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MODULE 1

Unit 1 Introduction to economics

Unit 2 Introduction to health economics
Unit 3 Demand and supply in health care
Unit 4 Cost of health care

Unit 5 Budgeting

UNIT 1 INTRODUCTION TO ECONOMICS
CONTENTS

1.0 Introduction
2.0 Objectives
3.0 Main Content
3.1 Definition of economics
3.2 Basic concepts in economics
3.3 Demand and supply
3.3.1 Demand
3.3.2 Supply
3.4  Global economy
4.0 Conclusion
5.0 Summary
6.0 Tutor Marked Assignments
7.0 References/Further Readings

1.0 INTRODUCTION

Economists are concerned with the wants of humangbe Among

other things human beings want love, recognitiammfort of life and

material things. Economists are concerned with material wants
which ultimately is to improve our well-being or ke a living.

Society’s material wants are virtually unlimiteddamsatiable. Human
basic needs include air, water, food, shelter dothiag but we seek to
have much more than this in terms of goods andcEnthat will make
us live comfortably or have standard living.

Human wants are several times more that the prisgucapacity of our
limited resources, it is therefore difficult to is&¢ our material wants.
The means of producing goods and services areelinahd scarce. Our
desires for goods and services can not be compledgisfied. Over time
wants of man change and multiply and this might ebeesult of
development of new products and extensive promatfdhe product or
change in circumstances.
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In this unit you will be able define economics atddy basic concepts
in Economics. You will also learn about demand auwgpply and
understand economics with a global perspectives Thit will prepare
to understand the subject health economics.

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 wilhélpful in
preparing the learner for good understanding aftheeconomics

o Know about economy with a global perspective

3.0 MAIN CONTENT

3.1 Definition of Economics

There are several definitions of Economics, somehef definitions
which you can familiarize yourself with include:

o Study of how we use scarce resources to producesgaad
services to satisfy our wants.
o Social science concerned with the efficient uselimited or

scarce resources to achieve maximum satisfaaborhuman
material wants

o The study of how best to allocate scarce resousr@sng
competing ones

These definitions are similar and clearly relatecg#ach other, each has
its own special terms and meaning. There are nufsignt differences
in the definitions.

3.2 Basic Concepts in Economics

You need to understand certain basic conceptsanamics to have a
clear understanding of health economics. The besincepts include;
goods, scarcity, opportunity cost, rational choieepnomic resources,
utility, demand and supply.

o Good is a tangible object that is capable of satisfymgnan
wants. Materials like cars, clothes, food, coolas be regarded
as goods and health can also be considered amomeD
good.
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o Serviceis an intangible action that is capable of saingjhuman
want — such services include water supply, heedtre, waste
disposal, etc. Services satisfy our wants as nasajpods do.

Goods such as sphygmomanometers, suction maai@nesad to
provide services.

o Scarcity is a condition in which it is impossible to sayisill
human wants for goods and services and this fothes
central conceptin economics. Scarcity is sai@dcur when
we can not have every good or service that we oeadhen we
want something that we can not have. No one cave ha
everything that he or she wants and we therefake o select
goods and services we think can give us greaddisfaction. For
example some people who are economically disadgant may
have to choose between going for health care amadg uthe
available money to pay school fees or house Exdrcity exists
at individual, institutional, community and govarent levels.

o Opportunity Cost is defined as the value of the second best
choice that is given up when a first choice iglemaEvery choice
one makes is a trade-off between the benefitscasts of one’s
decision. Usually one will want to make a choidatt will
result in the smallest opportunity cost and treatest possible
benefit. If this is the case then one has madeianal choice.

If a person chose to use little money availablénitm to buy

prescribed drugs for his child as against the rottteice of
buying alcoholic drink, that choice can be consaderational.
From this example one can imagine how well peapleose to
make rational choice. Rational behaviour means thiderent

people will make different choices because thegfgrences,
circumstances, and available information differ.ati@nal

decisions may change as circumstances changetoTirgagine

how our culture makes people spend their monegesamonies
rather than spending such money to take careeof 8o that they
can live well.

o Utility is the benefit consumers get from the purchasgoofls
and services. It helps to determine how much tesemer is
willing to pay. Marginal utility is the additionailtility gained by
consuming one more unit.

o Economic resourcesare all natural, human, and manufactured
resources which go into the production of goods services. It
is broadly divided into two:
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Property resources include land (natural resouraas)raw
materials and capital.

Human resources include labour and entreprenealiby.

SELF ASSESSMENT EXERCISE 1

Attempt to define the following terms; Good, SeeyiScarcity and
opportunity cost. Try to understand these termgur own words and
then see how you apply this to the day to day thing/our
environment.

3.3 Demand and Supply

3.3.1 Demand

Demand is the quantity of a product that consumelispurchase at
each possible price. Under normal condition thereairelationship
between the price of a product or service and thentty that will be
demanded.

The law of demand states that if everything elseaias equal, more of
a product will be purchased at a lower price thiza lsigher price or less
of a product will be purchased at a higher prianth lower price. For
example a doubling in the cost or price of a ca@paive will result in
less demand if all else are equal and conversedglaction in the price
or cost will result in increase in demand. If de2are equal implies an
assumption that no other event takes place otlaerttie change in price
to affect willingness of clients to patronize tlez\sce.

You can try and understand demand in the contexgjoofls purchased
for food in our markets. What happens when manylgesuddenly get
interested in buying a product particularly durfegtivities?

Determinants of demand

o Tastes and preferences — Personal feelings toviardvdlue or
desirability of various products. The desire fqraaticular type of
frame for eye glasses may be determined by theithdl’s taste
which may be influenced by what is in vogue.

o Disposable income — The amount of income that mebabe left
after they pay their taxes. The quantity of pradubat people
buy depends on the disposable income. If you \gimen some
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money as a gift you are likely to make demandckntain items
which you probably may not demand for if you wer given

this gift. There is a direct relationship betweksposable income
and demand under normal circumstances. Howevengtimes

demand for low quality or inferior goods are irsay related
to income. Demand for low quality or fake drugsdagven

low quality health care is usually higher amongst with low

income.

Price of related goods — When the price of a goeanges it
often have effect on the demand for a relatedyrb(substitute
good) which can be used in place of the otheyolf find that

you can not afford to buy tin milk as a resuitpoice increase
you may choose to buy powdered milk. Increasepiite of

certain drugs may result in higher demand fora¢tves to the

drugs.

Number of consumers — Increase in the number oplpeaho

purchase a product or utilize a service will braigpbut a change
in demand. In epidemics, the large number of pe@ifected

brings about an increase in demand of some dongsaccines
required to manage or control the epidemics.

Expectation of the future — Demand for a produat caange
based on their expectation for the future

3.3.2 Supply

Supply is defined as the quantity of a good or iserthat firms will
offer for sale at each possible price. The Lawuppdy states that if not
else changes, more of a product will be offeredstide at a higher price
than at a lower price or conversely less of a pcodull be offered for
sale at a lower price than at a higher price If pnee of a product
increases the quantity supplied will increase.

The basiadeterminants of supplyare:

Resource prices — the price used in the productiadhe good or
service. This determines the price of the goofishd price of
production becomes higher it may reduce the sugplypuch
goods.

Technique of production — With improvement in teclogy
some goods become cheaper to produce and thusvenghe
supply of such goods.

Taxes and subsidies — Increase in sales or setaicewill
increase cost of good or service and where swdssiticrease
then the cost reduces. Government subsidy orsdralgy increase
supply of drugs
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. Prices of other goods — In manufacturing firmsyéase in price
of a particular product may make the firm shifptoduction of
similar product of lesser price and through thisrease supply

o Price expectations — Expectation of the futuregn€ a product
can affect the producers current willingness tgpy that
product

o Number of sellers in the market — Other things ¢esqual the

more the number of people or firms involved ie Bupply of a
product or service the more the market supplyrelase in the
number of firms producing anti-retroviral drugsRX) result in
increase in the supply of the drug in the market.

o Demand and supply — For an equilibrium price, tharmgity
offered and the quantity demanded are the samesupply
goes up and demand goes down, the price is ltkedyp down.

As the supply goes down and the demand goes umprite is likely to
go up. You will observe that the later is usualligatvis faced during
scarcity of petrol in Nigeria in which case thecprof petrol goes up.

SELF ASSESSMENT EXERCISE 2

Try and define demand and supply and list out thloisegs that
determine the demand and supply of certain goodsuge frequently.

3.4 Global Economy
Economic Systems

Economic system is a set of rules or understandihgs govern how
scarce resources are used to produce goods anidesethat satisfy
human wants. They are not isolated from the palitiand social
organization or system. All nations have econorgsteans. All nations
are faced with the problem of scarcity becausenutdd resources. This
scarcity forces every economic system to addrese ttentral economic
guestions which are:

(1) What goods and services will be produced froom ecarce
resources?

(2) How will goods and services be produced?

(3) For whom will goods and services be produced?

Based on answers to these questions there areltbeihg economic
systems in the world:
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Capitalism — An economic system in which the factors of produrcti
are owned and controlled by the people. In capitalpeople sell goods
or service to earn a profit. People have privatgperty and also have
freedom of choice to spend their income. In caisialfirms exist to

earn a profit. Role of government in market econasyimited and

there is competition. Private clinics exist to mapeofits and are
privately owned by individuals or groups.

Socialism— An economic system in which the government oand
controls the factors of production. Socialists &&di that the system of
private ownership and control in capitalism resitamany resources
being allocated to the production of goods andisesvfor the rich,
while the poor are ignored. They believe that tlegionomic system is
more stable than capitalism. Workers are ensureglayment.
Socialists believe people should receive a sharghef goods and
services that are produced, regardless of the \altleeir contribution
to production. Socialism is not the same as comsmni

Communism —is an economic and political system that combines
government ownership and control of the factorpmiduction with a
totalitarian form of government.

Mixed economies — where capitalism and socialism as economic
systems are in place, this is commonly the caseainy countries.

SELF ASSESSMENT EXERCISE 3

List examples of countries which fall into the eoomc systems
describe above. Which economic system is in pladgigeria and what
are the reasons for your answer.

4.0 CONCLUSION

You have to understand that the study of econonscselevant to
everyday living and knowledge of the basic conceptsconomics will
prepare you to understand health economics as ralalo in the
subsequent units. The economic system of a natiaihd underlying
factor for demand for services and it determines way goods and
services are supplied.
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5.0 SUMMARY

In this unit you have been exposed to the meaningconomics, the
basic concepts in economics which you need to staled before you
can understand the dynamics of health care fronetlo@omic point of
view. This unit has shown you what demand and suppland the
global economic systems.

6.0 TUTOR MARKED ASSIGNMENTS
1. Define the following terms and give appropriatastration

a. Economics

b. Scarcity
C. Capitalism
2. Describe the determinants of demand for goods andces with

relevant examples.

7.0 REFERENCES/FURTHER READINGS

McConnell C.R., Brue S. (1999). Microeconomics: nEiples,
Problems, and Policies. 4 dition. Irwin McGraw-Hill, USA.

Schiller B.R. The economy today" &dition, 2003. McGraw-Hill/lrwin
Companies, New York.

Stafford A.L., LoCascio H.C. Introduction to Econics. 1994.
Published by Glencoe/McGraw-Hill, 21600 Oxnard St.,
Woodland Hills, CA.

Tomey A.M. (2003). Guide to Nursing Management aaddership. &
edition. Elsevier Science (Singapore) PTE Ltd, Spaye
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UNIT 2 INTRODUCTION TO HEALTH ECONOMICS
CONTENTS

1.0 Introduction
2.0 Objectives
3.0 Main Content
3.1 Definition of Health economics
3.2 Importance of Health economics
3.3 Concepts in health economics
3.3.1 Health as economic good
3.3.2 Medical economics
3.4 The economy and health
3.5 Globalization and health
4.0 Conclusion
5.0 Summary
6.0 Tutor Marked Assignments
7.0 References/Further Readings

1.0 INTRODUCTION

This unit defines health economics and look at $oak certain basic
concepts that will help you to understand healttmemics. Before now
relatively little attention is placed on health pomics in developing
countries. As a result of scarcity health econonsgsw taking a center
stage in health management. Your sound knowledge hedlth
economics will assist you as an individual heal#irec provider to
understand the dynamics of health care in termssbitutional policies,
ways of implementation and how best results caadmeved within the
limits of available resources.

Inefficiency in using resources available for hieatire has affected
coverage and quality of health care delivery inad@ping countries.

You need to understand that for any nation to agvébk citizens must
be productive and they can be productive only wthely are healthy.

