs which certainly affects

the lower levels. The supply of funds to the lovesels is thus further reduced.
Inequity Problem

Inequity is another important problem in developeayntries. There is inequitable urban-rural
distribution of benefits. About 70% or more of gawaent spending goes to urban based care and
in developing countries 70-90% of hospital clieliwe within 10kms to the facility they use
therefore about 70% of people in the rural areasive just about 30% of government health
expenditure. There is also inequality in income; poor who are at greater health risk have low

income.

SELF ASSESSMENT EXERCISE 1

What are the factors contributing to inadequaagsburces for healthcare in your own local area?
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3.2  Cost Containment in Healthcare Delivery

The goal of cost containment is to keep costs witlticeptable limits for volume, inflation and
other parameters. It involves costs awareness,tororg, management and incentives to prevent,

reduce, and control costs. Page | 4¢
3.2.1 Cost Awareness

This focuses the health staff attention on costses¥ice delivery and the steps available for
containing them. Health staff in developing cowgrare hardly know or get bothered about the
ultimate cost of service to the organization areldbnsumers. An awareness of the cost can bring

about a desire to see how such costs can be cedtain
3.2.2 Cost Monitoring

This is another measure for cost containment. Gzgdons providing healthcare can focus on

how, when, where and why it is to be spent. Witbvaars to these, the cost of providing services
can be monitored with the ultimate aim of chechkivigere wastes can be reduced. Incentives can
be provided to staff that have clear ideas and kianeonstrated money-saving measures in their

unit.
3.2.3 Cost Avoidance

Where possiblecost avoidancefor unnecessary procedures can be put in plageinamize

expenditures on the part of the consumer and t@naration.
3.2.4 Cost Reduction

In healthcare delivery, it is desirable to contagalthcare cost. Preventive measures like childhood
immunization can save a lot of cost in healthcanemcompared to cost of managing the disease

that would have been prevented.
3.2.5 Cost Control

These can be very useful as a cost-containmemegiraCost control is effective use of available
resources through careful forecasting, planningdgeting, reporting and monitoring. Cost-

effectiveness entails comparing costs and identifghe most beneficial outcomes.



NSC407 INTRODUCTION TO HEALTH ECONOMICS

This is done by, analyzing the alternative methodschieving the same objective and then
determine the cost implication of all inputs focckanethod. For each method the cost outcome

and cost-effectiveness is determined.

SELF ASSESSMENT EXERCISE 2 Page | 4¢
What do you understand by the following terms?

a. Cost awareness

b. Cost monitoring

c. Cost avoidance

d. Cost reduction

e. Cost control

3.3  Ways to Contain Cost of Healthcare

The main objective in cost cost-containment mugblrealize the same benefits at lower cost and
to increase benefits without adding costs. The wores and providers of healthcare services have
roles to play in cost-containment. Consumers neethake rational use of healthcare service
though they need to be assisted to do this in dpus countries through adequate health
information on the costs, consequences and qudlitgatments, and the adequacy of competition

between providers.

Consumers need to be educated to use lower leMa¢smtthcare where most of the health problems
can be solved at reduced cost and referrals madegteer levels when necessary. Financial
disincentives can also be used to discourage usecohdary and tertiary healthcare unnecessarily.

For example, if patients choose to go for treatnbgrpassing the lower level of care such patients

can be made to pay more that someone who wasaefiom the lower levels.
Other ways costs can be saved include

a. To ensure that the degree of technical complexityolved in the service delivery is

appropriate to the task to be performed.
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b. Highly skilled staff not to be used on tasks theat be performed by lesser skilled staff.
C. People should have positive health behaviour tontasi better health.

d. Standardization of construction technology, equipt®ieand drugs to the minimum b | 5¢
age
acceptable standard and therefore relatively inesipe level. Large sum of the health
budget is spent on drugs; costs can be contaimedgh rational prescribing and use of

drugs.

e. Using all resource to full capacity, avoiding walteensuring that they complement one
another where possible and serve as many useossable.

f. Economy in procurement of resources of given charitics.
3.4  Cost containment in Primary Healthcare

Lack of interest in cost analysis is a characteradtthe whole range of health activities partay
in developing countries. It is particularly prong@ed in primary healthcare services, probably

because of the diversity of the activities involved

In developing countries, the only health servited tan be expected to reach the entire population,
are those that are of low cost. The largest elemmkaobst in health services is staff and the least
expensive way to do this is through community pgrétion in which people provide some of the

services themselves where possible.

SELF ASSESSMENT EXERCISE 3

List ways through which the cost of healthcare barcontained. How is this applicable to the

nursing profession?

4.0 CONCLUSION

Providing healthcare is at a cost, this is increggn all nations and resources of most countries,
particularly developing countries, are scarce. Alsalth has to compete with other needs for the
scarce resources of individuals, communities anibms It becomes apparent that cost of
healthcare has to be controlled with efficiencyn8amers and providers of healthcare services

need to be cost conscious.
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Cost saving measures, are required to be put geptathe health sector while at the same time

striving to provide quality healthcare servicestfue populace.

It is important that all healthcare providers ar@dento be cost conscious, to ensure that services
do not cost more than absolutely necessary, sortbet people can be reached with healthcare. Page | 51

5.0 SUMMARY

Healthcare in developing countries continue toease in demand even though the demand is less
than the healthcare need. The resources availebleoa enough, and are not likely to be enough
to meet the increasing health problems. The ecandepression and inadequate management of
resources in developing countries has made sugphealthcare products and services in their
various forms grossly inadequate. In addition, ¢bst of healthcare to individuals, government
and agencies is increasing. It is therefore necgdsa providers and consumers to be cost
conscious with the ultimate aim of cost containmeritealthcare delivery.

It is necessary to increase general awarenesssts abhealthcare, so that cost saving measures
can be practiced widely and through this incredéardability and coverage of healthcare in
developing nations. This unit dealt with varioustcgaving measures which you need to be familiar
with and consciously practice to contain cost oaltheare.

6.0 TUTOR MARKED ASSIGNMENTS

1. Explain the following terms:
a. Cost awareness

b. Cost monitoring

C. Cost avoidance

d. Cost reduction

e. Cost control

2. Write an essay on cost containment in healthcarddeeloping countries.
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1.0 INTRODUCTION

Some two-third of the world’s population go to gidringry at night. The World Bank estimated

that perhaps as much as one-quarter of the wondves on no more than $1 (about N130.00) per

day. Outright famine regularly occurs in varioustpaf the world. Recent examples of this are Page | 54
the mass starvation of an estimated one milliompjgem Ethiopia during the drought of 1984 —

1985, the catastrophes in Asia, etc. This peoptk Iide access to healthcare, they live in

unsanitary environment, infant and child mortaigyigh and life expectancy is low.

Poverty is related to the economic activities af ttountry. There is no society that has the
resources necessary to produce enough goods ancksehat will satisfy all wants and desires of
its people. The production of goods and servicésiwan economy can be measured by the Gross
Domestic Product (GDP). Gross Domestic Produdtesnhieasure of all final goods and services
produced within an economy during a year. Countngh low GDP among other causes have
problem of poverty, though in some countries witphhGDP, poverty can be found (poverty

amidst plenty).

Poverty creates ill-health because it forces petpléve in environments that make them sick,
without decent shelter, clean water or adequatiadim.

SELF ASSESSMENT EXERCISE 1
i What is Gross Domestic Product?

il. Find out the GDP for 10 countries and relate thir standard of living.

2.0 OBJECTIVES
In this unit you will be required to:
) define poverty and understand basically why the pawe ill-health problems, and

) understand the relationship between economy arthi@ablems.
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3.0 MAIN CONTENT
3.1  Definition of Poverty

Poverty is concerned with the relationship betwierminimum needs of people and their ability P |58

age | 5¢
to satisfy those needs. Poverty can be difficuldédine because of the relative meaning of
minimum needs. The United Nations uses living oss lthan $13438.00 official rate as at

October, 2020) per day to define poverty.

The poor are at greater risk of becoming ill. Poealth has adverse effects on productivity which
further contribute to poverty. Poverty affects ascto health services. Poverty also limits ability
to meet the cost of healthcare. The poor have woesdth outcomes than other economic and

social groups. Infant, child and maternal mortaléites are higher in poor communities.

SELF ASSESSMENT EXERCISE 2

From the above list five (5) ways poverty affectsilth

3.2  Health Problems and the Economy

Major causes of death and illness —prenatal, iitfest and parasitic illnesses are responsible for
75% of infant deaths. These illnesses can largelgttyibuted to poverty. Infectious diseases and
parasitic diseases are responsible for 71% of dextbhildren aged one to four.

SELF ASSESSMENT EXERCISE 3

If people are not poor, list ways they would avitid situation described above?

