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The Situation ,

Constantly changing and expensive technology, MRI scanners, etc
New medical treatments

Increase in elderly population

New diseases such as CJD, AIDS and others.

Recurrence of old diseases, Tuberculosis, Meningitis, Influenza
Resistance to Antibiotics, penicillin, etc.

Higher expectations of health care

But unwillingness of Society/Politicians to increase budget.
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Scarcity:  pow s Ml

Scarcity ,

Scarcity has two sides: the infinite nature of human wants and the finite or limited nature
of resources available to produce goods and services.
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Reallocation of resources for health: PR VI W)

Reallocation of resources for health ,

Reallocation can be of five main types:

among health care activities

among non-health care activities within the health system (e.g. seat-belt legislation)
between health care and non-health care activities within the health system
between the health system and other systems (e.g. education)

among other systems
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What is Economics? vy ool

What Is Economics?,

Economics can be defined as “the study of the allocation of resources among competing
ends”
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What Is Health Economics ,

The branch of economics dealing with the use of scarce resources (medical and non-
medical) to achieve health-related objectives
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Definition of Health Economics ,

Health economics can be defined broadly as the application of the theories, concepts and
techniques of economics to the health sector. It is thus concerned with such matters as:

the allocation of resources between various health-promoting activities

the quantity of resources used in health delivery

the organization and funding of health institutions

the efficiency with which resources are allocated and used for health purposes

the effects of preventive, curative and rehabilitative health services on individuals and
society.
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Branches of Economics i g Shao!

Branches of Economics ,
Economic appraisal

The evaluation of the relative costs and benefits of different programs (in health,
education, the environment, etc.)

Positive economics
Understanding and predicting the behavior of consumers, insurers, providers, etc.
Normative economics (welfare economics)

Evaluating the efficiency (less often, equity) consequences of different arrangements.
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Different Economic Inquiry ,
Descriptive

Direct observation based on fact with a view to knowing what is happening. Predictive
(explanation)

Development of models to predict services used, costs and health status with a view to
understanding why trends are happening

Evaluative

Determining costs and benefits of alternative interventions, with a view to recommending
best practices
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Different Levels of Economics? ,
A more common distinction is that between
microeconomics and macroeconomics:

Microeconomics: Study of individual markets. Macroeconomics: Study of the economy
as a whole: inflation, unemployment, productivity growth, and how fiscal and monetary
policy affect these, etc...

Health economics, in its positive and normative aspects, is microeconomics (economic
appraisal is not really part of either micro- or macroeconomics)
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Economics and Health Policy ,

Many, if not most, highly visible issues in health care policy have economic aspects, and
economics has much to contribute to evaluating the consequences of policy alternatives:

private insurance
user fees and medical savings accounts
physician and nursing supply

Other issues that are less visible, such as physician and hospital payment mechanisms, also
have important economic aspects.
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Demand Versus Need o> LDl

Demand versus Need ,

Demand: Goods and services people want because they feel it increases their utility,
and they are therefore willing and able to pay something to get it

People may not really “need” some of the goods and services they want in the sense
such goods and services are not really important to their survival
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Starting Point in Analyzing Demand in the Market Place: e g Ll

Starting Point in Analyzing Demand in the Market Place ,

Quantify how much of a good or service people want — or will demand — at different
prices

Get real data from functioning markets and record how quantities demanded go up
or down, as prices go up or down.

Plot the data to make a real demand “curve”
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The Demand Schedule

* A demand schedule

Demand Schedule is a table showing
For Telephone Calls how much of a given
QUANTITY product a household
PRICE DEMANDED SIF
(PER  (CALLS PER would bg willing t(?
CAlLL) MONTH) buy at different prices.
$ 0 30 .
0.50 25 ** Demand curves are
3.50 7 usually derived from
7.00 3
10.00 1 demand schedules.
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The Demand Curve

“* The demand curve is
a graph illustrating
15.00 how much of a given
\ product a household
would be willing to
\ buy at different prices.
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Price
w
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Quantity demanded
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Quantity Demanded: e Ll

Quantity Demanded ,

Quantity demanded is the amount (number of units) of a product that a household
would buy in a given time period if it could buy all it wanted at the current market
price.
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Other Properties of Demand Curves