2.0 OBJECTIVES

On completion of this unit, the learner should bk do:

o Define and understand what is meant by health en@soand its
importance
o Understand basic concepts in health economics whiltie

helpful in preparing the learner for good underdiag of other
units in this module
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o Assist the learner to see how economy affectstheald vice-
versa
o Understand the demand and supply concepts in heaieh

3.0 MAIN CONTENT
3.1 Definition of Health Economics

Health economics is defined as the applicatiorheftheories, concepts,
and techniques of economics to the health sedtes. doncerned with

issues like allocation of resources within the ®asi health care
strategies, quantity and quality of resources uisdtkalth care delivery,

funding of health care services, efficiency in vsgources allocated for
health care and the effects of preventive, curatared rehabilitative

health services on individuals and the society.

3.2 Importance of Health Economics

You will remember that we defined economics as dtugly of use of
scarce resources. Resources in the health sdatasther sectors are not
enough to satisfy man’s health wants. The main tfancof health
economics is to apply economic theory to practipabblems of
rationing the use of resources for effective heaéne services. In
response to peoples needs and demand.

There is increasing attention on health economicbally as result of

renewed cost-consciousness within the health syatehthe shift from

exclusively humanistic approach to one incorpogpain increasing use
of managerial techniques and quantitative reseaethods.

Countries all over the world are faced with incesh®urden of health
care and pubic fund available to the health seat®ften short of what
is required. You're your experience and observayiom probably would
have made, resources required for health servite@s@eds constitute a
significant proportion of family, community and gavwment
expenditure.

This situation is a common feature in developingintdes. Costs of
medical care is increasing due to heavy diseasdehyrtechnological
changes and increasing cost of required inputkdatth care.

In view of the problem of scarcity, health econonltas become an
important area of health for which need some lefelinderstanding.
Countries need healthy citizens to develop. As &qre you will
remember how unproductive you were when you weére il

10
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3.3 Concepts in Health Economics

3.3.1 Health as an Economic Good

Health can be seen as an economic good or seiheenature of health
Is such that it can be seen as a collective gGudlective goods(or
social goods) are defined as the public goodsdbald be delivered as
private goods, but are usually delivered by theegoment for various
reasons, including social policy, and financed frpablic funds like
taxes.

3.3.2 Medical Economics

Often used synonymously with Health economics. Madeconomics is
the branch of economics concerned with the apjbicadf economic
theory to phenomena or problem associated typiaailly cost-benefit
analysis of pharmaceutical products and cost-e¥ieoess of various
medical treatments. Medical economics often uséhemaatical models
to synthesize data from biostatistics and epidesgwlfor support of
medical decision making, both for individuals amd the wider health
policy. This module will not discuss the detailsneédical economics.

SELF ASSESSMENT EXERCISE 1
Define again or try to explain some basic concepeconomics in Unit
1, relate them to what you have read so far inthemonomics

3.4 The Economy and Health

Health plays a major role in the socio-economic eligyment of a
people. Health can no longer be seen as bye-pranfudevelop but
rather a pre-condition for economic developmente Tiealth sector is
just one of the components of the economic sys&mry sector of the
economy has a bearing with the health sector andnocda be under-
estimated for socio-economic development.

Economic development requires a healthy workfofeg.and imagine a
workforce where about a third of them are ill a¢ thame time, you
know that in that situation productivity will bevio Improvement in
health status of a country represents both gainsveifare and an
investment on the countries future growth.

Healthy people are more productive, perform bettdearning and can
work to make income. Unhealthy people may not ble &b work to

have income and if they work will be less produetiYou know that a
nation with large number of unhealthy people wél tequired to spend

11
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much money on health care and have little for otheivities. Poor
health therefore lowers prospects of developmarda faation.

Also, economic development is usually followed bhawcges in
production which have positive impact on the healtithe population,
although economic development does have negatipadmon health
too. Certain diseases like cardiovascular diseas®s cancers are
commoner in well developed countries than in thss leleveloped
countries mainly because of change in lifestylelltesy from economic
development. For example consumption pattern cleang@ economic
development. Obesity is usually a significant pulblealth problem of
developed countries whereas malnutrition is a pmblof under-
developed countries. Generally economic developmieas more
positive than negative effect on the health of peogEconomic
development makes more money available to the thesdttor for
provision of services.

Health is higher on the international agenda thasr éefore. Concern
for the health of poor people is a central develepinssue. In addition
to its intrinsic value on individuals, investmenthealth is an important
and previously underestimated means of economiceldpment.

Substantially improved health outcomes are a pyeisée if developing

countries are to break out of the cycle of poverty.

SELF ASSESSMENT EXERCISE 2

I List 4 ways health can affect economy
. List 4 ways economy can affect health

Figure 1. Health spending around the world

12
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Health spending around the world, 2003 *
(share of Gross domestic product, %)
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SELF ASSESSMENT EXERCISE 3

I List 5 countries and the continent they belomghat are
developed.

. List 5 countries and the continent they belodogthat are
developing.

3.5 Globalization And Health

Globalization is reshaping the social geographywitvhich humanity
strives to create health or prevent disease. Thermdaants of health
and disease — be they SARS virus or increasing AIlV% are affected
by increasing global mobility. You often here peophy the world is a
global village. What happens in one country readdye effect on other
countries.

Impact of globalization on health

Driven by economic liberalization and changing tembgies, the
phenomena of ‘access’ is likely to dominate to @asing extent the
unfolding experience of human disease and wellgheirthe extent to
which individual countries are able to engage thecess of
globalization on their own terms differs widely finccountry to country.
Child mortality, for example, changes quickly inspense to subtle
changes in purchasing power in impoverished comtiesniln affluent
communities however, a small change in income hHs kffect on
utility in either direction. The long term effectf globalization on

13
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wellbeing is different for populations who are degent on fragile local
economics.

A significant change in the price of some goodssome of the
developed countries or even policy shift may haffecé on another
country which may affect the health of its peopgBlobalization has
brought about high movement of people from one trguio the other
mainly a result of economic activities. With themevements are some
diseases that easily get across borders of cosntrie

4.0 CONCLUSION

Health economics is a important discipline thah@v gaining much
attention in developing countries in view of the@wmg health burden,
need for higher health expenditure in the midsh#dequate fund. To
have development countries must have citizensateaproductive and
to be productive one need to be in good healil.therefore imperative
that health brings about development. Developmbsat @esult in more
money made available for health care. Economic ldpweent can
however have negative effects on health that refsath change in
lifestyle that are detrimental to health.

5.0 SUMMARY

In unit you have been able to go through the d&bimi of health

economics and some basic concepts in health ecosoo develop
every country need to have healthy citizens. Thatiomship between
economy and health has been described in this Simhe countries that
are poor unfortunately go though the cycle of ptwand poor health
since they have little resources for health cat®,citizens remain
unhealthy and therefore unproductive.

6.0 TUTOR MARKED ASSIGNMENTS

Describe the relationship between economy andhhealt
7.0 REFERENCES/FURTHER READINGS

Culyer A.J. (1989) A Glossary of the more commamnte encountered
in health economics” in MS Hersh-Cochran and KP htarc
(eds) Compendium of English Language Course Sylkaid
Textbooks in Health Economics, Copenhagen, WHO;234

Development in Practice. Better Health in AfricaxpErience and

Lessons Learned. The International Bank for Recoasbon /
The World Bank. USA 1994.
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UNIT 3 DEMAND AND SUPPLY IN HEALTH CARE

CONTENTS
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1.0

3.1 Concept of demand and supply in Health care

3.2 Reasons why health care needs exceeds demand

3.3 Demand and supply of health care services in dpusio
nations

3.4 Elasticity of demand

3.5 Resource allocation in health care

Conclusion

Summary

Tutor Marked Assignments

References/Further Readings

INTRODUCTION

Supply and demands lead to demand-based pricirghediprices are
paid for products or services that are in high dam&educed demand
leads to lower prices. Strategic planning is neeedetermine which
activities can be in the most demand and make th& profits. In the
early 1960s, economists first became interestedstimating demand
for health services. Supply of trained nurses intégh States is not
increasing nearly as fast as the demand. The derf@andnedical
services will depend on the price of that servimiher prices, income
and tastes. In this unit you will read through dachand supply in
health care.

2.0

OBJECTIVES

In this unit you are expected to understand

16

The concept of heath care demand and supply

Know the reasons for the difference in health caed and the
demand for health care

Understand elasticity of demand

Know about resource allocation in health
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3.0 MAIN CONTENT

3.1 Concept of Demand and Supply in Health Care

Every individual has a need or a potential needhialth care in the
form of health promotion, prevention, cure or rah@ion. This need is
not always translated into a demand for health gqaadicularly in

developing countries for various reasons. Healtednis transformed
into a health care demand for example when a padesks a medical
care.

All the needs and wants of society can not be m#teasame time even
in richer countries, so that opportunity cost areurred by all users of
resources, and the scarcer the resources, ther liighepportunity costs.

In the case of health and health services, thesis eoe incurred both by
producers of health services, through their usestaff, buildings,
equipment and materials supplies, and by consumérs,use transport
to health services, buy drugs, etc.

Not all demand will become needs and not all neati$ind expression
as demand. You do know that some people get sidhhawve the need to
be treated but they do not demand for treatment.

3.2 Reasons Why Need For Health Care Far Exceeds @h
Effective Demand For It Includes

a. Price of health care may not be affordable by tdividuals
(Affordability).

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

C. The service required may not be available to thaividual
(Availability).

d. Religious and cultural believes and practices magédr the use
of the health facilities (Acceptability).

e. Cost of time off from work and costs of waiting.

3.3 Demand And Supply Of Health Care Services In
Developing Nations

The demand for health care in developing countsiégrgely influenced
by the above factors. The extents to which thestofs are being
reversed in developing countries vary consideraphong nations and
even within nations. The global economic recessims made
affordability of health care service far from theach of the common

17
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man in these countries. Therefore, utilization @alth facilities is
seriously affected particularly with the changingnd in which free
health care is fast disappearing.

The supply of health care is multifaceted. The $uppn be in the form
of promotion, preventive, curative, and rehabiNtathealth care. In
Nigeria, this can be provided at the various lewélsealth care namely;
primary, Secondary and Tertiary health Care. Thalthesector in
developing countries consists of a heterogeneowsurai of public or

government activities and non-government activitreduding services
provided by both modern and traditional practiti@eThe level of
demand for health care goes far beyond the levelupply. Economic
recession has made geographical accessibility waidhhility of health

care difficult, this affect coverage.

Undersupply of sufficient trained personnel must thekled as it
remains a major health problem. Large number outhefinadequate
health personnel emigrate to developed countrid®rel is also the
problem of under use of some of the personnel avial Most of the
skilled health care personnel in African countiaes found in the urban
areas to the detriment of the rural areas wherkneey about 70% o the
population live.

In 1988, the World Bank conducted an extensive ystoid household
demand for outpatient services in Ogun State. Tin@irgcal model

assumed that choice of health care is a functioth@ffollowing; price

of the care, quality of the care, sex and educatfahe patients, wealth
of the household, income of the household, urbameace, symptoms
of the illness and seriousness of the illness.

SELF ASSESSMENT EXERCISE 1

List reasons why health care demand is les thandbkd for health care
in Nigeria.

3.4 Elasticity Of Demand

This is the degree to which the demand for a gaoskovice decreases
in response to a price increase and increase pomes to a price
decrease.

The demand for health care is generally inelastic.

Demand for health care is generally elastic becaisthe nature of

health problems which often require that suffetate some action to
demand for care. Demand for health care, espeaaligtive health care
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tend to be price inelastic, meaning that any irszeia user fees will
result in a less than proportionate drop in demamd thus increase in
revenues. This is because when it gets to some p&aple will have to
take up health care even when they can not reaffityd it unlike the

case with some other goods. Most of those consuthatsare unable to
utilize service in public facilities because of tesek care from some
other sources patrticularly if the private providars price-competitive.

3.5 Resource Allocation For Health Care

If health care systems devote greater attentigorégentive and primary
care, the recovery of costs at public hospitalsedak monumental
importance. The determination of what proportionfohd available
should be allocated to preventive care is dependana number of
reasons; it is well known that preventive healtheadelivery is cheaper
to the society. From basic economic point of vieéwsibetter to pay
more attention to preventive care than curativee car resource
allocation.

When the high capital and recurrent costs of hakp#re financed by
government, then government health budget will lnehmmore towards
hospital services. In most African setting it ig tirban fairly well to-do
families that have easy access to this level oé @ard they therefore
receive a disproportionate share of governmentidulzs health to the
detriment of the largely poor rural dwellers. Thituation worsens the
problem of equity.