The heavy burden of ill-health in Africa is a reflien of the level of poverty in the continent. You
need to know that the effect of poor health gogeobeé physical pain and suffering; learning is
compromised, returns to human capital diminish, #re environment for entrepreneurial and
productive activities is constrained. Poor heatipaeses immense economic costs on individuals,

households, and society at large.

Household survey in Cote d’lvoire showed that alii# of the adult labour force experienced
an illness or injury in the previous month to thedy, 15% became at least temporarily inactive.
The workers on average lost nine (9) full days oflknand the cost of treating them amounted to

11% of their normal monthly earnings. In NigeriajiGa worm disease temporarily incapacitated
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2.5 million Nigerians in 1987. Cost/benefit studyvealed the net effect of the disease was to
reduce rice production by 50 million dollars andé@s estimated that the benefits of a worm control
program would exceed its costs only after 4 yeHnese studies show you how ill-health further

worsens sufferers’ economic state.
Page | 56

In view of the demonstrated importance of humarntabfm economic progress, a country cannot
attain high level of economic development with aydation burdened by high infant and maternal

mortality, pervasive illness of its workforce ama life expectancy.

The economic status of an individual, communityd @ountry is related to the health of the

individual or its people. Y

Though wealth does not necessarily bring healthu@yant economy can create the enabling
environment for health. A poor economy shows festwf poor housing, inadequate food and
nutrition, poor water supply, inadequate environtakesanitation, and low level of education, low

affordability of healthcare.

AIDS is a cause of deaths and lliness in developountries which has heavy toll on economy of
countries. Prevalence of AIDS in sub-Saharan Afagantries remains high. In hard-hit African
countries, the active age group is mostly affeddeghths in this age group affect skilled manpower

and professionals which take a heavy toll on coestr

Malaria is endemic in most of sub-Saharan Africd ibappears to be worsening in much of Africa
and results in high childhood morbidity and mottaliThe cost of treatment of malaria in most
countries when put together is enormous. This mavayld have helped families, communities
and the country at large to improve on quality ité.|Absenteeism from work among adults
affected by malaria is also high, this affects picitvity. From the examples described you can

appreciate how poor health imposes immense econmstan individual and the nation.

Some Health Effects of Poverty

1. Poverty creates hunger which in turn leaves peayligerable to diseases.
2. Poverty denies people access to reliable healttseavéces and affordable medicines.
3. Denies people access to prevent healthcare. Far@aait denies poor children access to

immunization.
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4, Poverty creates illiteracy, which eventually makemple less informed about health risks.
5. Poverty compels people to live in environments tiake them susceptible to certain
diseases.

Page | 57
One of the barriers to healthcare for the podnastime it takes to get treatment. Time is a resour

since the time taken away from work may mean losbine.

SELF ASSESSMENT EXERCISE 4

Now improve on exercise 2, List ways poverty cdrdafhealth of a person.

3.3 Improved Economy Leading To Improvement In Health

Economic developments will provide enabling envimamt that will reduce disease burden and

deaths in the following ways:

a) Safe water and sanitation Poor sanitation and lack of safe water contribitemensely to
morbidity and mortality in developing countries.

b)  Studies have shown that improvement in excretaodepreduced diarrhoea morbidity by
22 — 36%.

C) Food and Nutrition: Malnutrition underlies more than one-third (1/3)irfant and child

mortality in rural and urban areas of many Africauntries.

d) Inadequate quality and quantity of food intake easugrowth failure, decreased immunity,

learning disabilities and reduced productivity.

e) Increase in income of poor families is likely taadeto increased food consumption.
Countries with strong economy are likely to provateenvironment where its citizens get

good income that can help improve household focdr#s.

f) Housing: Some diseases in developing countries are atafibel to poor housing. Poor
housing results in overcrowding, poor environmesaalitation, poor ventilation, cohabiting

of man and animals among others.

0) Education: Countries with good economy are likely to inveseducation. Education of

people, particularly female education usually bsirgbout informed choice and right
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decision that relates to individual's health or figrhealth. Educated women marry and start
having children later, make better use of healthises, and make better use of information

that will improve personal hygiene and health @itichildren.

h) Health infrastructure and equipment: Countries with buoyant economy are likely to Page | 5¢
invest in health infrastructure and equipment. VEhtrere is wide coverage of the
population with health facilities, geographical ess to these facilities can improve on the
health of people. Physical proximity to health liéieis is only the beginning of effective
healthcare coverage. A facility that is near pesgh®mes will have little value if it lacks
basic equipment. Money is needed to procure negesgaipment and for maintenance of

these equipment.
4.0 CONCLUSION

As good health is crucial to protect the familynfr@overty, so is better health central to poverty
reduction. Improving the health of the poor mustdmee a priority, not only for public health but
also for other sectors of development. The be& farrthe various infectious diseases that plague

developing countries is economic growth and broaskd development.
5.0 SUMMARY

In this unit you have been able to read about tieeteof poverty on ill-health and how ill-health
can also precipitate poverty. At the level of nasigou now see that illness reduces productivity
of countries and can therefore affect the econofiguoh countries. It is also true that economic
development provides enabling environment to reghuserty and also reduce some illness.

6.0 TUTOR MARKED ASSIGNMENTS

1. Discuss the relationship between poverty and itlie

2. Describe how improved economy can lead to imprdwesadth
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1.0 INTRODUCTION

You will recall in Unit 2 that we described theediealth plays in the socio-economic development
of any nation. Health is no longer and cannot ttoeecbe regarded as a by-product of economic
development but a pre-condition for it. Most ofgmvernment is viewed as ultimately responsible Page | 61

for the population’s health.

There is a growing financial need to fund healtbgaojects in almost all nations, with resources
becoming limited because of the global economiession, health financing now take a major
focus of attention. Health costs have been inangabecause of the aging population with
increased healthcare needs, increased use of teggnaew and expensive treatment modalities

and increasing administrative costs.

SELF ASSESSMENT EXERCISE 1

List reasons for increasing cost of healthcardis ¢country.

2.0 OBJECTIVES
On completion of this unit, the learner should bk do:
° know what healthcare financing is, and

o describe the major options in healthcare finaneulngch will include direct government

financing, user charges, and community financinthis unit.
3.0 MAIN CONTENT
3.1  Options in Healthcare Financing

Options for financing health services are now being widebynsidered. We can broadly divide
healthcare financing into two namely; public anivgie healthcare financing. Examples of public
healthcare financing include; direct governmentdfng, social insurance while examples of
private healthcare financing include; user feeiwape health insurance, community financing and
donations. They may be grouped into 5 major categavhich are: Direct government financing,
User charges (Out-of-pocket expenditure), Commufiitgncing, health insurance, Donors

(foreign aid).
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3.1.1 Direct Government Financing

Direct government financing of health activitiestiee most widespread approach to health
financing in the developing world. Government eitheovides periodic allocations from general
government revenues or assigns the proceeds aigndéed tax to the health sector or both. Page | 62

Because national governments are responsible math\nealth policy and strategic planning for
health, it might be assumed that governments aethe major sources of healthcare financing
and health expenditures. We know in reality thategoment’s share of total health expenditure

varies widely all over the world.

Public revenues are obtained from various sounedgteen generally are added together, in which
case the source of financing for a particular puptogram cannot be identified. However, in some
cases governments dedicate the proceeds of ayarttax instrument to the health sector. For
example in several countries in the Americas andisia, lotteries have been organized to benefit

social welfare programs such as healthcare, prirdngation, etc.

Direct government funding of health activities aohas been inadequate in many countries
particularly in developing countries. The World He&rganization (WHO) recommends that all

levels of government should allocate at least 15ftedr total budgetary expenditure to healthcare.
You know that in Nigeria, government financing eglfithcare is inadequate. Reasons why African

governments have committed less money to healthdtteer countries include:

+ Economic condition of some of the countries, sitioe expenditure on health in these
countries is largely from general tax revenueduthiag duties on imports and exports.

+  Structural Adjustment programmed in some of thentes which is responsible for

cutbacks in government expenditure on social sesvic

+ Some countries spend heavily on other sectorsdéd&ense to the detriment of the health
sector, whereas there is little evidence that defeexpenditures contribute positively to

economic growth or sustainable development.

SELF ASSESSMENT EXERCISE 2

Do you consider government expenditure on healttigeria adequate? If No, List the things that
make you consider expenditure on health by govenhimadequate.
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3.1.2 User Charges (Out-Of-Pocket Expenditure)

User charge is also known as out-of —pocket experediAnother way of financing healthcare is

by charging patients. These charges take a vasfdtyrms. Fees for medical services are diverse.