> Demand curves intersect
the quantity (X)-axis, as a
result of time limitations and
diminishing marginal utility.
< Demand curves intersect

15.00

L the (Y)-axis, as a result of
g 7o00| - limited incomes and wealth.
sol: i
O 13 30

Quantity demanded
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The Law of Demand

*e* The law of demand

states that there is a
15.00 negative, or inverse,
& \ 1P | Qq relationship between
= L P 1Q price and the quantity
g " \ ¢ < of a good demanded
8 7.00 \ and its price.
& asofii-™ * This means that
0 \. e demand curves slope
013 7 25 30 downward.
Quantity demanded
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Determinants of Household Demand: V"é” Lo

Determinants of Household Demand ,

A household’s decision about the quantity of a particular output to demand depends
on:

The price of the product in question.

The household’s tastes and preferences.

The income available to the household.

The household’s amount of accumulated wealth.

The household’s expectations about future income, wealth, and prices. The prices of
related products available to the household.

Price of Substitutes
Price of Complements
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Related Goods and Services: e LS

Related Goods and Services ,

Substitutes are goods that can serve as replacements for one another; when the price
of one increases, demand for the other goes up. Perfect substitutes are identical
products.

Complements are goods that “go together”; a decrease in the price of one results in
an increase in demand for the other, and vice versa.
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Shift of Demand Versus Movement Along a

Demand Curve

= A change in demand is
not the same as a change
in quantity demanded.

* In this example, a higher
price causes lower
quantity demanded.

* Changes in determinants

of demand, other than
price, cause a change in
Quantity

demand, or a shift of the
entire demand curve, from
D, to Dg.
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A Change in Demand Versus a Change in

Quantity Demanded

* When demand shifts to
the right, demand
h increases. This causes
\ quantity demanded to be
: greater than it was prior to
the shift, for each and
every price level.
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A Change in Demand Versus a Change in
Quantity Demanded

To summarize:

Change in price of a good or service \
leads to "

Change in quantity demanded \
(Movement along the curve). o*

Change in income, preferences, or
prices of other goods or services \ \
leads to

Pree (8)

Change in demand

~ (Shift of curve). i \,, \,,n
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The Impact of a Change in the Price of
Related Goods

«  With Increase in ketchup price the
demand curve for Hamburger shift to left

Y =N
\ 7, Tk, S NN\
| AN o\

\ o?acdtcc
| N

«  With increase in chicken price the demand

Price per pound of hamburger (§)

curve for Hamburger shift to right

g NN
Pounds of hamburger Ak
* Price of hamburger rises \

A ™
* Quantity of hamburger \ \

demanded falls
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The Impact of a Change in Income

* Higher income = Higher income
decreases the demand increases the demand
for an inferior good for a normal good

. ] e
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Quantity Quantity
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From Household to Market Demand: N SLa ol

From Household to Market Demand ,

Demand for a good or service can be defined for an individual household, or for a
group of households that make up a market.

Market demand is the sum of all the quantities of a good or service demanded per
period by all the households buying in the market for that good or service.
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From Household Demand to Market Demand

** Assuming there are only two households in the
market, market demand is derived as follows:

Household A's demand Household B's demand Market demand curve

Prica ($)
“ 4

\ . :\
3 o 4 6 7 10
qQuantity quantity Quantity
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What is the supply curve?
price
s
P,
P1
Q;, Q. quantity

How much producers will produce at any given price?
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The Supply Schedule ,

A supply schedule is a table showing how much of a product firms will supply at
different prices. ,

Quantity supplied represents the number of units of a product that a firm would be
willing and able to offer for sale at a particular price during a given time period. ,

Supply Schedule For
Soybeans
QUANTITY
SUPPLIED
PRICE (THOUSAMNDS
(PER OF BUSHELS
BUSHEL) PER YEAR)
5 1

1.75 10
2.25
3.00
4.00
5.00
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The Supply Curve ,

A supply curve is a graph illustrating how much of a product a firm will supply at
different prices. ,

Supply Schedule For
Sovbe "‘

SUPPLIED
PRICE (THOUSANDS
(PER OF BUSHELS
BUSHEL) PER YEAR)
$ 1 0

1.75 10
225 20
3.00 30
4.00 45
5.00 45

S = N W s, O
1
- \

Price of soybeans per bushel ($)