The pyramid of curative health care in Nigeria pasary health care
as its base and then followed by secondary heattwhich is made up
of general, cottage and mission/big private hopitdhe apex of the
pyramid is the tertiary health care consisting nyaof teaching and
specialist hospitals. Primary health care is tloses$t and first point of
contact with the health system and therefore shaiiichct adequate
resources in terms of personnel, funds, equipmedtmaterials. The
more the simple cases that are treated at highelslef health care, the
more the inefficiency in health system

4.0 CONCLUSION

In every community the need for health care is gbMiere but not all
translate into demand for health care. Price irsgea health care does
not lead to a proportionate decrease in demandkérdome other
goods) because of desire of people to be in goadtheDemand
following price increase in a particular facilityay result in individuals
trying some other places for alternative healtlecar
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To have development countries must have citizeas dhe productive
and to be productive one need to be in good hedltis therefore
imperative that health brings about developmentis Tireed to be
achieved through efficient allocation of resources the various
segments and levels in health care delivery

5.0 SUMMARY

In unit you have been able to go through demandsapgly in health
care. Demand for health care particularly in depelg countries has
been described along with its determinants. To ld@vevery country
need to have healthy citizens. You have been expwséhe important
issue of resource allocation in the health sector.

6.0 TUTOR MARKED ASSIGNMENTS

Discuss the various determinants of demand fortlheesdre in the
context of your locality.
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1.0 INTRODUCTION

The cost of health care is high and has increasgidly. Higher health

care prices combined with an increase in the quyamti services

provided has resulted in rising healthcare cose 3pending on health
care involves ‘prices’ and ‘quantities’ and is ofteosely referred to as
healthcare costs.

The production of health care requires scarce ressisuch as capital in
the form of hospital facilities and diagnostic qguent and the highly
skilled labor of physicians, technicians, nursed ather paramedical
staff.

SELF ASSESSMENT EXERCISE 1

What are the things that make up cost of healtexar

2.0 OBJECTIVES

On completion of this unit, the learner should bk do:

Understand the various types and elements of heafthcost
To be familiar with the reasons for the increasingt of health
care

o Know the peculiarities of the health care market
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3.0 MAIN CONTENT
3.1 Types of Health Care Cost

The economic cost of a disease consists of diredt iadirect cost.

Direct cost is monetary expenditures attributaldethie disease and
indirect cost is what can be associated with Idssutput attributable to

the disease owing to premature death or disability.

There are four (4) different types of health carst@s described below
and they include:

Direct medical cost —Medical cost incurred for medical products and
services used to prevent, detect, and or treats@ase. These covers
costs for drugs, laboratory tests and suppliess Thist has monetary

value that is you cost it terms of Naira.

Direct non-medical cost— This type of cost cover non-medical services
that results from illness but do not involve pursing medical services.
Example of this type of cost include cost of trasation, food, family
care. This type of cost is usually enourmous inettgying countries
where several relatives, friends come around tanyetlved in the care
of patients.

Indirect non-medical cost — This type of cost result from reduced
productivity because of ill-health. When a patientunable to do his
usual job, the loss of productivity and incometia &ost.

Intangible costs — These are non-financial outcomes of disease and
medical care not expressed in monetary value. Toae-financial
outcome can be in form of suffering, pain and grigfis cost can not be
estimated in monetary value.

3.2 Elements of Cost

Cost comprises three (3) elements.

I Loss of production.

. Expenditures for medical care.

iii. Pain, discomfort and suffering that accompany ikeake.

In analysis the last is often neglected becauseaniequate data.
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SELF ASSESSMENT EXERCISE 2

List the types of health care cost and give 5 exasngf each type.

3.3 Benefits from Health Care

The types of benefits the individual receives frbealth care could be
psychic or monetary, they include:

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

3.4 Economic Appraisal in Health Care

Economic efficiency is relevant in health care huseathe resources that
are used in providing services and programs aneec8§ince resources
is not and can never be enough to satisfy humanswampletely, their
use in one beneficial activity means that the comtyuautomatically
foregoes the opportunity to use the in another fi@ak activity.
Remember what you learnt in Unit 1 and 2 on thecbasncept of
economics and health economics.

Expenditure on medical care is rising in both dep&lg and developed
countries. In-patient services are a large and dastving part of all
health service expenditures, staff costs which elaccount for about
half the cost of all personal health care and tibgether with drug costs
take up the largest share of all health servicerdjpures. You can now
begin to imagine that the real cost of health emrmauch more that what
patients pay for in most public health facilitiesdeveloping counties.

To evaluate the costs of health care to the sodciatiyer than to a
category of users, the money spent on resources isonsidered a good
indicator. Such expenditure might be artificiallygih owing to high
taxes or profits or artificially low owing to subigs and grants.

Economic efficiency in health care can be definsdree provision of
necessary care of good quality at minimum costréfoee the aim is to
move towards a better economic balance of servareb eliminate
ineffective, excessive and unnecessary medical egoes. Many
economic factors are beyond the control of headttision makers, but
one measure well within their powers is to curbghewth of high-cost
programs and services for the few and promote lost-services which,
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by using less expensive primary health care pesdamnich will reach a
much larger proportion of the community.

It is important to encourage cost awareness ameafjhcare providers
in view of the scarce resources from both the peivend the public.
There is also a need to make consumers aware @b#tis of health by
being better informed on the choices availablehtamt and the cost of
the choices so that they can make well informedsd®ats to save cost.

SELF ASSESSMENT EXERCISE 3

What do you understand by economic efficiency ialtmecare?

3.5 Reasons for the Present Trend in Cost of HehlCare
The reasons for the current trend in cost of hantitude:

I Demographic reason — There is population growttieweloping
countries, to keep pace with this growth, healtte aast has to
increase.

. Labour intensive nature of health services — Headtle is labour
intensive and there is limited scope for savinglaiyour cost in
personal health services. Skilled people are reduio provide
health care

iii. Quality of health services — Advances in technologss
improved quality of diagnosis and therapy. Unfodighy the cost
Is often greater than the increased effectivenelseeed. Try and
think of the various equipments we use today aspeoed with
what obtains some 10 — 20 years ago.

\Y2 Public expectation — People desire increasing stahthcilities
in health services, there is high demand for cuealiealth care
while underutilizing preventive personal health vess
particularly in developing countries.

V. Changing epidemiological picture during socio-ecoi®
development — chronic and degenerative diseaseshairdhigh
cost of care or cure.

Vi. Organization and structure of health system — Thegesituations
where multitude of agencies are financing and delng parallel
and uncoordinated health services with consequestiapping.
This is much more in preventive health care sesvice

vii.  Extension of health services coverage — The attenwgpextend
the range, coverage or impact of services to aetapgpulation
increase costs.
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3.6 Peculiarities of Health Care Market

o Ethical and equity considerations— The society regards health
care as an entitlement or a right and is relud@nation it solely
by price or income unlike other goods and servicHss is
because in health care human life is involved &m&lihevitably
raises ethical issues. Therefore you can appretate unlike
other markets health care cost must take consideraif the
human life involved.

o Asymmetric information — Health care providers particularly
physicians possess the informaion and knowledgeceraing
details of treatment and diagnostic procedureepttieed, while
the buyer (client or patient) has little informatiooncerning this.
The providers who in this context are the supptiietate what
the patient (consumer) should consume. The consismet the
one in the position to determine what to buy unitkker goods
and services. The result of this asymmetric infation is
supplier induced demand. In simple terms most plerg
‘dictate’ to the patient what they have to spendheyon take
care of their health.

o Spillover effects— The service received by consumers sometimes
generate a spillover effect in which not only tleesumer benefit
from the heath care someone receoved but alsad ghrty. If
majority of a population are immunized against sedse, the
transmission of that disease reduces significahty even those
not vaccinated get reduced chance of being affebiedhe
disease that others are immunized again. The faatt geople
receive medical care when they are ill and retacklio work to
become productive make a third party benefit frbeirtrecovery
and return back to work. A healthy labor force isoren
productive, contributing to the general prospesaty well-being
of the society.

SELF ASSESSMENT EXERCISE 4

Give reasons for the increasing cost of health wanedividuals and to the
society at large.
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4.0 CONCLUSION

Health care cost is made of different things whiohy be direct or
indirect cost. All over the world the cost of héatiare is on the increase
as result of incresing population particularly iavdloping countries,
increased burden of disease and the use of coatiities and
equipment in addition to the skilled personnel respl to provide
service.

Health care market is peculiar since it has to @b Wwuman life unlike
othe goods which if not affordable can be left ucpased? The
providers largely determine what the consumers equhy for unlike
other forms of market in which the consumer haveghmoinformation to
determine exactly what he needs and to what extenthing to be paid
for will be beneficial.

5.0 SUMMARY

In this unit you have been able to go through whakes up cost of

health care which are mainly grouped into direat ardirect cost. The

real cost of health care, when all these costansidered, can be so
much. Ill health can therefore be seen as somethaigcost individuals

and societies a lot of money. Also you have bede &b learn the

comon reasons for the increasing cost of health aad the peculiarities
of the health are market.

6.0 TUTOR MARKED ASSIGNMENTS

1. Discuss the various types of health care cost la@anajor things
that make up these types of costs in your ownlitgca
2. Discuss the reasons for the increasing cost ottheate in public

and private health facilities in Nigeria
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1.0 INTRODUCTION

Every health organization is involved in budgetinQrganizations

budget for their humans and material resourcesséuparticularly at
the managerial level need to be fmiliar with thieipples and process of
bugeting. Budgetary leaders inspire proactive fiptanning, determine
resource needs, guide visioning of justificationr fi@sources, and
negotiate for needed resources. Nursing manageos aso need to
analyze expenses, anticipate, recognize and cedatideal with

budgetary problems. Budgets help coordinate theortsff of the

organization by determining what resources will umed by whom,

when and for what purpose. Budgets can be prepayednits in an

organization or for each function in a unit. In mdsveloping countries
it is common to find budgets for the organizatiow aunits hardly have
their own developed budget.

SELF ASSESSMENT EXERCISE 1

List the advantages of budgeting in a family. Ageto group what can
be budgeted for then relate this to a health unisbib.
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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 budget.
o Be familiar with the advantages and disadvantafjesidgeting

3.0 MAIN CONTENT

3.1 Definition of Budget

Budget is defined as a quantitative statement,llysmamonetary terms,
of the expectations of a defined area of the omgditn over a period of
time in order to manage financial performance.

Budget can also be seen as a plan for the allocafisesources and a
control for ensuring that the results comply witie fplans. The results
are expressed in quntitative terms. Budgets arenadissociated with
financial statements, such as revenues and expehsgsnay also be in
form of non-financial statements covering outputatenials and

equpment.

SELF ASSESSMENT EXERCISE 2

Attempt to define budget in your own words.

3.2 Basic Concepts Related To Budget

Budgeting — Is the process of planning and controlling fataperations
by comparing actual results with planned expeatatio

Controlling — It is the process of comparing actual resultth whe
results projected in the budget.

Incremental (line-by-line) budget— This is a budget worksheet listing
expense items on separate lines. This is usualigetl into salary and
non-salary expenses. The worksheet may includeralegelumns for
the amount budgeted for the current year, the amaatually spent
year-to-date, the projected total for the year dasethe actual amount
spent, increases and decreases in the expense tamoouthe new
budget, and the request for the next year withx@haeation attached.
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This line-by-line budget has the advantage of gierigl but the
disadvantage that it discourages cost-efficienstu® managers ensure
that they spent the entire amount budgeted foyéae to avoid budget
cuts in the next year.

Zero-based budget —This is a budgetary approach that assumes the
base for projecting next year’'s budget is zero. &gms are required to
justify all activities and every proposed expenchifuregardless of the
level of expenditure in previous years. Every exjieme for the new
year must be justified in view of organization’sjeiives and current
environment.

Fixed budget— A budget in which budgeted amounts are set digss
of changes that occur during the year such as wlwh patient,
unanticipated inflation

Variable budget — A budget developed with the understanding that
adjustments to the budget may be made during tlae pased on
changes in revenues, patient volume, utilizatiorsugbplies, and other
expenses.

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

3.3 Types of Budget

3.3.1 Operating Budget

This is also known as Revenue-and —expense budgeinoal budget. It
is the organization’s statements of expected rea®grm@und expenses for
the coming year. It coincides with the fiscal yedrthe organization
which in the public sector in Nigeria correspondghe calendar year —
January to December. The operating budget revealsput-output
analysis of expected and revenues and expenses.

The revenue budgetfor a nursing unit may represent the patient care
income expected for the budget period. Expense budgetonsists of
salary and non-salary items. Among the factors thase managers
might include in their operating budget are persbsalaries, employee
benefits, medical and surgical supplies, drug dmatmaceuticals, office
supplies among others.

Expense budget should be comprehensive and thorausiiould take
into consideration, all available information regjag the next year’s
expectations. Both controllable and non-controdal@xpenses are
projected. Examples of non-controllable expensedude indirect
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expenses like lighting, equipmertepreciation. The non-controllable
expenses and the probability of rises in mateaald labour costs during the
budgetary period need to be accommodated in thgdbum provide for
changes that are beyond the control of the orgaaizar unit.