The definition of the item on which fees is to he@ed varies widely. A fee may be required for Page | 62
an encounter with the healthcare provider, an €isd iliness or a fixed number of contacts with

the healthcare system.

A single encounter may be broken into items likeolatory test, drugs, procedures, etc. The fees
for each of this vary. There may be a uniform miokarged for all the patients or with the
exception for the poor, children or some are exedhtom paying. In some places, there are

sliding scales of rates applied such that persbtesser means pay lower fees.

User charges have the advantage of providing abetkveen financial responsibility and the
provision of services. This link has generally emdead willingness to contribute to the cost of
health programs and has encouraged both consumdrpraviders to be cost conscious. In
addition, user charges help to control the useeafth services by imposing financial disincentives
to consumers. You know that when people pay faraice, they are careful since it costs them
something but if they do not pay then they mayb®bothered about careful use of such service.

When user fees are low or not practiced, consuhmre no reason to pay attention to costs.

User fees are also a tool for reinforcing the malesystem. In some countries people who are not
referred from the lower levels are made to pay ntloae those referred. User fees are becoming
increasingly common in Africa. This method of costovery directly addresses the problem of

under-funding of government health facilities.

The administration of user charges throws somelainggs in developing countries where it is
observed that the largest reduction in the usemices is as a result of charges for health sesvic
particularly among the poor. You are familiar withs problem of the poor who are not able to
afford healthcare because of user fees. This ta#riaccquestion the need for equity. However,
some people are of the opinion that user feegéisatt in availability of services is better andreno
people are cared for than a free health servicle satvices not available because money is not
available.

Important arguments in favour of user charges incldle:
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a)

b)

C)

Fees make the patient more conscious of the serttheg ask for, it therefore strengthens

self-caring.

User fees however small, will make up some levatroution to the health financing.

Page | 64
Keep services running and improves quality of @@ confidence in the services

Arguments against user fees include

a)

b)

c)

Fees collection and its management requires maregecapabilities which may not be

available at some lower levels of healthcare dejive

Revenues collected in some instances are not suilastaompared to cost of providing

services.

Introduction of user charges reduces utilizatidesa

SELF ASSESSMENT EXERCISE 3

List the pros and cons of user fees as an optitveatthcare financing.

User charges can lead to greater use of healtitesrnwhere there is:

+

4+

+

4+

Phased in rather than sudden increase in pricadygrintroduction of fees).

Greater accountability of the provider to the pagpioh — where consumers find that quality
of service received is justified when compared viatls paid.

Local management of resources (decentralized system
If patients perceive they will have higher qualifycare.

Service received can compete favourably with ses/glsewhere

Garland defined three relations between chargingdalth services and the population:

a)

Contributive capacity — This is defined as the money an average fanaity spend for

health in a defined period. This varies widely, sostudies in rural households’ show that the
share of the budget households allocated for heatifyes between 2.5 — 6.5%.



NSC407 INTRODUCTION TO HEALTH ECONOMICS

b) Financial capacity— This is defined as the availability of cash g tespective household
at the moment when cash is needed for medicalmesdt It is known that financial capacity
increases after food harvest, especially at monthvehen salaries are paid. It is also common
observation in some developing countries that frercapacity decreases after major festivities
like Christmas and Sallah. However in Africa, theegmtial family solidarity in the event of ill- Page | 63

health is high which translates to some form ofséasce.

C) Institutional relationship — Target families and communities can organizelaw some
relationship to provider of health service. It danin form of financial contributions from users.

This can provide solutions for those who cannotipayediately and those who cannot pay at all.

Composition of World health expenditures, 2003
(World spent US$3.6 trillion on health in 2003)

General
Other Government
Private hsurance 4% (excl. Social

20% Insurance)

Social hsurance
25%

Out-of-Pocket™
18%

Source — World Health Organization
3.1.3 Community Financing

The emphasis of community support in most develppountries has been on providing resources,
either financial, material or human for the estgtioinent or improvement of health and sanitation

infrastructure e.g. Health facilities, latrines,|\wgetc.

Community financing of health activities requiresnomunity organization. The most serious
problems have arisen in trying to sustain contrdms to pay for the recurrent costs of programs.
People have frequently been unwilling to continu@ay for programs from which they were not

benefiting at the time.

Greater reliance on community financing of healtbdaas been advocated for several reasons,

which include:
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+

Individuals / households spend a lot of money pasoig modern and traditional healthcare
from the private sector. It would not be additiobatden if this expenditure were redirected

towards services that have a greater impact onthheal

Community financing will attract other unexploite@sources like labour, land and Page | 6¢

contributions in kind.

People will readily use and cooperate with servibes they have helped to create and later

help to maintain.

It is a suitable mechanism for mobilizing contribat from the self-employed.

Community financing cover the following

v

Paying at full or preferential rates for healthiliies organized through community efforts.
The crucial feature is that the community rathantbstablished market forces or individual
negotiation has approved this form of payment.

Paying for socially organized voluntary communitgurance schemes e.g. prepayment for
services that may be linked to income or productiora healthcare scheme for which

standard charges are laid down.

Giving of gifts in cash, labour, or kind for whide wholly individual benefit is expected but

from which the donor may partake of the collecthemefits.

Paying for the creation and utilization of communitapitalization schemes for the
promotion of healthcare such as nutrition and afioit funds from which grants or loans are
given to members for health-related activities.

SELF ASSESSMENT EXERCISE 4

List the benefits of community financing of health.

4.0

CONCLUSION

There are various forms of healthcare financingnhggdublic and private. Healthcare financing

options vary from one country to the other. Theam be variations even within countries.

Government alone can no longer bear the total obdtealthcare. Hence, other options of

healthcare financing are getting some attentioohEd the options in healthcare financing has its
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merits and demerits. In this unit the options afedi government financing, user-fees and

community financing have been discussed.

5.0 SUMMARY

Page | 67
In this unit you have been able to go through tlaomoptions in healthcare financing which

include; direct government financing, user char@msg-of-pocket expenses), health insurance,
community financing, you have also been able talse@dvantages, disadvantages of each option

of healthcare financing discussed in this module.
6.0 TUTOR MARKED ASSIGNMENTS

Discuss user fees as an option in healthcare fingnand what are the advantages and

disadvantages of this option.
7.0 REFERENCES/FURTHER READINGS

Financing District Health Services. Internationabi&shop held 1 — 158" April 1994 in Nairobi
Kenya. Published by GTZ Eschborn, Germany.
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World Bank (1994). Development in Practice Betteralh in Africa: Experience and Lessons

Learned. The International bank for Reconstrucéind Development / The World Bank.
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1.0 INTRODUCTION

You will remember that in Unit 8, we described timportance of healthcare financing and looked
at some of the options in healthcare financing tlkect government financing, user fees (out-of-
pocket expenses) and community financing. In thisather options in healthcare financing which Page | 6¢

are equally important will be discussed.

SELF ASSESSMENT EXERCISE 1
What are the options in healthcare financing disedsn unit 8?

What other options do you know of apart from thdseussed in unit 8?

2.0 OBJECTIVES
On completion of this unit, the learner should bk do:
° know what healthcare financing is, and

e describe the major options in healthcare financitgich will include direct government

financing, user charges, community financing irs timit.
3.0 MAIN CONTENT
3.1 Health Insurance

Health insurance is a system in which prospectorgsemers of care, make payment to a third
party in the form of an insurance scheme, whicthéevent of future illness will pay the provider

of care for some or all of the expenses incurrezhlth insurance is a mixed source of finance as
it often draws contributions from both employersl amployees and sometimes government.

Contributions to such schemes are often mandaitwsre are three main types:

A. Government or social insurance — maybe compulsomyotuntary often employed in the

formal sector. Contributions based on individuailsome not on actual risk

B. Private insurance — coverage through third-partyepanstitutions. Employer based
insurance-employers or parastatal or private bodmwe as the third-party payer or

collection agent.
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Health insurance diversify sources of revenue efhibalth sector, individuals play some role in
paying for their own healthcare and to spread tiveldn of health costs over time and across a

wider population which will reduce risk.

A variety of insurance mechanisms can be used I firance the health services rendered toPage | 7C
individuals and families. These entails collectiminfunds directly from potential users of the
healthcare system, either to pay the providershieir services or to reimburse users in full or in

part for payments made to providers.

Membership of health insurance scheme can be \ajotr compulsory. Government, statutory
agencies, profit making organizations, or non-profking organizations such as, cooperatives or
benevolent societies can operate these schemesistiang agency may employ the providers of
healthcare and own facilities (the direct methad¢antract with healthcare providers — public or

private (the indirect method).