0 10 20 30 40 50

Thousands of bushels of soybeans
produced per year

Cowly o Sloil Lol cad 201381 L wiST o lo o381 Lo ds jeasje Jloged ol jo aiS oo camlive a5 jghailen
bdm)‘sa‘s:bs_i»d..ad..s..\SoLiaLo.md)‘).b)bLgb‘b)lmMJ.CMchLu‘)oMo&‘)smd‘
e Bl K0 o ad e e (slel Vaamo Lo ol ognis i oy Ll Wil o 1500 4 e e il
O30 L 0 650 Ll oSyl e wiS 0oy wilgd cad 09 YL Cod d> 52 08 a5ty 0 2l SO 4 Ll Ll el
oo A5 Sl JJo e 4 0l Galgzs 0l dbye 390 YL o2 B 08 4z 2 g lade SOl ] Co

Mdm‘ysoyo.cb}&u]é%u‘ggwﬁww‘w

D50 Oguo Yol L Yo Law ails 5 12 Caad WS o3 (5,8 500 a5 oS o odwline s e oo red (0 Lo
Jlogd oo @gie o briuhawl liads aaw (pl Mes g oS ades (BT0 51 Lo Wlgh ced &8ly jo g WS o
oo o Gl 0 Caand g 0gd oo (U olael oo slael lo s ,e Jgux j0 le pod e j0 a0 SO

Fr



Aoy (Sxing &by ¥ (60 (o V)LES o Lo ()0

The Law of Supply , The law of supply states that there is a positive relationship
between price and quantity of a good supplied.

This means that supply curves typically have a positive slope. ,

™ — TQ,
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S 5 i«P \LQ ,
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g 1]
S
§ 0 T T T T 1
a 0 10 20 30 40 50
Thousands of bushels of soybeans
produced per year
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Determinants of Supply ,

The price of the good or service.

The cost of producing the good, which in turn depends on:
The price of required inputs (labor, capital, and land),
The technologies that can be used to produce the product,
The prices of alternative products.

Number of producers
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A Change in Supply Versus a Change in Quantity Supplied , A change in supply is
not the same as a change in quantity supplied. ,

In this example, a higher price causes higher quantity supplied, and a move along
the demand curve

2,
25 ” / :
af af
Quantity

In this example, changes in determinants of supply, other than price, cause
an increase in supply, or a shift of the entire supply curve, from SA to SB.

LB 5o Cnl Conl Sglis adje 5 450 3 50 CueS ( @udAS (o0 3,8 Lol 5 LOLE 590 eI (0 Lo 45 johailen
g oads aseie SA e din o]y ad e comie S e el oS (oo c0wline &S jshailen o5 le Dgles Souen
ol Q) @ Q- 3l as e cuwS iali8l cel PY @ Pl Ceed Gl dsse soe Gles (g9, 9S00 L
Lo slp pogie o (omie g 4dye e i Tlwl 00,5 i ad,e LT ol ds 0 CunS s Con [0 bl el
3 e Caly G @ dgdlulr ad,e suie Yaol &S o e bl i ST Ll cesl (Bog3 sl pwSA sl

by S il 6 el Ao il Koo L] 09 oo oglie pogie loxis] . el SB S0 x|

fv




Aoy (Sxing &by ¥ (60 (o V)LES o Lo ()0

A Change in Supply Versus a Change in Quantity Supplied :AL)

When supply shifts to the right, supply increases. This causes quantity supplied to
be greater than it was prior to the shift, for each and every price level. ,

Sa

T s

=~y - - - - - - - -

o S S

Suantity
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To summarize:
Change in price of a good or service 2
leads to ik Vs
Change in quantity supplied ¥
(Movement along the curve).
o
Qamty
Change in costs, input prices, technology, or prices of related goods and
services o
leads to °, e
P, / /

Change in supply

(Shift of curve). " //

dy o 4
Cuanthy

Wi S o0 |y adye Liulidl Eo Loine YU BOX o oS aslin pal 1) pgas 90 cpl 0gin lied asle aSl o,
ol BOX jo g 0iS o oy &J}élQ’fa\.,Q‘g Jas,e CaeS PY 4 Pe s l8lb o o) ad e coS
0 Dy S 0> 0 ol bxol aSogd o LulaSB aSAGl e Koo S adn oo |y as e olidl Leds