SELF ASSESSMENT EXERCISE 3

List items or activities in your unit that can beder revenue and
expense budget

3.3.2 Personnel Budget

Personnel budgets estimate the cost of direct labecessary to meet
the agency’s objectives. This budget is used asidego recruit, hire,
lay off and discharge personnel. In developing ltheget the nursing
manager need to determine the level of need ofinmursare that will
meet the need of estimated patient populationsruriit. The nursing
manager will need to estimate number of the varmadres of nursing
personnel required during what shifts, in what rhenénd in which
areas.

Managing the salary budget is directly relatechsrmanager’s ability to
supervise and lead the staff. In addition to apéted salary expenses,
peculiar expenses to nursing such as overtimet-dtiy, on-call
expenses need to be budgeted for.

Some information that will be helpful in budgetiwgl include; Current
staffing pattern, number of vacant positions, prasiyears reports and
performances, variety of patient cases, seas@mgltion in patient load
and disease burden.

3.3.3 Capital Expenditure Budget

Capital budget is an important component of thengia meet the
organization’s long term goals. Capital expendguneclude physical
changes such as replacement or expansion of the piajor equipment
and inventories. Organizations define capital itebased on certain
criteria; must have an expected performance ofst I¢ year or at least
cost a minimum of certain amount like equivalen$s00 or $ 1,000.

Usually administrators establishes ceiling for tapbudget and the
nurse manger will need to prioritize requests & tequest exceeds the
available fund. Unfortunately in many developinguitrsies nursing
mangers are hardly involved in capital budgets.sTiki taken up by
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hospital administrators at higher level though vatme input from the
nurse managers in form of selecting and determiriieg amount of
equipment needed.

3.3.4 Cash Budgets

Cash budget are planned to make adequate fundsl@deaas needed
and to use any extra funds profitably. Cash budgetures that the
organization during the budgetary period has enpoighenough but not
too much cash on hand. This is necessary becausen@s do not

necessarily coincide with expenditures and alscs@®a variations

should be anticipated which result in fluctuatiomsesource needs.

If there is insufficient cash on hand purchaseeadded resources will be
hindered. If the budget is well planned, it willopide cash as needed
and produce interest on excess fund.

3.3.5 Flexible Budgets

Some expenses are unpredictable and can only ndeéd after
change has commenced. Because of this it is negesshave flexible
budget. The changes can be compensated for byghpemodic budget
reviews. Sometimes variation in cost can be predithrough historical
analysis of costs in previous budgets. Attendarideealth facilities in
many places in Nigeria drops significantly duriegtivities and in some
cases attendance of clinic is higher soon aftekersrreceive salaries.
These forms of variations require that budgetsnaaee flexible. There
are a lot of uncertainties in the Nigerian envireminwhich makes
flexible budget to be advantageous.

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 respongipi and

authority

o State goals for all units, offer a standard of perlance, and
stress the nature of the planning and contraigs®

o Encourage managers to have careful analysis ohtipes and to

base decisions on careful consideration
Minimize hasty judgments in decision making
Can expose organizational weaknesses and alloweative
measures to be taken
o Resources can be projected and waste minimized
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o Financial matters can be handled in orderly fashiot activities
of organizations ca be coordinated and balanced

Disadvantages of budgeting
The disadvantages of budgeting include:

e  Only aspects of organization activities that argyda measure are
considered in budgeting as budget convert all @speof
organization performance into monetary values

e May become an end in itself instead of a means noead.
Particularly in situations where symptoms are tggaas causes,
it is important to find out the underlying reasdosthe symptoms

e Budgetary goals may sometime supersede the org@mzagoals
and gain autocratic control of the organization

e Danger of over-budgeting making the budget cumimes@nd
expensive
Time consuming and expensive
Require skill and experience for successful budgetantrol
Require forecasting but his can be uncertain becduslgetary
control is subject to human judgment, interpretaindevaluation

4.0 CONCLUSION

Budgeting is an important component of a nursingnagar’s
responsibilities. Budget can be seen as a plantHerallocation of
resources and a control for ensuring that the t®sadmply with the
plans. The results are expressed in quntitativeseBudgets are often
associated with financial statements, such as t@sm@nd expenses;
they may also be in form of non-financial statersertivering output,
materials and equpment.

There are various types of budget. All the typebudget can be put to
use in the health sector and nurses need to hawesarstanding of
budgets and the process of budgeting.

5.0 SUMMARY
In this module you have read through and shouldde to understand
what budget is and the various types of budgetsiniclude; operation

budget, personnel budget, capital budget, cashdiuwg flexible
budget.

6.0 TUTOR MARKED ASSIGNMENTS

Discuss the advantages and disadvantages of bggetnealth
care delivery.
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1.0 INTRODUCTION

The objective of health care is to improve healiditus by reducing
morbidity, postpone mortality and give people aieigquality of life.

This can be achieved by promoting health, prevgntirealth, curing

ill-health when it has occurred, and enabling thoed®wse conditions
cannot be cured with existing knowledge to liveul fife as much as
possible despite their disabilities. All these tsaacost, it has to be
acknowledged that good health like most “goods’t£osoney. You can
recall the various things that make up cost of theal Unit 3. Those

who can afford to spend more on their health u@ tpoint, seen to
benefit the most.
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The Health care market is one of a difficult marnkegéconomic analysis
since ill-health determines the demand for healbe cservices. The
individual’s determination of ill-health is persépamotional and can be
uncertain. Health care is one of a subset of gaous services that
provides both psychic and monetary benefits to womwes.

The individuals demand for health care is derivednfhis perception of
his optimal level of health. Demands for healthectirus arise because
the individual wants to bridge the gap between pibeceived current
health state and some higher health state thate$ieed. The individual
then takes action to decide to seek health care.

The need for health care and the demand for ibighe same, more so
in developing countries. The cost of meeting theedh and demand is
enormous. Health for all by the year 2000 (HFA 20@0at risk of
remaining a dreamwithout a careful consideration. A plan for heailiat
does not take account of costs amounts to no rharewindow shopping.

2.0 OBJECTIVES
The objective of this unit is for the reader to:

e Understand the need for providers of health carebéo cost
conscious

e Understand factors that contribute to resource €@gadcy in
developing countries

e Know about the various cost-containment strategidsealth care
delivery

3.0 MAIN CONTENT

3.1 Cost Consideration in Health Care

Provision of health care is at a cost to individuaho make the demand
and also the individuals, communities, governmemd anon-
governmental agencies who supply it. Consumer hetdtls with the
decisions individuals make in regard to the purehasd use of the
available health products and services that willeha direct effect on
their health. It involves economic or monetary aspef health over
which individuals have control. Consumer health ludes self-
motivated or self-initiated actions. From this yknow that health care
often follow a demand from the consumer (patient).

The fact is that it is no longer possible to méwt increasing cost of

health care with the emergence of several newlheaks and problems
unless; health is built in among the priority econo objectives by
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individuals, families, communities and governmehtis desirable to

increase accessibility to health services by eithereasing people’s
ability to pay or reducing costs. This can poslivehange health care
seeking behaviour such that people benefit fromlyedetection,

diagnosis and treatment and ultimately reduce ekp&e on chronic or
complicated cases which is now usually the casedeéweloping

countries.

Resources available for health care are not entugheet the demand,
it is therefore necessary to closely examine thémeoblems in the
health sector that are contributory. These probleans mainly;
allocation, internal inefficiency and inequity.

Allocation Problem

There is a problem in allocation of funds to heaigine particularly in
developing countries. Private and public spendinghealth care in
developing countries average $8 per capital in loeome countries
which represents about two-thirds of sub-Saharamc#®§ people and
$16 per capital in middle income countries whicpresent nearly 30%
of sub-Saharan Africa’s people and $68 per capitéhe high income
group of countries representing only one-twentieth Africa’s
population.

Even though many developing countries have embrRBcedary Health
Care, current public and private spending on basialth services is
inadequate. Private spending in these countrieghstantial but little of
it goes to low cost services which are more co&tcéfe. In some
countries, individuals expenditure on health actdanover 70% of the
total health expenditure. If the private and pulbBsources tied up in
hospital care are redirected to lower levels oflthesystem, many of
these health problems could be treated earlierlesasevere stage or
prevented altogether and even at lesser cost.

You can now appreciate from what you have just rimad allocation

problem exists even at individual level even though commonly seen
as a problem at government level. Rather peopladspgney on basic
things that can promote or prevent health; theynmadly spend ill-

health that requires care at the level of a hospgM&cation problem at
the level of government is common in African coiggr Government
rather than spend appropriately on preventive headtre which is
cheaper end up spending on curative health cdrigjla¢r level which is
costlier.
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Inefficiency Problem

Inefficiency is common in health care delivery. Ookthe ways it
occurs is the use of higher level facilities byigatis who could well be
served at less sophisticated units or facilitiels.isl common in
developing countries for the high level facilitiesbe overcrowded with
lengthy waiting times while other health facilitiesually at the lower
level have few patients. This result in delivery winecessary care
through costly facilities and use of highly skillpdrsonnel and because
of the demand on the high level facilities, theg &urther expanded at
some costs which certainly affects the lower levéle supply of funds
to the lower levels is thus further reduced.

Inequity Problem

Inequity is another important problem in developooyntries. There is
inequitable urban-rural distribution of benefitsbadut 70% or more of
government spending goes to urban based care argkvaloping

countries 70-90% of hospital clients live withinkb®s to the facility

they use therefore about 70% of people in the rarahs receive just
about 30% of government health expenditure. Thresdso inequality in

income; the poor who are at greater health riskehaw income.

SELF ASSESSMENT EXERCISE 1

What are the factors contributing to inadequacsesburces for health
care in your own local area?

3.2 Cost Containment in Health Care Delivery

The goal of cost containment is to keep costs witgceptable limits

for volume, inflation and other parameters. It iiwes costs awareness,
monitoring, management and incentives to preveayce, and control

costs.

3.2.1 Cost Awareness

This focuses the health staff attention on costseo¥ice delivery and
the steps available for containing them. HealtHf sta developing
countries are hardly know or get bothered aboutultienate cost of
service to the organization and the consumers.wareness of the cost
can bring about a desire to see how such costbeanntained.
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3.2.2 Cost Monitoring

Is another measure in cost containment? Organmmfooviding health
care can focus on how is to be spent, when, whede vehy. With
answers to these, the cost of providing servicesbemonitored with
the ultimate aim of checking where wastes can bleaed. Incentives
can be provided to staff that have clear ideas lente demonstrated
money-saving measures in their unit.

3.2.3 Cost Avoidance

Where possiblegost avoidancefor unnecessary procedures can be put
in place to minimize expenditures on the part & tdonsumer and the
organization.

3.2.4 Cost Reduction

In health care delivery is desirable to contain Itheaare cost.
Preventive measures like childhood immunization save a lot of cost
in health care when compared to cost of managieglibase that would
have been prevented.

3.2.5 Cost Control

These can be very useful as a cost-containmertégyraCost control is
effective use of available resources through -céardtirecasting,
planning, budgeting, reporting and monitoring. Gei$ectiveness
entails comparing costs and identifying the mosigliieial outcomes.

This is done by, analyzing the alternative methadschieving the same
objective and then determine the cost implicatibalbinputs for each
method. For each method the cost outcome and festieeness is
determined.

SELF ASSESSMENT EXERCISE 2
What do you understand by the following terms?

a. Cost awareness b. Cost monitoring c. Gastlance
d. Cost reduction e. Cost control

3.3 Ways to Contain Cost of Health Care

The main objective in cost cost-containment mustiobealize the same
benefits at lower cost and to increase benefitbawit adding costs. The
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consumer and providers of health care have rolepldg in cost-

containment. Consumers need to make rational useaidth care service
though they need to be assisted to do this in dpusj countries

through adequate health information on the costesequences and
quality of treatments, and the adequacy of compatitbetween

providers.

Consumers need to be educated to use lower levaksaith care where
most of the health problems can be solved at retluost and referrals
made to higher levels when necessary. Financialadiatives can also
be used to discourage use of secondary and terhagith care
unnecessarily.

For example if patients choose to go for treatnigmpassing the lower
level of care such patients can be made to pay thatesomeone who
was referred from the lower levels.

Other ways costs can be saved include

a. To ensure that the degree of technical compleriglved in the
service delivery is appropriate to the task tgpédgormed.

b. Highly skilled staff not to be used on tasks thext be performed
by lesser skilled staff.

C. People should have positive health behaviour tontaai better
health.
d. Standardization of construction technology, equiptmeand

drugs to the minimum acceptable standard and ftirere
relatively inexpensive level. Large sum of the Itihe®dudget is
spent on drugs; costs can be contained througlonet
prescribing and use of drugs.

e. Using all resource to full capacity, avoiding wabtg ensuring
that they complement one another where possiblesanve as
many users as possible.

f. Economy in procurement of resources of given charestics.