The advantage of insurance is that it convertsediptable future health expenses into payments
that can be budgeted for in advance. The agreementert large, infrequent and unpredictable
expenditures into smaller, periodic payments. Tipasgnents are collected to a pool of resources
that can be drawn upon to meet the needs of acipantit who encounters misfortune of ill-health.

Nearly all developed countries that now provide #ane right to healthcare to the whole
population went through an evolutionary stage ofuntaryhealth insurance followed by

compulsory health insurance.

Compulsory insurance— These schemes are generally financed by emglayel or employees’
contributions calculated as a percentage of payColimpulsory insurance schemes may cover the
self-employed as well on a compulsory or voluntaagis. However, it is extremely difficult even

in developed countries to collect compulsory ctmtiions from the self-employed.

Voluntary insurance — People may be allowed to be voluntary contritsuto a social security
scheme, run by government or statutory agencieghwl compulsory to others. Alternatively,

they may insure with profit or non-profit agenc@shey may join a group scheme.

Insurance schemes typically require the patiemhaie an initial payment for care (deductible)
before applying for benefits and many also reqtiegpatient to pay a small share of the additional

amount (co-payment) — these two devices are interidediscourage overuse of healthcare
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services. Some insurance programmers have sewsthrates for common procedures, and have
defined a limited number of “services” for whichyp@ent will be made. These moves are intended

to control the claims against the insurance fund.
3.2 Foreign Aid Page | 71

Donors are important financiers of healthcare indaf especially where the government has been
unable to meet health needs due to revenue sherifairing the 1980s bilateral donors accounted
for 62% of total health assistance in Sub-Sahafana while multilateral agencies provided 32%
and non-governmental agencies 6%. External fingrnisigenerated mostly through development—
oriented institutions such as bilateral agenciadtilateral organizations and banks e.g. UNICEF,
WHO, UNDP, World Bank, EEC, and USAID etc.

Financial cooperation is generally channelled tghoa central authority in the recipient country
such as Ministry of Finance or Ministry of Natioinning. In some cases, funds may be routed
directly to particular ministries, agencies or NG®@#ile NGOs in financial terms may be small
in most cases, their potential for mobilizing peoahd strengthening their self-reliance cannot be

overlooked.

Foreign aid has played invaluable role in publipenditures in developing countries but has some

negative effectdike:
> Emphasis on vertical programmers

> Sustainability problem

> Priority program often determined by donors andreoipient countries.

> Some donor funding of programs are out of proportmtotal health needs.

> Poor coordination of efforts by various externakmgjes involved in funding of the
programmers.

SELF ASSESSMENT EXERCISE 2

I. List some organizations providing foreign aid irahle in your locality.
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il. In what form are these aids financing healthcare?

3.3  Voluntary contributions

These are contributions usually from individualgayups within the country. Philanthropists may b |72
age | 72
make cash donations and/or donations in kind (mgkl equipment, etc). Religious groups also

fall into this category. Some groups run non-proféking health services.

Other private sector involvement

> Medical services run for employees by private asipgovernment enterprises.
> Salaried government physicians engaged in priviatetipe.

> Physicians engaged in full-time private fee fovess practice.

> Chemist shops/Pharmacies.

> Private for profit hospitals and clinics.

> Indigenous or traditional practitioners and quacks.

The above are some forms of healthcare financingchwmay be profit oriented but then

contributing immensely in some ways in financindhealthcare
4.0 CONCLUSION

There are various forms of healthcare financingnhggdublic and private. Healthcare financing
options vary from one country to the other. Theam be variations even within countries.
Government alone can no longer bear the totalafdstalthcare; hence other options of healthcare
financing are getting some attention. Each of thi#as in healthcare financing has its merits and

demerits.

5.0 SUMMARY



NSC407 INTRODUCTION TO HEALTH ECONOMICS
In this unit you have been able to go through tlaomoptions in healthcare financing which
include; health insurance, foreign aid and voluntamtributions (philanthropists).
6.0 TUTOR MARKED ASSIGNMENTS
Page | 73
Analyse succinctly health financing in Nigeria.

7.0 REFERENCES/FURTHER READINGS

Financing District Health Services. Internationabishop held 1t — 158" April 1994 in Nairobi
Kenya. Published by GTZ Eschborn, Germany.

GTZ (Deutsche Gesellschaft fur Technische ZusamrmertaWorkshop Report.

http://www.paho.org/English/DD/PIN/ptodayl8 sep®mh

World Bank (1994). Development in Practice Betterakh in Africa: Experience and Lessons

Learned. The International bank for Reconstrucéind Development / The World Bank.
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1.0 INTRODUCTION

Everyone no matter how healthy needs medical daerae point in time. This may be in form of Page | 73
preventive care or treatment for sicknesses amndi@s. With medical care comes payment of fees

in one form or the other.

Affordability of such fees at the point of use mmydifficult. Health insurance provides a form of
financing which makes payment for the fees relffieasier. Health insurance is an institutional
and financial mechanism that helps householdsyiahails and organizations to set aside financial

resources to meet costs of medical care in thet®feiness.

The advantage of insurance is that it convertsediptable future expenses into payments that can
be budgeted for in advance. From this you will obsdhat health insurance scheme option in
healthcare financing significantly differs from udees which in some places are described as

‘cash and carry'.
2.0 OBJECTIVES

The learner through this unit is to;

o understand what health insurance scheme means,
° know the various types of health insurance sheme, a
° know some of the problems that can be encounterbdalth insurance scheme.

3.0 MAIN CONTENT
3.1 Definition of Health Insurance

Health insuranceis a system in which prospective consumers of naake payment to a third
party in the form of an insurance scheme, whicthéevent of future illness will pay the provider
of care for some or all of the expenses incurrezhlth insurance is a type of insurance whereby
the insurer pays the medical costs of the insdréniinsured becomes sick due to covered causes,
or due to accidents. The insurer may be a privegarozation or a government agency. Health

insurance is an agreement between a person, wtellésl the policy holder, and an insurance
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agent. Insurance agents or carriers are organmsatiat offer financial protection in case of ibse

or injury and pays for the policyholder’'s mediaaatment.

The fundamental concept of health insurance isthatances costs across a large, random sample

of individuals. For instance, an insurance compaag a pool of 1000 randomly selected Page | 7¢
subscribers with each paying N1000.00 per monfity Bf them get really sick that month while

the others stay healthy, which means the insuramiggany, can use the money of the paid by the

healthy people to treat the sick persons.

Insurance Agent
(POOL OF FUND)

Premium Payments

MEMBERS PROVIDER

A

Services
STRUCTURE OF HEALTH INSURANCE

SELF ASSESSMENT EXERCISE 1

Briefly describe the concept of health insurandessate.

3.2  History and Evolution of Health Insurance

The concept of health insurance was proposed id b§Hugh the Elder Chamberlen from the
Peter Chamberlen family. In the laté™@ntury, early insurance was actually disabilistirance
that covered cost of emergency care for injuries dould lead to disability. This continued until
the 20" century where all laws in some jurisdictions in tfulating health insurance actually
referred to disability insurance and patients vexgected to pay for all other costs of medical care
in a form of fee for service. Today health insueschemes cover a wider area of healthcare to

include the cost of routine, preventive, and emeecgdiealthcare procedures.
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The origin of health insurance can also be tracednédieval Europe when labour unions,
associations of employers of labour and craftsneeméd guilds which in turn created funds to

help members in times of need on account of ilinAkBough they started with cash benefit they

later broadened the scope to request doctorstifyabnesses and paid them to provide healthcare

for members. New incentives then came from emptoyeth the scheme becoming compulsory Page | 77
as employers in specific high-risk industries sastmining, began to make employment often tied
together with willingness to pay contributions. Wihese, came the development of earnings-
related contributions rather than risks-relatedtiwoutions. This potential for such solidarity was
exploited in Germany in 1883, Austria in 1887, Naywn 1902 and the UK in 1910. By the early
1930s compulsory health had been developed in mdsstrialized countries of Europe under the

name of sickness and maternity insurance

SELF ASSESSMENT EXERCISE 2

Write a short essay on the history of health inscea

3.3  Types of Health Insurance
3.3.1 Private Health Insurance

Private health insurance is a contract betweemsurance company and the customer and in the
private sector. Private insurance can bedimups like companies, labour unions, professional

association or foindividuals.

Private: This is through employer owned on-sight healthlitaes or through contract with outside
providers, contribution payable is based strictiytbe needs of the individual i.e. the higher the
health needs of the contribution the higher thampent.