(ST (G, A0 ,S

fA



Aoy (Sxing &by ¥ (60 (o V)LES o Lo ()0

:\’Q)La‘

price P

« Increased Cost of Input
eIncreased Number of producers
*Poor Technology

«More profitable alternative Products

quantity
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 Decreased Cost of Input
sDecreased Number of producers
) =Improved Technology
price , 3 .
=lLess profitable alternative Product
-
’ SI’
o>
-
quantity
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From Individual Supply to Market Supply ,

The supply of a good or service can be defined for an individual firm, or for a
group of firms that make up a market or an industry.

Market supply is the sum of all the quantities of a good or service supplied per
period by all the firms selling in the market for that good or service.
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Market Supply , As with market demand, market supply is the horizontal
summation of individual firms’ supply curves

Firm A's supply Firm B’s supply Firm C's supply Market Supply

S
-~

5,000 10,000 10,000 30,000 10,000 25,000 25,000 65,000
quantity quantity quantity Quantity
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In perfectly competitive markets... ,

Individuals demand goods and services until the marginal value of each is equal
and equal to their price

Suppliers adjust supply until the marginal cost is equal to

the market price

The price mechanism acts as a regulator, adjusting until D and S are in equilibrium
The resulting allocation of resources is efficient
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Market Equilibrium,
Only in equilibrium is quantity supplied equal to quantity demanded. ,
At any price level other than P-, the wishes of buyers and sellers do not coincide, .

-

Price ($)
R
o
&

Quantity

A e 1y Bl oSG et Jlie lain Lolis g as e gla ot Condg 4 puiS ol Lo 05 o0 5L Jolas w384
CaS Ol b o9 ply a6 3550 eSS (aBge @l )0 Mas wil Lol imie @ly po Lo Dv mie 5 0y
asS oSS, w)s‘smlﬁsupplywﬁ?ag e dy (o0 Jobs 4 b el cwed SO o Lol o )40
)0 g AS ol ) Soen Jovie 90 ol a5 ol dais SO o laddg i cowl ool ools LaSe b lxsl o oS
L 9,500 Cuard o 0 Wigd (oo plp pal 4dje 390 CueS b LAl 0)50 CoeS plp Cod S L a5 el abas
b Cou &8y aiS oo odolin a5 jghilan. Clls waleds 0925 (S ol WKl 0 Ll a5 (6,50 CueS 2
ol § AT S e Con eyl eSS g Cwed G Quantity G L price o b sgd o ,L 50 Jols
5l L5 50 oS s Qo] Qe 5 o Lo S jiie CnS fo o (a2l S By o
@ Lol o] g 05 oo plp CueS L aS Cnl ol pl (695 AS s (o0 des Gl A e (ol alho CocoS

D R0 ahli 2 655055 (o0 B 09> lrpe &ly 40 s den mlo (LI Lol g oyl adlil 4l e
CooS &bly ;0 Mas Sy (o0 A5 (o0 0daline a5 jshailen 0y S0 i o | Plaks led U Gleis 09wl
Wi (o 300 alols oo b L bgo cnl 5 0 salss QF Lot adje el 5 03 salss QF Las slolis o0
Ui Jol G 4y 9 0,5 wales posd I ojlas (108 ol comsg jo JIL e ditins (SO el CoeS 50 ol (9>

©9y $°

oy



L Jolad Vg (o VLS ooy (oo
:f Ag.){m‘

Market Disequilibria: Excess Demand ,

Excess demand, or shortage, is the condition that exists when quantity demanded
exceeds quantity supplied at the current price. (P less than P- ,

When quantity demanded exceeds quantity supplied, price tends to rise until
equilibrium is restored. ,
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Market Disequilibria: Excess supply ,

Excess supply, or surplus, is the condition that exists when quantity supplied
exceeds quantity demanded at the current price.(P>P-),

When quantity supplied exceeds quantity demanded, price tends to fall until

Price (§)

R
4
“\\

& @ o
equilibrium is restored. , Quantity
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Increases in Demand and Supply
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Increases in Demand and Supply , Higher demand leads to higher equilibrium
price and higher equilibrium quantity
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Higher supply leads to lower equilibrium price and higher equilibrium quantity, .
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Decreases in Demand and Supply

Price (§)
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Decreases in Demand and Supply , Lower demand leads to lower price and lower
guantity exchanged.