3.4 Cost containment in Primary Health Care

Lack of interest in cost analysis is a characterist the whole range of
health activities particularly in developing coues: It is particularly
pronounced in primary health care, probably becafisbe diversity of
the activities involved.

In developing countries the only health services ttan be expected to

reach the entire population, are those that arlewfcost. The largest
element of cost in health services is staff andehst expensive way to

40



NSS 412 HEALTH ECONOMICS

do this is through community participationwhich people provide some
of the services themselves where possible.

SELF ASSESSMENT EXERCISE 3

List ways cost of health care can be contained. Kawis applicable to
the nursing profession?

4.0 CONCLUSION

Providing health care is at a cost, this is indrepsn all nations and

resources of most countries particularly develomogntries are scarce.
Also health has to compete with other needs forsttegce resources of
individuals, communities and nations. It becomegaapnt that cost of
health care has to be controlled with efficiencyon€umers and

providers of health care need to be cost conscious.

Cost saving measures, are required to be put cephathe health sector
while at the same time striving to provide qualitgalth care for the
populace.

It is important that all health care providers amade to be cost
conscious, to ensure that services do not cost e absolutely
necessary, so that more people can be reachedheatth care.

5.0 SUMMARY

Health care in developing countries continue todase in demand even
though the demand is less than the health care. ndes resources
available are not enough, and are not likely toeheugh to meet the
increasing health problems. The economic depressiah inadequate
management of resources in developing countriesntede supply of
health care in its various forms grossly inadequadst of heath care to
individuals, government and agencies is increasingis therefore
necessary for providers and consumers to be coscmus with the
ultimate aim of cost containment in health care.

It is necessary to increase general awarenesssis gbhealth care, so
that cost saving measures can be practiced widadl through this

increase affordability and coverage of health @argeveloping nations.
This unit dealt with various cost saving measurégivyou need to be
familiar with and consciously practice to contagston health care.

41



NSS 412 HEALTH ECONOMICS

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 healté icadeveloping
countries.
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1.0 INTRODUCTION

Some two-third of the world’s population go to gldeungry at night.
The world Bank estimated that perhaps as much asjoarter of the
world survives on no more than $1 (about N130.0f) gay. Outright
famine regularly occurs in various parts of the ldiloRecent examples
of this, is the mass starvation of an estimated illiom people in

Ethiopia during the drought of 1984 — 1985, theas@bphes in Asia.
This people had little access to health care, tihvsy in unsanitary
environment, infant and child mortality is high alii@ expectancy is
low.

Poverty is related to the economic activities & tountry. There is no
society that has the resources necessary to prashmegh goods and
services that will satisfy all wants and desires itsf people. The
production of goods and services within an econaary be measured
by the Gross Domestic Product (GDP). Gross Domé&ticuct is the
measure of all final goods and services producdflinvian economy
during a year. Countries with low GDP among othauses have
problem of poverty, though in some countries withhhGDP poverty
can be found “poverty amidst plenty”.

Poverty creates ill-health because it forces peofde live in

environments that make them sick, without deceettsh clean water
or adequate sanitation.
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SELF ASSESSMENT EXERCISE 1

I. What is Gross Domestic Product?
il. Find out the GDP for 10 countries and relat®itheir standard
of living.

2.0 OBJECTIVES
In this unit you will be required to:

o Define poverty and understand basically why thergoave ill-
health problems.

o Understand the relationship between economy andithhea
problems.

3.0 MAIN CONTENT

3.1 Definition of Poverty

Poverty is concerned with the relationship betwdenminimum needs
of people and their ability to satisfy those nedttsrerty can be difficult
to define because of the relative meaning of mimmoeeds. The
United Nations uses living on less than $1 (N13D$r day to define
poverty.

The poor are at greater risk of becoming ill. Pberlth has adverse
effects on productivity which further contribute fmverty. Poverty
affects access to health services. Poverty alsibsliability to meet the
cost of health care. The poor have worse healtboouts than other
economic and social groups. Infant, child and nmaiemortality rates
are higher in poor communities.

SELF ASSESSMENT EXERCISE 2

From the above list 5 ways poverty affects health

3.2 Health Problems and the Economy

Major causes of death and illness — Perinatal ctidas, and parasitic
illnesses are responsible for 75% of infant deallss illnessess can
largely be attributed to poverty. Infectious disgsasand parasitic
diseases are responsible for 71% of deaths ofrehildged one to four
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and 62% of deaths in children aged five to fourt@dre typical African
child under five years has five episodes of diageh@er year, it also
accounts for 25% of all childhood illness and 15%badmissions in
health facilities. Vaccine preventable diseases iamglicated in the
deaths of 20% of all children in Africa. Maternalortality rates in
Africa are higher than anywhere else in the world.

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 refien of the level of
poverty in the continent.You need to know thatéffect of poor health
goes beyond physical pain and suffering; Learnimgcompromised,
returns to human capital diminish, and the envirenin for
entrepreneurial and productive activities is cansgd. Poor health
imposes immense economic costs on individuals, é¢fmids, and
society at large.

Household survey in Cote d’lvoire showed 24% ofadlealt labour force
experienced an illness or injury in the previousthao the study, 15%
became at least temporarily inactive. The workersaawverage lost nine
full days of work and the cost of treating them amed to 11% of their
normal monthly earning. In Nigeria, Guineaworm dise temporarily
incapacitated 2.5 million Nigerian in 1987. Costleft study revealed
the net effect of the disease was to reduce riocdymtion by 50 million

dollars and it was estimated that the benefits wbam control program
would exceed its costs only after 4 years. Thesdiet show you how
ill-health further worsens sufferers’ economic stat

In view of the demonstrated importance of humantabp economic
progress, a country can not attain high level ahemic development
with a population burdened by high infant and nmadérmortality,

pervasive illness of its workforce and low life expancy.

Economic status of an individual, community, andrdoy is related to
the health of the individual or its people, thougialth does not
necessarily bring health. A buoyant economy camter¢he enabling
environment for health. A poor economy show feauriepoor housing,
inadequate food and nutrition, poor water supplypadequate
environmental sanitation, and low level of eduaatiow affordability
of health care.
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AIDS is a cause of deaths and lliness in developogntries which has
heavy toll on economy of countries. Prevalence d&\in sub-Saharan
Africa countries remains high. In hard-hit Africaountries the active
age group is most affected. Deaths in this age pyraffiect skilled
manpower and professionals which take a heavyiotdountries.

Malaria is endemic in most of sub-Saharan Africd @mappears to be
worsening in much of Africa and results in highldhood morbidity
and mortality. The cost of treatment of malariamost countries when
put together is enormous. This money would havedtklfamilies,
communities and the country at large to improvequality of life.

Absenteeism from work among adults affected by nalia also high,
this affects productivity. From the examples ddsmli you can
appreciate how poor health imposes immense econauost on
individual and the nation.

Some Health Effects of Poverty

e Poverty creates hunger which in turn leaves pewopleerable to
diseases.

e Poverty denies people access to reliable healthicesr and
affordable medicines

e Denies people access to prevent health care. Fon@e it denies
poor children access to immunization.

e Proverty creates illiteracy which eventually makeople less
informed about health risks

e [Force people to live in enviroenments thatmake thasteptible to
certain diseases

One of the barriers to health care for the podhéstime it takes to get
treatment. Time is a resource since the time takesy from work may
mean lost income.

SELF ASSESSMENT EXERCISE 4

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

3.3 Improved Economy Leading To Improvement In Health

Economic developments will provide enabling envimemt that will
reduce disease burden and deaths in the followagw
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Safe water and sanitation Poor sanitation and lack of safe water
contributes immensely to morbidity and mortality gheveloping
countries.

Studies have shown that improvement in excretaodmlp reduced
diarrhoea morbidity by 22 — 36%.

Food and Nutrition: Malnutrition underlies more than one-third of
infant and child mortality in rural and urban arezEsmany African
countries.

Inadequate quality and quantity of food intake egugrowth failure,
decreased immunity, learning disabilities and redyaroductivity.

Increase in income of poor families is likely tadeto increased food
consumption. Countries with strong economy areljlike provide an
environment where its citizens get good income taet help improve
household food security.

Housing: Some diseases in developing countries are atafibelto poor
housing. Poor housing results in overcrowding, pearironmental
sanitation, poor ventilation, cohabiting of man aadimals among
others.

Education: Countries with good economy are likely to invast
education. Education of people, particularly femathication usually
brings about informed choice and right decisiont thalates to
individual’s health or family health. Educated waommarry and start
having children later, make better use of healtllises, and make better
use of information that will improve personal hyggeand health of their
children.

Health infrastructure and equipment. Countries with buoyant
economy are likely to incest in health infrastruet@and equipments.
Where there is wide coverage of the population vkglalth facilities,

geographical access to these facilities can impravethe health of
people. Physical proximity to health facilitiesaaly the beginning of
effective health care coverage. A facility thatnisar people’s homes
will have little value if it lacks basic equipmerioney is needed to
procure necessary equipment and for maintenantesé equipments.

4.0 CONCLUSION
As good health is crucial to protect the familynfrgpoverty, so is better

health is central to poverty reduction. Improviihg thealth of the poor
must become a priority, not only for public healit also for other
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sectors of development. The best cure for the uariofectious diseases
that plague developing countries is economic groand broad-based
development.

5.0 SUMMARY

In this unit you have been able to read about tfeeteof poverty on ill-
health and how ill-health can also precipitate ptyveAt the levlel of
nations you now see that illness reduces prodigtodi countries and
can therefore affect the economy of such counttteis. also true that
economic development proveides enabling environm@entreduce
poverty and also reduce some illness.

6.0 TUTOR MARKED ASSIGNMENTS

1. Discuss the relationship between poverty and itine
2. Describe how improved economy can lead to imprdweslth
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1.0 INTRODUCTION

You will remember that in Unit 2 we described tloéerhealth plays in
the socio-economic development of any nation. Healino longer and
cannot therefore be regarded as a by-product ofom development
but a pre-condition for it. Most often governmenviewed as ultimately
responsible for the population’s health.

There is a growing financial need to fund healtihecen almost all
nations, with resources becoming limited becausetr@d global
economic recession, health financing now take aomépcus of
attention. Health costs have been increasing becadfisthe aging
population with increased health care needs, isectause of
technology, new and expensive treatment modaliéied increasing
administrative costs.

SELF ASSESSMENT EXERCISE 1

List reasons for increasing cost of health carhigcountry.
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2.0 OBJECTIVES
On completion of this unit, the learner should bk do:

Know what health care financing is

Describe the major options in health care finaneuhich will
include direct government financing, user chargesymunity
financing in this unit.

3.0 MAIN CONTENT
3.1 Options in Health Care Financing

Options for financing health services are now being widmpsidered.
We can broadly divide health care financing into tvamely; Public
and Private. Examples of public health financingude; direct
government funding, social insurance while exampfgwivate health
financing include; user fees, private health ineaea community
financing and donations. They may be grouped intwafor categories:
Direct government financing, User charges (Out-otket expenses),
Community financing, health insurance, Donors (figmeaid).

3.1.1 Direct Government Financing

Direct government financing of health activitieshe most widespread
approach to health financing in the developing doiGovernment
either provides periodic allocations from generateynment revenues
or assigns the proceeds of a designated tax toethléh sector or both.

Because national governments are responsible ferathvhealth policy
and strategic planning for health, it might be assa that governments
are also the major sources of healthcare financamgl health
expenditures. We know in reality that governmeastiare of total health
expenditure varies widely all over the world.

Public revenues are obtained from various souroestiaen generally
are added together, in which case the source anding for a particular
public program cannot be identified. However, inmgo cases
governments dedicate the proceeds of a particalamistrument to the
health sector. For example in several countriehénAmericas and in
Asia, lotteries have been organized to benefitadaselfare programs
such as health care, primary education, etc.

Direct government funding of health activities aorhas been
inadequate in many countries particularly in dep&lg countries. The
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World Health Organization (WHO) recommends that laNels of
government should allocate at least 15% of thetaltdoudgetary
expenditure to health care. You know that in Nigergovernment
financing of health care is inadequate. Reasons wfyican
governments have committed less money to health otizer countries
include:

o Economic condition of some of the countries, sintde
expenditure on health in these countries is lgrffem general
tax revenues, including duties on imports ancbetsp

o Structural Adjustment programmed in some of thentoes
which is responsible for cutbacks in governmergesxiture on
social services

o Some countries spend heavily on other sectorsdiéfense to the
detriment of the health sector whereas therdtie Bvidence that
defense expenditures contribute positively to eaun growth
or sustainable development.

SELF ASSESSMENT EXERCISE 2

Do you consider government expenditure on healtigeria adequate?
If No, List the things that make you consider exgigmme on health by
government inadequate.