3.3.2 Public Health Insurance

The public sector third party may be parastatasjiance scheme, government, and social security
and sometimes the providers. With the publicly eehtiealth insurance, the good and the bad risks
all receive coverage without regard to health stawhich eliminates the problem of adverse

selection and amplifies the problem of moral hazard
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3.3.2 Social Insurance

Insurance program financed by government throughet@enues that guarantee citizens financial
benefits for events which are beyond individualtooinsuch as old age, disability and poor health.
Payment is irrespective of the needs and is usbakgd on employment and income. Page | 7¢

3.3.4 Community Sponsored Insurance

A community based program which normally operatethe rural areas and mostly localized e.g.

healthcare scheme in Thailand, Tsonga in Kwarae Sikigeria.
Other types ofHealth Insurance SchemidIg) include
3.3.5 Direct

Here the Health Insurance Scheme builds or remt®an healthcare premises exclusively for the

use of the insured persons.
3.3.6 Indirect

Here the scheme makes contracts with selecteddmmvior the provision of defined services at

negotiated prices; the authority rather than tisei@d persons makes the payment.
3.3.7 Reimbursement

The patient buys his own medical care in the peivaarket and then sends the receipted bills to
the insured who reimburses the insured personréithhgpart of the full cost or on the basis of
standard payment for a particular service which mermally be well below the prices actually

paid.

SELF ASSESSMENT EXERCISE 3

List the types of health insurance scheme and expkch type briefly

3.4 Problems of Health Insurance Include:
1. Increasing cost of healthcare.

2. Some private insurance companies charge peopldfatedt rates based on their own

personal health.
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3. Some medical problems may not be covered by thenseh

4, Healthcare recipient is not involved in negotiatitige cost of care. Some healthcare

providers have popular and unpopular ways of cdiimtgothese costs.

Page | 7€

5. Some providers may have different rates for theespracedure for those insured and those

not insured.
3.4.1 Problems with Private Health Insurance
There are two main problems and these are advelsgisn and moral hazard.

Adverse selection Describes the tendency for only those who welé&fit from insurance to buy

it or participate in it. Adverse selection can leaan insurance company with primarily sick
subscribes and will have the problem of balanciagtbe cost of medical expenses with a large
number of healthy subscribers. This is becausealtitygpeople are more likely to purchase health
insurance because they anticipate heavy medidalviilereas those who consider themselves to
be healthy may decide that medical insurance isnaecessary expense; if they see a doctor once
in a year and it costs N500.00, that much bettan thaking monthly insurance of N600.00. The
insurance companies too can deny those with medlistbry suggestive of a future a heavy

financial burden may be denied or screened out.

Moral hazard — Describes the state of mind and change in bebauvhat results from the
knowledge the health insurance will take care ofliced bills and people therefore overuse
medical care since they do not incur out-of —poekeenses. Where health insurance is in practice,
people who do not have insurance cover or are undared may wait for too long out of fear of

high medical bills until the illness become lifeghtening.

SELF ASSESSMENT EXERCISE 4

Describe the observed and likely problems of heaitbrance scheme from your view of our health
system.

4.0 CONCLUSION

Health insurance is an option of health financihgttis used in most developed countries and
increasing number of developing countries are jtaoticing health insurance scheme. It converts

unpredictable future expenses into payments tmalbedoudgeted for in advance. There are various
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types of health insurance scheme. The scheme npeaapo be a sustainable way of financing
healthcare and reduces the problem of ‘cash amg’ ¢eralth financing and this to a large extent
reduces the emergency of huge financial burden wimrsehold need to utilize healthcare

services.
Page | 8C
5.0 SUMMARY

This unit has given you a definition of health iremwce and described the various types of health
insurance. They include private and public heal8urance, direct and indirect health insurance,
social insurance, community health insurance amdlngrsement health insurance. The various
problems that can be encountered in health insaradleceme are described in this module. Also
described are the two main problems in privatetheasurance which are; adverse selection and

moral hazard.

6.0 TUTOR MARKED ASSIGNMENTS

1. Describe the various types of health insurancersele&nown to you.

2. What are the common problems of private and puigalth insurance scheme?
7.0 REFERENCES/FURTHER READINGS
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1.0 INTRODUCTION

Health is fundamental to the socio-economic devekeqt of any nation. Nigeria like many other
countries have its people health funded by govemymieut as result of the inadequacy of
government funding several other options in healthdinancing are also in place. Page | 8

All tiers of government are involved in health céirmncing even though the level of health they
fund differ. The proportional allocations of monty health sector out of the total budgetary
expenditure by these tiers of government vary amrably. Effective use of the meager financial
resources available to the health sector in Nigenaains a problem and challenge.

2.0 OBJECTIVES

In this unit learners are expected to:

° understand the what the National Health Policynis©iealthcare financing,

° know about the various roles of the different tiefgovernment in healthcare financing,
o be able to describe the various options in healéhftaancing that is used in Nigeria, and
o familiarize themselves with the pattern of healteaaxpenditure in Nigeria.

3.0 MAIN CONTENT
3.1 National Health Policy on Healthcare Financing

The 1988 National health policy declares that Faldand State Government shall review their
allocation of resources to the health sector artdimvavailable resources give priority to primary
healthcare. Also, community resources are to beilmed in the spirit of self-help and self-

reliance.

In the 1988 policy it states that efforts shallrbade to redistribute financial allocation among
primitive, preventive and curative healthcare sssito ensure that more emphasis is placed on

primitive and preventive services other highligbtshealthcare financing include;
+  Exploration of health insurance scheme.

+ User charges for curative services but subsidizedemtive services.
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+ Public assistance shall be provided to the soc#ty economically disadvantaged segments

of the population.

+ Governments of the Federation shall encourage gmpdoof labour to participate in
financing healthcare services to employees. Page | 84

Within the rights of individuals to participate the economy of the nation, private individuals

shall be encouraged to establish and finance grivaalthcare services in under-served areas.

Within the concept of self-reliance, communitiealshe encouraged to finance healthcare directly
or find local community solutions to health probkethrough contribution of labour and materials

Mechanisms shall be established to undertake agngnstudies on benefit of various health
programmers in relation to costs and inclusionr@iygsis of needs in terms of cost, material and
personnel in all consideration of health technolagg of the establishment and maintenance of
health infrastructure.

SELF ASSESSMENT EXERCISE 1

List the major healthcare financing issues addrebgdhe National Health Policy.

Recently the public sector reform of governmentitm®wn form in the health sector, which is
referred to as the health sector reform. Healttoseeform seeks to improve efficiency in service
delivery, make healthcare accessible and providditguhealth services. Government is now
outsourcing some of the services in the healtHitiasi like Laundry, Security service, Kitchen

among others. Government is also promoting pubiiape partnership in healthcare delivery.
3.2  Health Financing by Tiers of Government
Local Government

The provision of primary healthcare is largely tesponsibility of the various Local Governments
within their Local Government Areas. Each the Logavernments are expected to provide the
various components of PHC. This requires faciljtezguipments and personnel.

The Local Government provides funding for this levaf care particularly the public institutions

providing this care.

State Government
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The State governments provide secondary healthdaioh is specialized care to patients referred
from the Primary Healthcare through in-patient ant-patient services of hospitals for general

medical, surgical, pediatrics patients and comnyumgalth services.

Specialized supportive services such as LaboraBiopd Bank, Rehabilitation and Physiotherapy Page | 85
services are supposed to be available at this. &t type of care is expected to be at the level

of districts, Local governments and zonal levelsath State.

In addition to the secondary healthcare service,State Governments also provide supportive
PHC services to the Local Governments.

Federal Government

The Federal Government is involved in provision specialized services through Teaching

Hospital and other special hospitals which prowdee for specific disease conditions or specific
group of patients e.g. Orthopedic, Ophthalmic, Matg and Pediatric Hospitals. This level of

care requires big facilities, infrastructures agdipment as well as highly skilled personnel. This
is financed by the Federal Government althoughemtfs some State governments now get
involved in provision of this level of care. In atidn to this role, the Federal Government also
provide supportive and supervisory role to Primtdealthcare at the State and Local Government

Levels.

SELF ASSESSMENT EXERCISE 2

Write briefly on what each tier of government fieanin healthcare delivery and give specific

examples.

3.3  Options in Healthcare Financing
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Government Financing of Healthcare

This option as in healthcare financing has beerplate since the colonial period. From
independence government continued to fund heakhoarform of primitive, preventive and

curative healthcare as described above. Page | 8¢

In the past there were some governments that heel Healthcare programmers where the
government make healthcare free to its people aadthe cost of such care. The coverage of such
healthcare was however grossly inadequate. In efaWe very cost required to provide such free
healthcare which some of the State governments weable to provide, the free healthcare
programmers virtually became ‘no’ healthcare. Spangicular health needs are still provided free

by some State government e.g. free eye tests, mahtsre, children care.
User charges

This option in healthcare has been in place oven@ period. Though initially at a low scale, but
is now increasing and the most dominant in heatéhdmancing in Nigeria. This is with its
advantages and disadvantages. Remember you leavdrious advantages and disadvantages of
this option in healthcare financing in Unit 6 ofstimodule. Affordability of cost of healthcare is a
big problem to many Nigerians and this is affectitijzation of services. Unfortunately patients

go for alternatives that are usually sub-standaterims of quality of care.
Community Financing

In Nigeria, there are several community based argéions. Some of these organizations engage
in self-help projects which include health relasetivities. Some communities erect buildings for

health centre.
Some provide labour to augment healthcare finanicirigeir areas.