-, \\//S i

Qy

Price S)

o

Qo
Quantity

Lower supply leads to higher price and lower quantity exchanged, .
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Relative Magnitudes of Change
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Relative Magnitudes of Change , The relative magnitudes of change in supply and
demand determine the outcome of market equilibrium
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Relative Magnitudes of Change
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Relative Magnitudes of Change , When supply and demand both increase, quantity
will increase, but price may go up or down. ,
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price % change in quantity demanded

% change in price of the good

quantity

Percent change in quantity demanded
in response to 1 percent change in price
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% change in quantity demanded
Y% change In price of the good

quantity

A 10% change in price produces
a-13% change in demand: -13/10=-1.3
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% change in gquantity demanded
% change in price of the good

& = quantity
0.3 1.3

A 10% change in price produces
a -3% change in demand: -3/10=-0.3
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% change in quantity demanded
% change In price of the good

Range: 0—=20
Inelastic: 0—-1
Elastic -1—=

@495%
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Determinants of Demand Elasticity ,

Availability of substitutes -- demand is more elastic when there are more
substitutes for the product.

Importance of the item in the budget -- demand is more elastic when the item is a
more significant portion of the consumer’s budget.

Time frame -- demand becomes more elastic over time.
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Hospital care -0.14 to -0.17
Physician care |  -0.161t0-0.35
Cigarettes . - 0,30 to -0.50
Apples -1.15

Foreign travel -3.10

. Cinema tickets . -3.40

Source: As summarized in Sherman Folland, et al. 2004, The Economics of Health and
Health Care; Fourth Edition (Mew Jesey: Prentice Hall)
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Empirical evidence from US
Empirical evidence from US , Early PED -+ V¢ to -).°
Famous RAND experiment found

= gverall: -0.2

= hospital: -0.17 to -0.31 Clearlv inelastic but
= oputpatient: -0.17 to -0.22 not perfect:lv

Does not vary with income, health, site of research
Cost-sharing had the same effect on appropriate and inappropriate care ,
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Empirical evidence from Indonesia,
Health center
Children: - ..y

Adults: - yv.-f
Elderly: - - fv,

Source: Gertler and Molyneaux (ya4v)
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Empirical evidence from Peru

¥ Low income individuals “*High income individuals

* Private doctor: -0.44 * Private doctor: -0.12
* Hospital outpatient:- 0.67 * Hospital outpatient:-0.33
* Health clinic: -0.76 * Health clinic: -0.30

Source: Gertler and van der Gaag (1990)
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Empirical evidence from Pakistan

“+ Low income female children
= Traditional healer: -0.43
= Public clinic: - 0.43
= Private doctor:- 0.17
= Pharmacist: -0.44

** Low income male children
= Traditional healer: -0.43
= Public clinic: - 0.43

++ High income female children
= Traditional healer: -0.24
= Public clinic: - 0.23
= Private doctor:- 0.09
= Pharmacist: -0.25

“+ High income male children
= Traditional healer: -0.26
= Public clinic: - 0.27

= Private doctor:- 0.17 = Private doctor:- 0.10
= Pharmacist: -0.44 = Pharmacist: -0.27

Source: Alderman and Gertler {1997)
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Implication for health policy ,

Consider the effect of introducing cost-sharing in an affluent country
Will it reduce utilization?

Will it reduce inappropriate utilization?

What is the effect on cost containment?

Consider the effect of cost sharing in a developing country

Do you expect elasticity estimates be similar or different? Why?