3.1.2 User Charges (Out-Of-Pocket Expenses)

User charge is also known as out-of —pocket exgesaother way of

financing health care is by charging patients. €hebarges take a
variety of forms. Fees for medical services aredig. The definition of
the item on which fees is to be charged varies hidé fee may be

required for an encounter with the health care igiery an episode of
iliness or a fixed number of contacts with the tteahre system.

A single encounter may be broken into items likeolatory test, drugs,
procedures, etc. The fees for each of this vargrd@imay be a uniform
priced charged for all the patients or with the eptmon for the poor,
children or some are exempted from paying. In sphaees, there are
sliding scales of rates applied such that persdniesser means pay
lower fees.

User charges have the advantage of providing adatween financial

responsibility and the provision of services. Thik has generally
enhanced willingness to contribute to the cost exdlih programs and
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has encouraged both consumers and providers t@dieconscious. In

addition user charges help to control the use dltheservices by

imposing financial disincentives to consumers. Yoww that when

people pay for a service they are careful sinad$ts them something
but if they do not pay then they may not be bottiedgoutcareful use of

such service. When user fees are low or not petiticonsumers have
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 toeeels are made to
pay more than those referred. User fees are begomicreasingly

common in Africa. This method of cost recovery dilg addresses the
problem of under-funding of government health faes.

The administration of user charges throws some laigds in

developing countries where it is observed thatl#ngest reduction in
the use of services is as a result of charges &althh services
particularly among the poor. You are familiar witlis problem of the

poor who are not able to afford health care becafiseser fees. This
then call to question the need for equity. Howegeme people are of
the opinion that user fees that result in availgbof services is better
and more people are cared for than a free heaithceewith services

not available because money is not available.

Important arguments in favour of user charges incluale:

o Fees make the patient more conscious of the servitey ask
for, it therefore strengthens self-caring

o User fees however small will make up some levelrdoution to
the health financing.

o Keep services running and improves quality of caned

confidence in the services
Arguments not in favour of user fees include
o Fees collection and its management requires mar&gem

capabilities which may not be available at soaweelr levels of
health care delivery

o Revenues collected in some instances are not suiasta
compared  to cost of providing services
o Introduction of user charges reduces utilizatidesa

SELF ASSESSMENT EXERCISE 3
List the advantages and disadvantages of useafeas option in health
care financing.
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User charges can lead to greater use of health se®s where there

IS

Phased in rather than sudden increase in pricead(@r
introduction of fees)

Greater accountability of the provider to the papioh — where
consumers find that quality of service receivequgified when
compared with fees paid.

Local management of resources (decentralized system

If patients perceive they will have higher quabfycare

Service received can compete favourably with ses/elsewhere

Garland defined three relations between chargingpéalth services and
the population:

a)

b)

Contributive capacity — This is defined as the money an average
family can spend for health in a defined periodhisTvaries
widely, some studies in rural households’ showt tha share of
the budget households allocate for health rangdésden 2.5 —
6.5%.

Financial capacity— This is defined as the availability of cash by
the respective household, in that very moment wbash is
needed for medical treatment. It is known thaariicial capacity
increases after food harvest, at month ends wdaaries are
paid. It is also common observation in some deueatpcountries
that financial capacity decreases after major ividisss like
Christmas and Sallah. However in Africa, the pog&trfamily
solidarity in the event of ill-health is high whidranslates to
some form of assistance.

Institutional relationship — Target families and communities
can organize and have some relationship to prowdenealth
service. It can be in form of financial contrilans from users.
This can provide solutions for those who can nay p
immediately and those who can not pay at all.
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Composition of World health expenditures, 2003
(World spent US$3.6 trillion on health in 2003)

General
Other Government
Private lhsurance 49, (excl. Social
20% Insurance)
Out-of- Pocke
18%

Social hsurance
25%
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3.1.3 Community Financing

The emphasis of community support in most develpmiountries has
been on providing resources, either financial otemia and human for
the establishment or improvement of health andtag@omn infrastructure
e.g. Health facilities, latrines, wells, etc.

Community financing of health activities requiresomomunity
organization. The most serious problems have arrsétying to sustain
contributions to pay for the recurrent costs ofgoams. People have
frequently been unwilling to continue to pay foograms from which
they were not benefiting at the time.

Greater reliance on community financing off heatthre has been
advocated for several reasons, which include:

o Individuals / households spend a lot of money pasaig modern
and traditional health care from the private sedtavould not be
additional burden if this expenditure were redigectowards
services that have a greater impact on health.

o Community financing will attract other unexploitezsources like
labor, land and contributions in kind.

o People will readily use and cooperate with servibas they have
helped to create and later help to maintain.

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

Community financing cover the following

o Paying at full or preferential rates for healthilides organized
through community efforts. The crucial feature tlsat the
community rather than established market forcesndividual
negotiation has approved this form of payment.

o Paying for socially organized voluntary communitysurance
schemes e.g. prepayment for services that mayinked to
income or production or a health care scheme fachvstandard
charges are laid down.

o Giving of gifts in cash, labor, or kind for whichonwholly
individual benefit is expected but from which tbenor may
partake of the collective benefits.

o Paying for the creation and utilization of commuynit
capitalization schemes for the promotion of healthre
such as nutrition and sanitation funds from whgpants or
loans are given to members for health relatedities.
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SELF ASSESSMENT EXERCISE 4

List the benefits of community financing of health.

4.0 CONCLUSION

There are various forms of health care financingnipapublic and
private. Health care financing options vary formeocountry to the
other. There can be variations even within coustrigovernment alone
can no longer bear the total cost of health cagecé other options of
health care financing are getting some attenti@thEof the options in
health care financing has its merits and demdntghis unit the options
of direct government financing, user-fees and comtydinancing have
been discussed.

5.0 SUMMARY

In this unit you have been able to go through tlagomoptions in health
care financing which include; direct governmentfining, user charges
(out-of-pocket expenses), health insurance, comiypdimancing, You
have also been able to see the advantages, disagearof each option
of health care financing discussed in this module.

6.0 TUTOR MARKED ASSIGNMENTS

Discuss user fees as an option in health caredingrand what are the
advantages and disadvantages of this option.

7.0 REFERENCES/FURTHER READINGS
Financing District Health Services. InternationabMshop held 1% —
15" April 1994 in Nairobi Kenya. Published by GTZ Ebom,

Germany.

GTZ (Deutsche Gesellschaft fur Technische Zusamrbeiti
Workshop Report.

http://www.paho.org/English/DD/PIN/ptodayl18 sep@h
World Bank (1994). Development in Practice Bettexakh in Africa:

Experience and Lessons Learned. The Internatioaak for
Reconstruction and Development / The World Bank.
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UNIT 4 HEALTH CARE FINANCING I
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1.0 INTRODUCTION

You will remember that in Unit 8 we described thgportance of health
care financing and looked at some of the optiortsemlth care financing
like direct government financing, user fees (oupotket expenses) and
community financing. In this unit other optionshealth care financing
which are equally important will be discussed.

SELF ASSESSMENT EXERCISE 1

What are the options in health care financing dised in 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 health care financing is
Describe the major options in health care finaneuhich will

include direct government financing, user chargesymunity
financing in this unit.
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3.0 MAIN CONTENT

3.1 Health Insurance

Health insurance is a system in which prospectimesaumers of care
make payment to a third party in the form of anumsce scheme,
which in the event of future illness will pay theopider of care for
some or all of the expenses incurred. Health imstgas a mixed source
of finance as it often draws contributions from tb@mployers and
employees and sometimes government. Contributiorsith schemes
are often mandatory. There are three main types:

e Government or social insurance — maybe compulspmoluntary
often employed in the formal sector. Contributiobased on
individuals income not on actual risk
Private insurance — coverage through third-pargepanstitutions.
Employer based insurance- employers or parastataprivate
bodies serve as the third party payer or colleciigent.

Health insurance diversify sources of revenue & kealth sector,
individuals play some role in paying for their odealth care and to
spread the burden of health costs over time andsaca wider
population which will reduce risk.

A variety of insurance mechanisms can be used lp fieance the
health services rendered to individuals and fasili#hese entails
collection of funds directly from potential user$ the health care
system, either to pay the providers for their smsior to reimburse
users in full or in part for payments made to pdevs.

Membership of health insurance scheme can be \alntor
compulsory. Government, statutory agencies, profiaking
organizations, or non-profit making organizationsls as, cooperatives
or benevolent societies can operate these schdiesnsuring agency
may employ the providers of health care and owilitias (the direct
method) or contract with health care providers bliguor private (the
indirect method).

The advantage of insurance is that it convertsediptable future health
expenses into payments that can be budgeted faduance. The
agreements convert large, infrequent and unprdaetaxpenditures
into smaller, periodic payments. These paymentsaltected to a pool
of resources that can be drawn upon to meet thésnaelea participant
who encounters misfortune of ill-health.
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Nearly all developed countries that now provide game right to health
care to the whole population went through an evamhatry stage of
voluntary followed by compulsory health insurance.

Compulsory insurance — These schemes are generally financed by
employers and or employees contributions calculated percentage of
pay roll. Compulsory insurance schemes may cowerstif-employed

as well on a compulsory or voluntary basis. Howevers extremely
difficult even in developed countries to collechmguuisory contributions
from the self-employed.

Voluntary insurance — People may be allowed to be voluntary
contributors to a social security scheme, run byegoment or statutory
agencies, which is compulsory to others. Alterreyithey may insure
with profit or non-profit agencies or they may j@rgroup scheme.

Insurance schemes typically require the patientmiake an initial

payment for care (“deductible”) before applying fmenefits and many
also require the patient to pay a small share efatiditional amount
(“co-payment”) — these two devices are intendedisgcourage overuse
of health care services. Some insurance prograniraee set standard
rates for common procedures, and have defined gedmumber of

“services” for which payment will be made. Thesevem are intended
to control the claims against the insurance fund.

3.2 Foreign Aid

Donors are important financiers of health care ifmic&; especially
where the government has been unable to meet hea#tls due to
revenue shortfalls. During the 1980s bilateral deraxcounted for 62%
of total health assistance in Sub-Saharan Africhjlewmultilateral

agencies provided 32% and non-governmental agel6ées External

financing is generated mostly through developmeamtated institutions
such as bilateral agencies, multilateral orgaromstiand banks e.g.
UNICEF, WHO, UNDP, World Bank, EEC, and USAID etc.

Financial cooperation is generally channeled thhoagentral authority
in the recipient country such as Ministry of Finanor Ministry of

National Planning. In some cases funds may be dodieectly to

particular ministries, agencies or NGOs. While NG@§&nancial terms
may be small in most cases, their potential for itrmag people and
strengthening their self-reliance cannot be ovéweoo

Foreign Aid has played invaluable role in publicperditures in
developing countries but has somegative effectdike:

° Emphasis on vertical programmers
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Sustainability problem
Priority program often determined by donors and memipient

countries

o Some donor funding of programs are out of proporto total
health needs

o Poor coordination of efforts by various externalemrges

involved in funding of the programmers.

SELF ASSESSMENT EXERCISE 2

I List some organizations providing foreign aichigalth in your
locality.
. In what form are these aids financing healthe®a

3.3 Voluntary contributions

These are contributions usually from individualsgooups within the
country. Philanthropists may make cash donatiomoardonations in
kind (buildings, equipments, etc). Religious growgtso fall into this
category. Some groups run non-profit making hesgtivices.

Other private sector involvement

o Medical services run for employees by private orasiu
government enterprises.

Salaried government physicians engaged in privatetice
Physicians engaged in full- time private fee fawvexe practice
Chemist shops/Pharmacies

Private for profit hospitals and clinics

Indigenous or traditional practitioners and quacks

The above are some forms of health care financinglwmy be profit
oriented but then contributing immensely in some/svia financing of
health care

4.0 CONCLUSION

There are various forms of health care financingnigapublic and
private. Health care financing options vary formeocountry to the
other. There can be variations even within coustri@overnment alone
can no longer bear the total cost of health cagecé other options of
health care financing are getting some attenti@thEof the options in
health care financing has its merits and demerits.
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5.0 SUMMARY

In this unit you have been able to go through tlagomoptions in health
care financing which include; health insurance,eigm aid and
voluntary contributions (philanthropists).

6.0 TUTOR MARKED ASSIGNMENTS

Describe the options in health care financing

7.0 REFERENCES/FURTHER READINGS

Financin% District Health Services. InternationabMshop held 1 —
15" April 1994 in Nairobi Kenya. Published by GTZ Eboin,
Germany.

GTZ (Deutsche Gesellschaft fur Technische Zusamrbeita
Workshop Report.

http://www.paho.org/English/DD/PIN/ptodayl18 sep@mh
World Bank (1994). Development in Practice Bettezakh in Africa:

Experience and Lessons Learned. The Internatioaak for
Reconstruction and Development / The World Bank.
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1.0 INTRODUCTION

Everyone no matter how healthy needs medical casmme point in

time. This may be in form of preventive care oatngent for sicknesses
and injuries. With medical care comes payment et fm one form or

the other.