Communities are sometimes involved in preventivaltheare services | the form of digging of

public wells, construction of public latrines.

Some communities are however faced with poor domtions to sustain projects they had earlier
embarked upon. At the same time some communitgpt®that were completed and handed over

to government are poorly maintained.
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Health Insurance

The National Health Insurance scheme which had beéine drawing board for decades in Nigeria
has been launched and is in its early phase otimghtation. Most of the people currently enrolled
on the scheme are public civil servants. The scheitiretime will cover increasing number of Page | 87

people in the country.

Private healthcare financing is also availableams urban settings in Nigeria. Unit 9 discuss in

more details health insurance scheme in Nigeria.
Foreign Aid

Nigeria receives foreign aid from several interoadl agencies and bilateral government agencies.
Some of these funds are channeled through the mN#tBlanning Commission. A number of
international agencies also channel funds direttlyvarious levels of government, Non-

Governmental Organizations and religious groups.

SELF ASSESSMENT EXERCISE 3
I. Describe the various options of healthcare finagamnthe community where you work.

il.  List areas of differences in healthcare financipgans in the community where you come

from.

3.4  Healthcare Expenditures

Total public health expenditures consist of expsnseurred in the provision of all forms of
healthcare by all levels of government. There sfficient data on this. Available data point to
the fact that public expenditures in the healthiadtas been very low either when compared with
those of other key sectors of the economy, suadasation, agriculture, etc or when expressed
in percentage terms in relation to the gross damesbduct. Total government expenditure in
relation to GDP ranged from 4.3-5.5% from 1998 @92. In percentage terms, the federal health
sector in relation to total federal government expeires fluctuated between 0.98% and 2.51 %
between 1980 and 1990. Recent data suggest arittiase in percentage budgetary allocation to
the health sector but still far short of World hbea@rganization recommendation of a minimum of
15% to the health sector.
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While the health sector in the 70s and early 80swemes between 2.0% and 3.0% of the Federal
recurrent budgetary allocation, its share in theeSand Local Government levels range from 10-
11% and 31- 40% respectively. Between 1998 and 2004rnment expenditure on health as a

proportion of total expenditure ranged between-3711%.
Page | 8¢

Total health expenditure reveals that at all lewélgovernment; recurrent expenditures take the
lion share. At the Federal level, the recurrentslud the health budget was between 64.8% and
70.0% between 1980 and 1990 respectively.

Also, on the average for State and Local governm88t0% and 90.0% of the health budget is
devoted to recurrent expenditure, while personost dominates the recurrent expenditure. User

fee (out-of-pocket expenditure) is the predomirexpenditure for healthcare in Nigeria.

As a proportion of total expenditure on health,rdses ranged from 90.4 — 95.0% between 1998
and 2004.

Federal allocation to Primary Healthcare (PHc) Ibasn negligible less than 0.5% of recurrent
expenditures. Although the proportion is still latwere is an indication that the policy emphasis
on PHc in recent time has led to a gradual increatee level of its funding. However, major part

of the State and total Local government health btdgdevoted to PHc.

Out of the total budgetary allocation to the healtor, a disproportionately high percentage is
expended on recurrent expenditure to the detrimieocapital expenditure. This is responsible for
the rapid decline in standard of public health Ifaes, poor infrastructures and inadequate

equipments for health services.

SELF ASSESSMENT EXERCISE 4

Write on the major features of healthcare expenektin Nigeria.

4.0 CONCLUSION

Healthcare financing is addressed by the Natiomalltd Policy. Adherence to the National Policy
on health financing does not appear satisfactooye@iment funds both preventive and curative
healthcare but the gap in funding over the years Braught in other options in healthcare

financing. Available data suggest that user feats-¢b-pocket expenses) is the highest contributor
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to healthcare financing in Nigeria. Generally goweent funding of healthcare in Nigeria is far

below WHO requirement.
5.0 SUMMARY

Page | 8¢
In this unit you have been put through the Health@iaancing from the perspective of the National

Health Policy. The various options of healthcanaricing in Nigeria has been described. This unit
also helps you to understand the trend and paitteealthcare expenditures in Nigeria and this

will help you understand the current state of Hetatilities and services.
6.0 TUTOR MARKED ASSIGNMENTS

1. Describe the various options in healthcare finagpanNigeria.

2. Write on the pattern and trend in healthcare exjperedin Nigeria.
7.0 REFERENCES/FURTHER READINGS
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1.0 INTRODUCTION

Health Insurance Scheme is now in place in Nigasiane of options for healthcare financing. The

history of health insurance scheme in Nigeria isr@/decades but not until 1997 that the scheme

was officially launched. The implementation of #eheme in Nigeria is planned to be in phasesPage | 91

commencing with pubic civil servants. Private seatwolvement is incorporated into the scheme
with the use of Health Maintenance OrganizationdV($) to collect contributions from

participants and also pay providers of services.
2.0 OBJECTIVES

In this unit readers will be made to:

o know the historical background of health insuraimcigeria,
o know the objectives of the scheme and the heakhuarered by the scheme,
o understand how the scheme works.

3.0 MAIN CONTENT
3.1 Historical Perspective

In Nigeria, the first search for health insurangstem started in 1962 during the first republice Th
federal government invited Dr. Halevi through theernational Labour Organization (ILO) to look

into starting an health insurance system in Lagos.

Dr. Halevi supported the system but the Nigeriardidl Association opposed it. The civil war

years, caused the matter to be shelved but wasaditsted by the National Council on Health in
the early 80s, two decades after. The Minister @&lkh, Admiral Patrick Koshoni, on the advice
of the National Council of Health commissioned adgtled by Professor Diejomaoh of the
Nigerian Institute for social and economic resedd®84). This was later followed in 1965 by a
feasibility study chaired by Mr. Yinka Lijadu oféhNational Insurance Corporation of Nigeria
which found the scheme feasible, workable and delk&rin Nigeria. Finally, in 1988, Professor
Olikoye Ransome Kuti, commissioned the National @ottee on Establishment of the NHIS,

chaired by Emma-Eronini and recommended the capitatodel, which is easy to run and almost
tailor made for our health system and traditionse Tnited Nations Development Programme

(UNDP) and ILO consultants along with others corntddc¢heir own studies in Nigeria to provide
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costing, draft legislation and implementation glirtes for establishing the scheme in 1992. Then
the federal executive council, which had givenapgroval in 1989, directed federal ministry of
health in 1993 to start the scheme, which was llagthén 1997, and finally signed to law in May

10, 1999 by the then Head of State General Abcats#bubakar.
Page | 92

SELF ASSESSMENT EXERCISE 1

Write a short essay on the history of health insceascheme in Nigeria.

3.2 NHIS: The Nigerian Concept

It is a social health security arrangement to piteviinancial security to the citizens against
unforeseen ill health. A scheme established by niawber 35 of 1999 to improve healthcare
delivery by providing a sustainable alternativersewf funding healthcare services. The scheme
works on the principle that higher income earneits subsidize those with lower income; and
those with lower health needs will subsidize thogh higher needs. Resources are pooled among
a large population so that sufficient fund willinade available to take care of individuals needing
healthcare at any one time. It will be a solutiohte problem of inappropriate use of the levels of
healthcare leading to unnecessary costs and uildatidn. It guarantees access to healthcare as
of right to participants.

The establishment of the scheme was informed bgeheral poor state of the nation’s healthcare
services especially in relation to accessibilityjakfy of services rendered, utilization and
distribution, the excessive dependence and pressutiee government provided health services,
and dwindling funding in the face of rising costhafalthcare services.

3.3 Objectives of the scheme

The objectives of NHIS include:

1. To ensure that every Nigerian has access to goalthbare services.

2. Protecting families from the financial hardshiphofge medical bills.

3. To ensure equitable distribution of healthcaresastong different income groups.
4. Limiting the rise in the cost of healthcare sersice

5. To improve and harness private sector participaiidhe provision of healthcare services.
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6. To ensure equitable patronage of all levels oftheate.