What is the policy implication of your hypothesis?
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Price Elasticity of Supply (PES)

% change in quantity supplied
% change in price of the good

price

quantity

Percent change in quantity supplied
In response to 1 percent change in price
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Price Elastisity of Supply(PES)
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Price Elasticity of Supply (PES)

% change in quantity supplied
% change in price of the good

price ;

quantity

A 10% change in price produces
a 7% change in supply: 7/10=0.7
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Price Elasticity of Supply (PES)

% change in quantity supplied
% change in price of the good

price

quantity

A 10% change in price produces
a 16% change in supply: 16/10=1.6
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Price Elasticity of Supply (PES)

% change in quantity supplied

% change in price of the good

price

S1
Range: 0—+0
Inelastic: 0—1
Elastic 1—+20

quantity
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Income elasticity

“* Definition: percent change in quantity demanded in
response to 1 percent change in income

= IfIE > 1: Luxury good
“"f1>IE>0: Normal good
" fIE<O: Inferior good

*+ 2 effects of income change
* demand more health services
* demand better quality services
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Income elasticity ,

Definition: percent change in quantity demanded in response to ‘percent change in
income IfIE>\: Luxurygood If \>IE> .: Normal good If IE less than
Inferior good

effects of income change demand more health services demand better quality
services
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Empirical evidence ,
Cross-national studies imply that health care is a luxury good
OECD countries: IE>

v. African countries: IE=)
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Contribution of physician services to the

production of health care
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Physician Density, 2000
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Female participation in the physician workforce

United States [EERLEE 23.1

Switzerland

Sweden _” 139.2

Portugal _ 152 1449
—Jﬂ.ﬁ_lm_z
Norway _1’ 1372

Foland

Mew Zealand
Netherlands
Japan
Hungary

Finland

25.1

9.1

1326 m 1970

- 261 2000

14.3

49.3

265

1 50.7

Czech Republic —Jﬁllshﬁ

101
Canada 1311

Austria _Lﬁ-l 33.1

0 10 20 30 40 50

60

Propartion of practising physicians who are female
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European Union Working-Time Directive ,
A maximum fA hour working week averaged over a reference period;

A minimum daily rest period of \\ consecutive hours a day;

A rest break where the working day is longer than six hours;
A minimum rest period of one day a week;

A statutory right to annual paid holiday of four weeks;

Night working must not exceed eight hours a night on average.
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Physician Density and Waiting Times

Hip replacement
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Physician density and health expenditure
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Optimal Density of Physicians ,

In Australia, a benchmark was proposed of v..5\ full-time equivalent practicing
physicians per \,--. population based on \aa¥ data (Australian Medical Workforce
Advisory Committee and Australian Institute of Health and Welfare, y445).

In England, the National Health Service Plan set forward a target number of - .aov
full-time-equivalent primary care physicians per \,- .- population weighted for need
in each area in England (Secretary of State for Health, v-- ).

In the United States, the Council on Graduate Medical Education proposed a range
of physician requirements of - £ to - A primary care physicians and - .A to .- specialist
physicians per \,- - - population (Council on Graduate Medical Education, yaa¥).
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Input Markets and Output Markets

“* Output, or product,
% markets are the markets
in which goods and
services are exchanged.

* Input markets are the
markets in which
resources—Ilabor, capital,

and land—used to
* Payments flow in the opposite
direction as the physical flow of Produce products, are

resources, goods, and services  €xchanged.
(counterclockwise).
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Prices and Quantities ,

The number of physicians supplying health care is regulated by licensing laws,
including provisions for students trained outside the US, and the capacity of the \y¢

US medical schools.

About \#,..-students graduate from U.S. medical schools each year, and these are
joined by o,- - -immigrant physicians.

The accumulation of these flows has built the current stock of as-,---physicians in
active practice, a stock that is growing at about 7\ .sper year.

More than half of all physicians are part of a group practice.
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Physician Income 1994
% of total ~ Average income
All physicians $182.400
Specialty
General/family practice 15% $121.,200
Pediatrics 8% $126,200
Psychiatry 7% $128,500
Internal medicine 28% $174,900
Pathology 3% $182,500
Obstetrics/gynecology 6% $200.400
Anesthesiology 5% $218,100
Radiology 5% $237.400
Surgery 14% $250,200
Type of practice
Employee or contractor 33% $158,400
Seif-employed 67% $210,200
Solo —49%
2+ MDs - 51%
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A simple demand and supply diagram

for medical schools

Competitive Supply
of Places
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- Market Clearing Tuition
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Subsidized Tuition

]
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aces Demand
for Places
Regulated Number Medical School Place:
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Health System: an inefficient system,