Affordability of such fees at the point of use miag difficult. Health

insurance provides a form of financing which makgrpent for the fees
relatively easier. Health insurance is an instioél and financial
mechanism that helps households, individuals agdrozations to set
aside financial resources to meet costs of mediaed in the event of
illness.

The advantage of insurance is that it converts ediptable future

expenses into payments that can be budgeted fadvance. From this
you will observe that health insurance scheme aopiio health care

fianancing significantly differs from user-fees whiin some places are
described as ‘cash and carry’.
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2.0 OBJECTIVES

The learner through this unit is to;

Understand what health insurance scheme means
Know the various types of health insurance sheme

o Know some of the problems that can be encountereuealth
insurance scheme

3.0 MAIN CONTENT
3.1 Definition Of Health Insurance

Health insuranceis a system in which prospective consumers of care
make payment to a third party in the form of anumsce scheme,
which in the event of future illness will pay theopider of care for
some or all of the expenses incurred. Health imsigais a type of
insurance whereby the insurer pays the medicak aafsthe insured if
the insured becomes sick due to covered causedsieaio accidents. The
insurer may be a private organization or a govenimagency. Health
insurance is an agreement between a person, wballed the policy
holder, and an insurance agent. Insurance agentgaopiers are
organizations that offer financial protection irseaof illness or injury
and pays for the policyholder’'s medical treatment.

The fundamental concept of health insurance is ithealances costs
across a large, random sample of individuals. Rstance, an insurance
company has a pool of 1000 randomly selected silbessrwith each
paying N1000.00 per month. Fifty of them get realgk that month
while the others stay healthy, which means therarsze company, can
use the money of the paid by the healthy peopleetd the sick persons.

INSURANCE
AGENT

(POOL OF FUND)
Premiu/m, \

MEMBERS «— PROVIDER
Services

Payments

STRUCTURE OF HEALTH INSURANCE
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SELF ASSESSMENT EXERCISE 1

Briefly describe the concept of health insurandeeste

3.2 History And Evolution

The concept of health insurance was proposed i 189 Hugh the
Elder Chamberlen from the Peter Chamberlen fanhitythe late 19
century, early insurance was actually disabilitgurance that covered
cost of emergency care for injuries that could léadlisability. This
continued until the 20 century where all laws in some jurisdictions in
US regulating health insurance actually referredligability insurance
and patients were expected to pay for all othetscolsmedical care in a
form of fee for service. Today health insuranceesebs cover a wider
area of health care to include the cost of routipesventive, and
emergency health care procedures.

The origin of health insurance can also be tracedhédieval Europe
when labour unions, associations of employers lbbrand craftsmen
formed guilds which in turn created funds to helpnmbers in times of
need on account of illness. Although they start&ti wash benefit they
later broadened the scope to request doctors tiblyadnesses and paid
them to provide health care for members. New incegtthen came
from employers with the scheme becoming compulsgsrgmployers in
specific high-risk industries such as mining, begamake employment
often tied together with willingness to pay conttibns. With these
came the development of earnings-related contdhstirather than
risks-related contributions. This potential for Busolidarity was

exploited in Germany in 1883, Austria in 1887, Naywn 1902 and the
UK in 1910. By the early 1930s compulsory healtd baen developed
in most industrialized countries of Europe undex ttame of sickness
and maternity insurance

SELF ASSESSMENT EXERCISE 2

Write a short essay on the history of health inscea
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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. Privaterarece can be for
groups like companies, labour unions, professional assioei or for
individuals.

Private: This is through employer owned on-sight healthlitas or
through contract with outside providers, contribatipayable is based
strictly on the needs of the individual i.e. thgher the health needs of
the contribution the higher the payment.

3.3.2 Public Health Insurance

The public sector third party may be Parastataisurance scheme,
government, and social security and sometimes theigers.With the

publicly funded health insurance the good and the fisks all receive
coverage without regard to health status, whicimiektes the problem
of adverse selection and amplifies the problem afainhazard.

3.3.2 Social Insurance

Insurance program financed by government throughréaenues that
guarantee citizens financial benefits for eventsictvhare beyond
individual control, such as old age, disability grabr health. Payment
Is irrespective of the needs and is usually basecraployment and
income.

Based on the principle of solidarity

Contribution based on ability to pay

Resources are pooled together among a large papulat
It enhances security of each individual in the grou

Higher income earners will subsidize those withdowmcome and those
with lower health needs will subsidize those withher health needs.

3.3.4 Community Sponsored Insurance
A community based program which normally operatethe rural areas

and mostly localized e.g. health care scheme inldid Tsonga in
Kwara State, Nigeria.
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Other types of HIS include

3.3.5 Direct

Here the Health Insurance Scheme builds or restsvin health care
premises exclusively for the use of the insuredqes.

3.3.6 Indirect

Here the scheme makes contracts with selected dqaxvifor the
provision of defined services at negotiated prid¢bs, authority rather
than the insured persons makes the payment.

3.3.7 Reimbursement

The patient buys his own medical care in the pevatrket and then
sends the receipted bills to the insured who rensesi the insured

person either for part of the full cost or on tleesis of standard payment
for a particular service which will normally be wélelow 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:

Increasing cost of health care

Some private insurance companies charge peoplaffatedt
rates based on their own personal health

Some medical problems may not be covered by thenseh
Health care recipient is not involved in negotigtithe cost of
care. Some health care providers have populdruspopular
ways of controlling these costs.

Some providers may have different rates for theesgnmocedure for
those insured and those not insured.

3.4.1 Problems With Private Health Insurance

There two main problems and these are adversetiseleend moral
hazard.
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Adverse selection- Describes the tendency for only those who will
benefit from insurance to buy it or participateiinAdverse selection
can leave an insurance company with primarily sigkscribes and will
have the problem of balancing out the cost of n@dgpenses with a
large number of healthy subscribers. This is bexaushealthy people
are more likely to purchase health insurance becdlisy anticipate
heavy medical bills whereas those who consider seéms to be
healthy may decide that medical insurance is arcgssary expense; if
they see a doctor once in a year and it costs MB0@hat much better
than making monthly insurance of N600.00. The iasue companies
too can deny those with medical history suggestiva future a heavy
financial burden may be denied or screened out.

Moral hazard — Describes the state of mind and change in bebavi
that results from the knowledge the health insuzandl take care of
medical bills and people therefore overuse mediea¢ since they do
not incur out-of —pocket expenses. Where healtlrarxe is in practice,
people who do not have insurance cover or are tindared may wait
for too long out of fear of high medical bills unthe illness become
life-threatening.

SELF ASSESSMENT EXERCISE 4

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

4.0 CONCLUSION

Health insurance is an option of health finacingttls used in most
developed countries and increasing number of demgogountries are

also practising health insurance scheme. It cosverpredictable future
expenses into payments that can be budgeted fadvance. There are
various types of health insurance scheme. The selmaw appear to be
a sustainable way of financing health care andaeslidhe problem of

‘cash and carry’ health financing and this to ayéaextent reduces the
emergency financial burden when household needlipethealth care.

5.0 SUMMARY

This unit has given you a definition of health ireuce and described
the various types of health insurance. They inclpdeate and public
health insurance, direct and indirect health inscea social insurance,
community health insurance and reimbursement heafthrance. The
various problems that can be encountered in hewtirance scheme are
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described in this module. Also described are the tvain problems in
private health insurance which are; adeverse seteahd moral hazard.

6.0 TUTOR MARKED ASSIGNMENTS

1. Describe the various types of health insurancermsehe
2. What are the common problems of private and pubéalth
insurance scheme?

7.0 REFERENCES /FURTHER READINGS

Financin% District Health Services. InternationabM&hop held 11 —
15" April 1994 in Nairobi Kenya. Published by GTZ Eboin,
Germany.

GTZ (Deutsche Gesellschaft fur Technische Zusamrbeita
Workshop Report.

uhttp://www.paho.org/English/DD/PIN/ptoday18_se v
World Bank (1994). Development in Practice Bettezakh in Africa:

Experience and Lessons Learned. The Internatioaak lfor
Reconstruction and Development / The World Bank.
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1.0 INTRODUCTION

Health is fundamental to the socio-economic devalaqt of any nation.
Nigeria like many other countries have its peopéaltih funded by
government, but as result of the inadequacy of gowent funding
several other options in health care financingadse in place.

All tiers of government are involved in health éaancing even though
the level of health they fund differ. The propon@ allocations of
money to health sector out of the total budgetaiyeaditure by these
tiers of government vary considerably. Effectivee usf the meager
financial resources available to the health seirtdligeria remains a
problem and challenge.

OBJECTIVES
In this unit learners are expected to:

o Understand the what the National Health PolicyngHealth Care
Financing
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3.0

3.1

Know about the various roles of the different tiefgovernment
in Health care financing

Be able to describe the various options in headite dinancing
that is used in Nigeria

Familiarize themselves with the pattern in hea#ttecexpenditure
in Nigeria

MAIN CONTENT

National Health Policy on Health Care Financig

The 1988 National health policy declares that Faldend State
Government shall review their allocation of resesrdo the health
sector and within available resources give priotilyprimary health
care, community resources are to be mobilized énsipirit of self-help
and self-reliance.

In the 1988 policy it states that efforts shall lnade to redistribute
financial allocation among primitive, preventivedacurative health care
services to ensure that more emphasis is placegronitive and
preventive services other highlights on health éa@ncing include;

70

Exploration of health insurance scheme

User charges for curative services but subsidizezl/emtive
services

Public assistance shall be provided to the socialyd
economically disadvantaged segments of the papalat
Governments of the Federation shall encourage empdoof
labour to participate in financing health care vems to
employees

Within the rights of individuals to participate the economy of
the nation, private individuals shall be encoudage establish
and finance private health care services in usdered areas.
Within the concept of self-reliance, communitiesalshbe
encouraged to finance health care directly or filwtal
community solutions to health problems throughtabation of
labour and materials

Mechanisms shall be established to undertake agngnstudies
on benefit of various health programmers in relatio costs and
inclusion of analysis of needs in terms of cosgtenial and
personnel in all consideration of health techngl@md of the
establishment and maintenance of health infrastrec
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SELF ASSESSMENT EXERCISE 1

List the major health care financing issues adactfy the National
Health Policy

Recently the public sector reform of governmentitaswn form in the
health sector, which is referred to as the heatittos reform. Health
sector reform seeks to improve efficiency in sezvielivery, make
health care accessible and provide quality healthice. Government is
now outsourcing some of the services in the hed#dttilities like
Laundry, Security service, Kitchen among othersvésoment is also
promoting public private partnership in health cdeévery.

3.2 Health Financing By Tiers of Government

Local Government

The provision of primary health care is largely tesponsibility of the
various Local Governments within their Local Goveant Areas. Each
the Local governments are expected to provide #m®ws components
of PHC. This requires facilities, equipments andspenel.

The Local Government provides funding for this leveof care
particularly the public institutions providing thisire.

State Government

The State governments provide secondary health edneh is
specialized care to patients referred from the &mymHealth Care
through in-patient and out-patient services of ftaip for general
medical, surgical, pediatrics patients and comnyums#alth services.

Specialized supportive services such as Laborat&ipod Bank,
Rehabilitation and Physiotherapy services are ssgghdo be available
at this level. This type of care is expected taabéhe level of districts,
Local governments and zonal levels of each State.

In addition to the secondary health care servioe,State Governments
also provide supportive PHC services to the Loaal€enments.
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Federal Government

The Federal Government is involved in provisiorspécialized services
through Teaching Hospital and other special holspiteéhich provide
care for specific disease conditions or specifiougr of patients e.g.
Orthopedic, Ophthalmic, Maternity and Pediatric pitas. This level
of care requires big facilities, infrastructuresdaquipment as well as
highly skilled personnel. This is financed by thedEral Government
although presently some State governments now geblvied in
provision of this level of care. In addition to ghrole, the Federal
Government also provide supportive and supervisotg to Primary
Health care at the State and Local Government kevel

SELF ASSESSMENT EXERCISE 2

Write briefly on what each tier of government ficarnn health care
delivery and give specific examples

3.3 Options in Health Care Financing
Government Financing of Health Care

This option has in Health care financing has beemlace since the
colonial period. From independence government naeti to fund

health care in form of primitive, preventive andative health care as
described above.

In the past there were some governments had fredthheare
programmers where the government make health caeetd its people
and bear the cost of such care. The coverage df lsealth care was
however grossly inadequate. In view of the veryt cegquired to provide
such free health care which some of the State gavent were unable
to provide, the free health care programmers Migtubecame ‘no’
health care. Some particular health needs arepstillided free by some
State government e.g. free eye tests, maternal datdren care.