7. To maintain high standard of healthcare deliveryises within the scheme.

8.  To ensure availability of funds to the health seéo improved services. b P
age | 93

9. To ensure efficiency in healthcare services.

10. To ensure adequate distribution of heath facilivéhin the federation.

SELF ASSESSMENT EXERCISE 2

List the objectives of the National Health Insuraischeme

34 Healthcare Benefits of the Scheme

The benefits derived from participating in the sokeare defined by law, are fairly comprehensive

and include the following:

Defined elements of curative care such as:

4+ Outpatient attendance.

+ Maternity care for up to four births for every imed person.
+  Consultation with defined range of specialist.

+ Hospital care in a public or private hospital istandard ward, during a stated duration of
stay, for physical or mental disorders.

+ Eye examination and care, excluding tests for hedattual provision of spectacles.
Defined dental care:
»  Consultant, Oral examination, preventive care aaid pelief.

» Preventive care including immunization, family ptarg, ante-natal, post-natal care and

health education.
»  Prescribed drugs and diagnostic tests.

>  Prostheses and rehabilitation.
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From the above it is evident that the contributiba small affordable amount buys a lot in terms

of healthcare.

3.5 How the Scheme Works

Page | 94
For participation in the scheme, contributors Wit register with an NHIS approved Health

maintenance Organization (HMO) and thereafter tegiwith a primary healthcare provider of
his/her choice for an approved list of providerp@ied HMOs. When a contributor is registered
he will be issued an Identity card (ID) card witpersonal identification number. In the event of
sickness the contributor presents his ID card $sochbsen primary healthcare provider (PCP) for
treatment. A contributor has a right to changeR@$ after a minimum period of six months if he
is not satisfied with his services. Disputes betweetors in the scheme shall be settled by
arbitration boards to be set up at state level,s#hmmembership includes representative of NMA;
Pharmaceutical Society of Nigeria; The National gesation of Nigerian Nurses and Midwives
and the public. The HMO will make payment for seed rendered to him to the healthcare
provider. A contributor may be asked to make a komapayment per prescription at the point of

service.

A contribution made by the insured person entitiesself or herself, spouse and four children
under the age of 18 years to full health bendfitavever students in school upon to the age 25years
qualify as dependants. Extra contributions wilkéguired for additional dependants. Contribution
to be made by formal sector employees for healtiefits under the scheme will be 15% of wages,
the payment of which will be by both the employeel the employer. The employee pays 5%,
while the employer makes up the remaining 10%. dmployee’s part of the contribution is to be
deducted from his pay with the employer addingdvisn and subsequently forwarding the total

payment to the appropriate quarters.

The implementation of the scheme is planned tolphases to cover all Nigerians categorized as

follows:

1. Employers in the formal sector (public and privateheir contribution will be paid by their
employers and those in public sector by the fedsede local governments parastatals and

agencies as appropriate.
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2. Self-employed person (market women, traders, adigarmers and businessmen etc) — they
will be encouraged to pay their contributions eithg themselves or through cooperatives

formed by them.

3. Rural dwellers —for this group suitably priced pn@gnmers designed for them will be Page | 95
implemented in consultation with various organizas such as the community banks,

cooperatives, local state and federal governmentgetl as donor agencies and other NGOs.

4. Vulnerable groups which include the unemployed atped, the disabled, the street children,
the retarded and the retirees — their contributwlhbe paid on their behalf by the federal
government, state government and local governm&@Os, local community and

philanthropists.

It is however important to emphasize that coverajebe phased starting with employees in the
formal sector representing a definable group.

SELF ASSESSMENT EXERCISE 3

Write briefly on how the National Health Insurartseheme works.

4.0 CONCLUSION

The National health Insurance Scheme is set tagea@ccess to quality healthcare to all Nigerians.
Quiality, accessible and sustainable healthcareishadequately funded, will be guaranteeing a
healthy populace, also provide an economically pctide one, the benefits of which will be
accruable to the individual, the organization amthe Government. The scheme is already being
implemented in the country and started with workerhe public sector.

5.0 SUMMARY

In this unit you have read through the history eflth insurance scheme in Nigeria and the
objectives of the scheme were itemized. Also th#oua benefits of the scheme are listed. You
have also been able to understand how the schemks.\Wide next unit will discuss the strategies

and action points in the implementation of the sohe
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6.0 TUTOR MARKED ASSIGNMENTS
Write an essay on the history of Health Insurand®ege in Nigeria.
7.0 REFERENCES/FURTHER READINGS
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1.0 INTRODUCTION

In Unit 9 you read through the history of healthurance scheme in Nigeria, the objectives of the
scheme as well as the benefits of the scheme.

Page | 9¢
In this unit you will be exposed to the strategreshe implementation of the scheme in Nigeria.

In the evolution of the National Health Insuranaeh&ne, the recognition of inefficient and
inappropriate use of resources as prevalent andrneg problems in the health sector, informed
the decision to make the scheme private-sectoedrivhis led to the introduction of HMOs as

integral stakeholders in scheme.
2.0 OBJECTIVES

In this unit readers will be made to:

° know the strategies for the implementation of NadidHealth Insurance in Nigeria,
° know the action points in the implementation of [SHand
o understand the classification of the various health providers in the scheme.

3.0 MAIN CONTENT
3.1 Strategies/Implementation Action Points in Nigeria
3.1.1 Use of HMOs

As the financial managers of the scheme and thattions include:

1. Collection of contributions from eligible employeasd employees.

2. Collection of contributions from other contributors

3. Payment of healthcare providers for services reatler

4. Maintenance of quality assurance in the deliverigedlthcare benefits under the scheme.

Private or public individuals/establishments maynfathese organizations, which are limited
liability companies solely formed for the purpog$emvision of health services and registered by

the scheme.
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SELF ASSESSMENT EXERCISE 1
I. What is Health Maintenance Organization (HMO)?

ii. Mention some of their functions.
Page | 9¢

3.1.2 Involvement of Insurance Companies

The NHIS saw a need to entrust the provision ofntladpractice insurance to only reputable and
reliable companies. The role of Insurance in theeSw also includes Healthcare delivery as

Health Insurance Companies.

As the private sector has now been allowed fullipi@ation in the operation of the National Health

Insurance Scheme, the operative from this secéotoabe:

1. Health Maintenance Organizations (HMOs) to be fatniyy Healthcare Management
professionals.

2. Health Insurance Companies (HICs) to be formedbyrance professionals for the purpose
of NHIS.

An insurance company with adequate resources doutd a health insurance subsidiary for this
purpose. In the alternative; a number of compamey jointly register a Health Insurance
subsidiary. However, the role of both HMOs and #H€s would be the same, as both of them
would ensure that health providers provide the ireguhealthcare to the insured user under the

scheme.

To be able to perform this role the Health Insues@ompanies must be registered by the Corporate
Affairs Commission, satisfy the requirements of iblal Insurance Commission and must
ultimately be registered by the National Healthuha;ice Council. As the scheme is expected to
take off initially only in some pilot states, eddlC is expected to put in place necessary fadlitie
for efficient operation in the zone in which therqmany will operate. For proper functioning, it is
advisable that Healthcare management professitoratspart of the health Insurance Companies.

The HICs are expected to be associated with HMQOswih carefully select from the registered

healthcare providers, those they would use for #®y role of healthcare delivery to their insured.
Proper record keeping and regular monitoring ofrtieperations, using modern information

technology will enhance the success of the scheme.
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In what ways can insurance companies be involvédHis?

3.1.3 Malpractice Insurance
Page |

In order to ensure seriousness in the healthcanadars and also that compensation is available100
for an aggrieved user of their service or negligetize National Health Insurance Scheme requires
every healthcare provider to have in force malpcadnsurance. It is expected to be one of the
conditions of their registration. As medical praetis noted for its nomenclature, malpractice

insurance seems to be the medical nomenclatupgdéessional indemnity insurance.

Apart from the physician, all other professionalshe healthcare provider’s outfit such as nurses,
midwives, pharmacists, physiotherapists, radiogeephshould possess valid professional
indemnity insurance either as an individual or a®ioorate body, depending on their mode of

operation.

SELF ASSESSMENT EXERCISE 3

How relevant is malpractice insurance in healthclesery in Nigeria?

3.1.4 Registration/Licensing of Healthcare Provides

A healthcare provider is a licensed government rorafe healthcare practitioner or facility

registered by the scheme for hate provision ofthdsnefits to contributors and their dependants.

They are classified under the scheme as eithein@apr healthcare provider or a fee-for service

healthcare provider.