A set of yA» publicly-funded interventions in the United States cost about vy .£$ billion
per year, for an estimated saving of aay - - - years of life (considering only premature
deaths prevented).
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Health System: an inefficient system,

Re-allocating those funds to the most cost-effective interventions could save an
additional svA - - - life years if all potential beneficiaries were reached.
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Health System: an inefficient system,

At the level of specific services, the cost per year of life saved can be as low as yv¢$
for screening and treating newborns with sickle-cell anemia or as high as ».f$million
for radionuclide emission control
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Efficiency ,

Efficiency measures whether healthcare resources are being used to get the best value
for money.
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Efficiency ,

Efficiency is concerned with the relation between resource inputs (costs, in the form
of labor, capital, or equipment) and either intermediate outputs (numbers treated,
waiting time, etc) or final health outcomes (lives saved, life years gained, quality
adjusted life years (QALYY)).
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Technical efficiency ,

Technical efficiency is achieved when production is organized to minimize the inputs
required to produce a given output.

An intervention is technically inefficient if the same (or greater) outcome could be
produced with less of one type of input.
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Economic Efficiency

The cost of any production process is, of course, influenced not only by the quantities
of inputs used, but also by the cost of these inputs.

A production unit which is economically efficient will produce a given output for the
minimum possible total input cost, or maximize output for a fixed value input budget
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Allocative Efficiency ,

Almost all health care programs produce multiple outputs and have multiple goals.
These outputs may be highly heterogeneous with respect to quality and The
production of multiple outputs poses challenges for measurement and comparability.

To inform resource allocation decisions a generic measure of efficiency is required.
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Allocative Efficiency: A Multilevel Concept ,

A wider sense, which concerns the overall adequacy of investment and production of
the health sector relative to society’s wider welfare, and a narrower sense, which
concerns the balance of resource distribution within the health sector.
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Allocative Efficiency: A Multilevel Concept

Through this usage, sectoral cost-effectiveness and cost-utility analysis (e.g. through
the use of DALYSs etc.), or intersectoral cost-benefit analysis can be seen as providing
information on allocative (in)efficiency in health care. , Allocative Efficiency: A
Multilevel Concept
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Hierarchical Relationship of Efficiencies ,

There is a hierarchical relationship among the concepts - technical efficiency is a
necessary condition for economic, and both technical efficiency and economic
efficiency are necessary conditions for allocative efficiency
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Cost Control Strategies,
Limiting wastes and frauds
Increasing Efficiency
Rationing
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The Right to Health A

The Right to Health , The International Declaration of Human Rights “Everyone has
a right to a standard of living adequate for the health and well being of his family
including food, clothing, housing and medical care”
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Global disparities in life expectancy
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Inequity within countries,
African American age adjusted death rates exceeded those for whites
By 7/vv in stroke

By /fv for heart disease
By vy for cancer

By /s00 for HIV infection
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Burdenmn of disease concentration index
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Defining Equity ,

It is important to distinguish between equality and equity:
Equality — concerned with equal shares

Equity — about fairness and it may be fair to be unequal
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Equality of what? ,
Equality of use

Equality of access
Equality of outcome
Equality of Opportunity
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Equality of access ,
Access to health care may have instrumental value to promoting better outcomes
but it may also be valued in its own right as contributing towards procedural justice
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Equality of use ,

There are many problems with this principle:

Not everybody responds to treatment in the same way

It requires that there are no differences in quality.

It ignores differences in individual preferences over health and health care
And it cannot be used as a proxy for equality of access or equality of outcomes
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Equality of health ,

This is concerned with distributive justice and represents a consequentialist view in
which the only concern is with the distribution of health

It has been criticised on the grounds that it is paternalistic and ignores individual
choice and differences in preferences

But Culyer and Wagstaff (144av) argue that “There is a danger in straining out the

gnat of offending personal liberty that one swallows the camel of enduring and
outrageous inequalities of health”.
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Equity in Health
Delivery in relation to health need
Financing in relation to ability to pay
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Equity in delivery ,

Horizontal equity Health care delivery system is horizontally equitable if all people
with equal need for health care are equally likely to obtain the same type of health
care. “Equal treatment of equals”

Vertical equity “

A health care delivery system is vertically equitable if people with greater need for
health care are more likely to obtain care than those with a lower need.”

“More health care for those with more need”
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Are equity and equality synonymous? ,
Some think that:

“Inequity will not necessarily arise as a result of differences in consumption levels
among individuals, but will always be present when consumption by any one
individual or group is below a minimum socially acceptable, ”

al a2l ai &l

iy JJ})L‘ u;/}.: L;/o.,Lc

ddeatr Lol .l 08 Lo 0 y}o.u Al (Spao sl a4 bgipo 45 0,0 029 Tlpled (¢ dl (golud 0

L] deols ol 8y Jao] Jola> a5 09,5 b 0,8 G (6 dhiws 4 Spao 45 o 0 v L Aol 4,/

Cou adly a5 09 wales 1l Con Mes dgies 00ld jgile L 50,50 ;0 Mo a5 it (pl Coge &lg o oyl
3 S 08 51 a5 (0iSin oSS St GieSe Ll Mol s piSin oS (2 Lo s GLSG (2l 9 Slas
3,8 pugSme. A5 8L, e 0,8 ojlail 4y 188 0 3 AT 1S ed S S Gl o 1) (6 s Cweas Cull (6 iy
o o2 b Silow g 88 oz Bl Coul (ux g9050 9050 (nl g 095 1095 ptian o)l (6 i 5L &5 (6 088
Sloas witws jla By 1,88 Gies cnl Gloy Uatil Lo Gy 0j5bee 588 (3095 (55lon 5 3 0kee (55lon 588 Wigiowe
S Sou Seadlw Dlodd Brae 3550 ;0 Lo By Fela g 0)5 o (g bo WS Brae i | el
Gpas ol 5 s Ladl ojlasl o Lais &5 aiS Gpae |y (g tion loasd axied ke a5 1,88 a5 ol opl Lo jolate
Gy ya5 1) oo SO g ] oo Codl o sy S s ol w8l o 4SBT Mae siiws Lo ez A0S
b ye 15T sl g b ples a5 Conl Sleas Slead ()l psXan § 05K )18 s Cadblge 550 4T piSo
O Yoene &8l 0 . Bloas Jolas atus b Gloas a0l dias posXe i Yooro |y mlaw ol aiils 5L 51 oS
S e i e Cebilo Lo Gleas pl w4 aS S 2 1S aendl ded Sl pe aSe Sdgo a5 Cul Slens
B masSioe (o 5 o 0,80 2l yo g iy (l ey 53 a5 05 pamd Sl st 4 ST 5 poce (Slome il Sy S
I 50 Jlie g 4 dguine <y i by Slods 4y cwyiws jo lae g Sdlae @dly j0 . Sleas conl aVole
L sdloe dold s ol s bo Cancd o950 al Gloas 5l Jg o)l Lo a8 it (60,8 G oS diwe Lo
ol el Sleas cpl lae o pmsS o |y ol 05 cdl o wlas ol 5l w6 9,8 ST LIEQUITY GAP

COgiaad lae o ol 0,5 Gl 0 i o SO oS STV aiSise cdl o

\y




Codlw jo cdlae ¥ 60 ow FHLAS o ()0
AR

Are equity and equality synonymous? ,
In other words, some think that:

As long as everybody has access to a minimum health benefits package, there is
equity. If some have access to more than the minimum, there is inequality, but the
system is still equitable, .
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Equity in financing , Yo !
Horizontal equity

Horizontal equity in financing is when people with equal ability to pay make equal
payments for health care

“Equal payments by equals”
Vertical equity

A health system is vertically equitable when payment and ability to pay are positively
correlated

“Greater ability to pay[l higher payment”
“Smaller ability to pay [ lower payment”

To some, a financing system is considered to be vertically equitable if those with
greater ability to pay contribute a greater share of their income to pay for health
care (“progressive” financing.)
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Equality of opportunity

>*Equality of opportunity of
having a healthy life

V7 audlal

Equality of opportunity ,
Equality of opportunity of having a healthy life
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Equity in Delivery and Finance does not Guarantee Equity in Health
Socioeconomic Factors Have Crucial Role in Health
Equity Health Needs More Radical policies for Redistribution of Wealth

These Policies Should Ensure a Baseline Level of Welfare (and not merely health) for
all Citizens
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