The primary healthcare provider (gate-keeper) salive as first contact with the care system and

they include:

) Private clinic/ hospital

o Primary healthcare centre (private or Government)

o Nursing and maternity homes (overseen by a doctor)

e  Outpatient department of General, Specialist aratii@g Hospitals.
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Payment for services rendered by these providecsritributors shall be by capitation. This is a
predetermined sum of money paid by the HMOs on Ibefia contributor for services rendered

by the provider. This payment is made monthly wletr not the services are used. The fee-for-
service healthcare provider include: specialist toig¢ pharmacists, laboratory scientists,
radiographers, physiotherapists and dentists. i’gfe |
The provider shall only provide services to thetdbator on referral from the primary healthcare
provider, the essence of which is to ensure theogmpate use of the levels of healthcare for
efficiency. Their payment will be made immediatety completion.

3.1.5 Payment System

Health providers under the scheme will be paidegithy capitation or fee-for service rendered.
Capitation is the payment to a primary healthcao®ider by the HMOs on behalf of a contributor

for services rendered. This is made monthly whetheot the services are used.

Fee-for service-:this is made by HMOs to non-capital receiving tieadre providers who rend

services on referral from other healthcare prowder

When a registered client in a health facility canes some form of healthcare, the client is
required to pay directly to the provider 10% of th&al cost of care consumed that are within the

coverage of the scheme.
3.1.6 Responsibilities of the Provider

The NHIS is a worthwhile scheme that will be of iemse benefits to the entire stake-holders,
including the healthcare providers. But any prowibo hopes not only to survive but also grow
in the new dispensation must be well equipped feasith the changes that are imminent with
new healthcare funding arrangements. A good uratetsig of the principles of the NHIS is
imperative. For the scheme to succeed there amomswilities imposed on the healthcare
providers and they include:

1. Provision of agreed services that are of good tualithe patient at all times.

2. The provision and maintenance of standard faglitietheir establishment.
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3.7

1.

Providers’ facilities are required by law to set ggpality assurance programmed. Such
programmers must be well-defined, comprehensiveplpm-focused, effective, well-

coordinated, and flexible and cost efficient.

Creating means effective communication withiguas, their relations and friends and Page |
putting in place an efficient feedback mechanismgebthe views of patients, monitor their 102
reactions and level of satisfaction with the tygaslity of service offered, and ensuring the

needed adjustment are made.

The provider should at all times abide by the mimn of the legal agreement between
himself and the HMO.

There should be in place organized booking systereduce waiting time for patients to a

minimum level.
Classification of Healthcare Providers

Primary Healthcare Providers —this is the first contact with the Scheme i.e. geépers.

This can be narrowed into primary healthcare centdich include:

2.

Comprehensive healthcare centers.
Nursing and maternity homes (With prove of acceddédical Practitioner).

Out-patient departments of General Hospitals, $itgcHospitals, Specialist Hospitals,
Federal Medical Centers, Teaching Hospitals, Arireates, the Police and other uniformed

services Hospitals/Clinics, University Medical Ganst and Federal Staff Clinics/Hospitals.
Non-specialist private hospitals and clinics.

Secondary Healthcare Providers- they provide health services on referral fromm@ry

ProvidersThese include:

ii)

General/Divisional Hospitals (out-patient speciaiare and in-patient care for medical,

surgical, pediatrics, obstetrics and gynecology, etc
Specialist Hospitals/Reference Hospitals

Federal Medical Centers
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iv) Pharmacies
v) Laboratories

vi) Dental clinics
Page |

, : . 103
vii) Physiotherapy clinics

viii) Radiography centers, etc.

3. Tertiary Healthcare Providers provide health services on referral from primand a

secondary levels. These include:

i)  Teaching hospitals ;

i)  Specialist hospitals,

iii)  Specialty/specialized hospitals (orthopedic, psatchu, etc),
iv) Federal medical centers, and

v)  Military reference hospitals.

4.0 CONCLUSION

The National Health Insurance Scheme is set toigeoaccess to quality healthcare to all
Nigerians. Beneficiaries of the scheme registehvatHealth Maintenance Organization that
collects contribution from the employee and empiogied also make payment to providers of
health services. Clients are expected to make fuseaith facility through a primary care provider

who refers the patient to other levels if necessary
5.0 SUMMARY

Private participation in the scheme through Helslintenance Organizations has been described.
The strategies and implementation action pointh®ischeme are also described in this unit. You
have also been exposed to the classification oftthéacilities for the purpose of effective

functioning and referral system within the scheme.

6.0 TUTOR MARKED ASSIGNMENTS
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1. Write an essay on the Operations of the NationaltHénsurance Scheme.
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1.0 INTRODUCTION

Economic evaluation is now becoming increasing irtggd and relevant in healthcare delivery. In
view of scarce resources, decision makers needdw kow best to use the little available funds
judiciously. Through economic evaluation variousatgtgies of healthcare delivery can be Page |

compared objectively making it relatively easy hmase the best and most efficient service. 106

2.0 OBJECTIVES

In this unit the learner is to:

o understand what economic evaluation is, and
o the various methods of economic evaluation
3.0 MAIN CONTENT

3.1 Costs-Benefit Analysis (CBA)

The CBA makes comparison on the cost incurred badénefits obtained from the utilization of
resources for healthcare service provision. Wheib#nefits exceed costs, the resources have been
effectively utilized. Cost benefit analysis compatlee costs and benefits in using resources in a

specific way as against alternative uses.

Cost benefit analysis allows for the identificatiomeasurement, and comparison of the benefits
and costs of a programme or treatment alternalitae. benefits realized from a programme or
treatment alternative compared with the costs @¥iping the programme or treatment alternative.
Both the cost and the benefits are measured anctded into the monetary equivalent in the year
in which they will occur. Future costs and benddits discounted or reduced to their current value.
The costs and benefits are expressed as a rdienédit— to-cost ratio). If the Benefit/Cost raiso
greater than 1 the program or treatment is of valeethe treatment benefit outweighs the cost of
providing the programme. Where Benefit/Cost is é¢oidl, then the benefit equals the cost. If
Benefit/Cost ratio is less than 1, then the progoarteatment is not economically beneficial. To
measure in monetary terms the benefit of an heaaligrvention particularly in developing

countries is difficult and a major limitation toing this type of economic evaluation.

3.2  Cost-Effectiveness Analysis (CEA)
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It compares the cost or effectiveness of differeptions of using resources. Because of the
difficulty in measuring benefits particularly huni@mian benefits, cost-effectiveness analysis is
often used for economic appraisal in healthcareA & way of summarizing the health benefits
and resources used by competing healthcare progarttsat policy makers can choose among
them. The outcome unlike the input is not measuredonetary unit. i’gge |
Cost-effectiveness-Analysis investigates the bedtcheapest way of achieving a single objective
by comparing effects and costs. The aim of CostdEffeness Analysis (CEA) is to determine one

of the following;
+  Which of a number of possible interventions achsexgjiven objective at least cost?

+ Given a fixed budget, what possible interventionximizes the effectiveness of the

expenditure?

The best cost-effective intervention is the onélite lowest total costs and in a situation where
interventions are equal in cost, the better orleeésone with highest effectiveness. The most cost-
effective alternative is not always the least gostternative for obtaining a specific treatment

objective.

SELF ASSESSMENT EXERCISE 1

Differentiate Cost Benefit Analysis from Cost Effieeness Analysis

3.3 Cost of lliness Evaluation

This identifies and estimates the overall cost p&#dicular disease on a defined population. This
method is often referred to as ‘burden-of-ilinesmsd it involves measuring the direct and indirect
costs attributable to a specific disease. This otketf evaluation does not really compare various

strategies. Rather, it helps establish the coatparticular disease on a defined population.
3.4  Costs-Minimization Analysis

Cost-minimization analysis (CMA) involves the detaémation of the least costly alternative when
comparing two or more treatment alternatives. InAClhalysis, the alternatives must have an
assumed equivalency in outcome. This method ofuatiain is simple as it compares competing
treatment modalities or programme as long as tierevidence that the outcomes of both

modalities are equal.
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Other forms of Economic Evaluation

Another form of economic appraisal is Quality Adpd Life Years (QALYS’) which is a cost-
utility analysis (CUA). It allows more than one &pf outcome to be included unlike CEA. This

however assumes that there are no other obje¢tvesalthcare than health maximization. Page |
108

CONCLUSION

Economic evaluation is becoming increasingly refeva healthcare delivery. This will assist in
making informed choice on the most effective sgi@e or intervention that can be used in
healthcare delivery. Each of these methods of enanevaluation has their limitations and the
areas in which they can be applied. Costing thefiteof health intervention or programme is a

big challenge in developing countries.
5.0 SUMMARY

In this unit, you have been able to read about @won evaluation. This unit also describes some
types of economic evaluation which include; costdfi analysis, cost effectiveness analysis, cost

of illness evaluation and cost minimization evailrat

6.0 TUTOR MARKED ASSIGNMENTS

1. Describe the various methods of economic evaluatidvealthcare delivery.
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