User charges

This option in health care has been in place ovieng period though
initially at a low scale but now increasing and ribw most dominant in
health care financing in Nigeria. This is with iedvantages ad
disadvantages. Remember you learnt the various néatyes and
disadvantages of this option in health care finagadan Unit 6 of this
module. Affordability of cost of health care is & lproblem to many
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Nigerians and this is affecting utilization of sems. Unfortunately
patients go for alternatives that are usually dabdard in terms of
guality of care.

Community Financing

In Nigeria there are several community based opgdions. Some of
these organizations engage in self-help projectelwinclude health
related activities. Some communities erect buildifay health centre.

Some provide labour to augment health care fingniciriheir areas.

Communities are sometimes involved in preventivalthecare services
| the form of digging of public wells, constructian public latrines.

Some communities are however faced with poor doutions to sustain
projects they had earlier embarked upon. At the esdaime some
community projects that were completed and hande@r oto

government are poorly maintained.

Health Insurance

The National Health Insurance scheme which had beetine drawing
board for decades in Nigeria has been launchedsandts early phase
of implementation. Most of the people currentlya@i®d on the scheme
are public civil servants. The scheme with timel wdver increasing
number of people in the country.

Private health care financing is also availablsome urban settings in
Nigeria. Unit 9 discuss in more details health msge scheme in
Nigeria.

Foreign Aid

Nigeria receives foreign aid from several Interoadl Agencies,
bilateral government agencies. Some of these fuarés channeled
through the National Planning Commission. A numbkemternational
Agencies also channel funds directly to variouzlewf government,
Non-Governmental Organizations and Religious groups

SELF ASSESSMENT EXERCISE 3

I Describe the various options of health carerfaiag in the
community where you work.
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. List areas of differences in health care finagooptions in the
community where you come from.

3.4 Health Care Expenditures

Total public health expenditures consist of expsnseurred in the
provision of all forms of health care by all leveisgovernment. There
is insufficient data on this. Available data poiatthe fact that public
expenditures in the health sector has been very éalwer when
compared with those of other key sectors of thenewt, such as
education, agriculture, etc or when expressed megmage terms in
relation to the gross domestic product. Total gorent expenditure in
relation to GDP ranged from 4.3-5.5% from 1998 t©04£ In

percentage terms Federal health sector in relatioriotal Federal
government expenditures fluctuated between 0.989@ab1 % between
1980 and 1990. Recent data suggest a little inerémspercentage
budgetary allocation to the health sector btill far short of World

health Organization recommendation of a minimurhs%o to the health
sector.

While the health sector in the 70s and early 803ssgmes between
2.0%and 3.0% of the Federal recurrent budgetaogailion, its share in
the State and Local Government levels range froml1@6 and 31- 40
% respectively. Between 1998 and 2004 governmeper&kture on
health as a proportion of total expenditure rangeiveen 3.1 — 7.1%.

Total health expenditure reveals that at all levefs government;
recurrent expenditures take the lion share. At Federal level, the
recurrent share of the health budget was betweed%64nd 70.0%
between 1980 and 1990.

Also on the average for State and Local governm@dii8% and 90.0%
of the health budget is devoted to recurrent experej personnel cost
dominate the recurrent expenditure. User fee (byooket
expenditure) is the predominant expenditure fofthezare in Nigeria.

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

Federal allocation to Primary Health Care (PHC) haen negligible
less than 0.5% of recurrent expenditures. Althainghproportion is still
low, there is an indication that the policy empkasn PHC in recent
time has led to a gradual increase in the levetsofunding. However,
major part of the State and total Local governmuasdalth budget is
devoted to PHC.
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Out of the total budgetary allocation to the heaklkctor, a
disproportionately high percentage is expendedeonarrent expenditure
to the detriment of capital expenditure. This isp@nsible for the rapid
decline in standard of public health facilities,oponfrastructures and
inadequate equipments for health services.

SELF ASSESSMENT EXERCISE 4

Write on the major features of health care expeneltin Nigeria

Table 1. National Expenditure on health

NIGERIA : National Expenditure on
Health
(Naira)

A. RATIOS AND
LEVELS 1998| 1999| 2000| 2001 | 2002| 2003 | 2004

|. Expenditure ratios

Total expenditureon |55 |54 | 43 | 53| 50| 50 5.1
health (THE) % GDP

General government | 26.1 | 29.1| 33.5 314 256 255 274
expenditure on health
(GGHE) % THE

Private expenditure on 73.9 | 70.9| 66.5 68.6 74.4 745 726
health (Pvt THE) %
THE

GGHE % General 71 |54 | 42| 32| 31| 3.2 35
government
expenditure

Social security 0 0 0 0 0 0 0
expenditure on health
% GGHE

Net out-of-pocket 95.0| 94.8| 92.7 914 904 912 913
spending on health
(OOPs) % Pvt THE

Private prepaid plans |24 |34 | 51 | 65| 6.7| 6.7 6.6
expenditure on health
% Pvt THE

Externally funded 13.1| 13.8| 16.21 56| 6.1| 5.3 4.6
expenditure on health
% THE
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Il. Per capita levels

Q)

THE per capita at 16 17 18 19 19 22 2
exchange rate (US$)

GGHE per capita at 4 5 6 6 5 6 7
exchange rate (US$)

THE per capita at 47 48 39 50 49 51 5b
international dollar
rate

GGHE per capita at 12 14 13 16 12 13 15
international dollar
rate

Source — WHO web site
4.0 CONCLUSION

Health care financing is addressed by the Natibiegllith Policy.
Adherence to the National Policy on health finagaioes not appear
satisfactory. Government funds both preventive @andtive health care
but the gap in funding over the years has brougbther options in
health care financing. Available data suggestubsat fees (out-of-
pocket expenses) is the highest contributor tothealre financing in
Nigeria. Generally government funding of healtheciar Nigeria is far
below WHO requirement.

5.0 SUMMARY

In this unit you have been put through the Headtie ¢inancing from
the perspective of the National Health Policy. Vadous options of
health care financing in Nigeria has been describbi unit also helps
you to understand the trend and pattern in health expenditures in
Nigeria and this will help you understand the cotistate of health
facilities and services.

6.0 TUTOR MARKED ASSIGNMENTS

1. Describe the various options in health cararfaing in Nigeria.

2. Write on the pattern and trend in health caxperditure in
Nigeria.

7.0 REFERENCES/FURTHER READINGS

Alausa O.K., Osibogun A. Health care financing idepressed

economy — options for Nigeria. Nigeria Journal afatth
Planning and Management, 1996, 1(2):37 — 40.
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FMOH. The National Health Policy and Strategy tdiswe Health for
all Nigerians. Federal Ministry of Health, Nigeri298: 49 -50

http//:www3.who.int/whois/core/core_select_procefss?country.NGA
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1.0 INTRODUCTION

Health Insurance Schenie now in place in Nigeria as one of options
for health care financing. The history of healtlsurance scheme in
Nigeria is over 3 decades but not until 1997 the scheme was
officially launched. The implementation of the sefeein Nigeria is
planned to be in phases commencing with pubic seilvants. Private
sector involvement is incorporated into the schemi the use of
Health Maintenance Organizations (HMOs) to collecntributions
from participants and also pay providers of sesvice

2.0 OBJECTIVES

In this unit readers will be made to:
To know the historical background of Health Insweam Nigeria
Know the objectives of the scheme and the health cavered by

the scheme
° Understand how the scheme works

3.0 MAIN CONTENT
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3.1 Historical Perspective

In Nigeria the first search for health insurancstesn started in1962
during the first republic. The federal governmemvited Dr. Halevi
through the International Labour Organization (IL@) look into
starting an health insurance system in Lagos.

Dr. Halevi supported the system but the Nigeriardida Association
opposed it. The civil war years, caused the madtére shelved but was
resuscitated by the National Council on Healthhe early 80s, two
decades after. The Minister of Health, Admiral R&tKoshoni, on the
advice of the National Council of Health commis&dma study led by
Professor Diejomaoh of the Nigerian Institute focial and economic
research (1984). This was later followed in 1965abigasibility study
chaired by Mr. Yinka Lijadu of the National Insuc@nCorporation of
Nigeria which found the scheme feasible, workalte aesirable in
Nigeria. Finally, in 1988, Professor Olikoye RansomKuti,
commissioned the National Committee on Establishnoérthe NHIS,
chaired by Emma-Eronini and recommended the capitamodel,
which is easy to run and almost tailor made for loealth system and
traditions. The United Nations Development ProgramitdNDP) and
International Labour Organization (ILO) consultaateng with others
conducted their own studies in Nigeria to providestmg, draft
legislation and implementation guidelines for ebshing the scheme in
1992. Then the federal executive council, which gaen its approval
in 1989, directed federal ministry of health in 399 start the scheme,
which was launched in 1997, and finally signedaw In May 10, 1999
by the then Head of State General Abdulsalam Ababak

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 miteviinancial security to
the citizens against unforeseen ill health. A sahestablished by law
number 35 of 1999 to improve health care deliveyypooviding a
sustainable alternative source of funding healthe ceervices. The
scheme works on the principle that highrerome earners will subsidize
those with lower income; and those with lower Heatieeds will
subsidize those with higher needs. Resources akegp@among a large
population so that sufficient fund will be made i¢adale to take care of
individuals needing health care at any one timavilltbe a solution to
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the problem of inappropriate use of the levels @dlth care leading to
unnecessary costs and underutilization.

It guarantees access to health care as of righdrtaipants.

The establishment of the scheme was informed bgdneral poor state
of the nation’s health care services especiallyeiation to accessibility,
guality of services rendered, utilization and dittion, the excessive
dependence and pressure on the government proligith services,
and dwindling funding in the face of rising costh&fath care services.

3.3 Objectives of the scheme
The objectives of NHIS include:

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

2. Protecting families from the financial hardshiplafge medical
bills.

3. To ensure equitable distribution of health caretsasmong
different income groups.

4, Limiting the rise in the cost of health care seegic

5. To improve and harness private sector participationthe
provision of health care services.

6. To ensure equitable patronage of all levels ofthezdre.

7 To maintain high standard of health care delivemyises within
the scheme.

8. To ensure availability of funds to the health seétw improved
services.

9. To ensure efficiency in health care services.

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

SELF ASSESSMENT EXERCISE 2

List the objectives of the National Health Insuratscheme

3.4 Health Care Benefits of the Scheme

The benefits derived from participating in the suokeare defined by
law, are fairly comprehensive and include the fwilw:

1. Defined elements of curative care such as:
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o Out patient attendance

o Maternity care for up to four births for every imsd person

o Consultation with defined range of specialist

o Hospital care in a public or private hospital irstandard ward,
during a stated duration of stay, for physical @ntal disorders.

o Eye examination and care, excluding tests for drel dctual
provision of spectacles

o Defined dental care:

1. Consultant, Oral examination, preventive cai @ain relief

2. Preventive care including immunization, family ptarg, ante-
natal, post-natal care and health education.

3. Prescribed drugs and diagnostic tests

4. Prostheses and rehabilitation

From the above it is evident that the contributidra small affordable
amount buys a lot in terms of health care.

3.5 How the Scheme Works

For participation in the scheme, contributors Wilt register with an
NHIS approved Health maintenance Organization (HMQJ thereafter
register with a primary health care provider of Milsoice for an
approved list of providers supplied HMOs. When atabutor is
registered he will be issued an Identity card (dayd with a personal
identification number. In the event of sickness tlatributor presents
his ID card to his chosen primary health care plewi(PCP) for
treatment. A contributor has a right to changeR@ after a minimum
period of six months if he is not satisfied withs tservices. Disputes
between actors in the scheme shall be settledlyatron boards to be
set up at state level, whose membership includesesentative of
NMA; Pharmaceutical Society of Nigeria; The NatibAgsociation of
Nigerian Nurses and Midwives and the public. The GiMill make
payment for services rendered to him to the hecdite provider. A
contributor may be asked to make a small co-paympenprescription at
the point of service.

A contribution made by the insured person entiti@aself or herself,
spouse and four children under the age of 18 y&arfull health
benefits. However students in school upon to thee Zgyears qualify as
dependants. Extra contributions will be requiredr fadditional
dependants. Contribution to be made by formal seetoployees for
health benefits under the scheme will be 15% ofesathe payment of
which will be by both the employee and the employldre employee
pays 5%, while the employer makes up the remairifgo. The
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employee’s part of the contribution is to be dedddirom his pay with
the employer adding his own and subsequently fatingrthe total
payment to the appropriate quarters.

The implementation of the scheme is planned tolghases to cover all
Nigerians categorized as follows:

1. Employers in the formal sector (public and private)their
contribution will be paid by their employers arbse in public
sector by the federal state local governments seateds and
agencies as appropriate.

2. Self-employed person (market women, traders, adistarmers
and Businessmen etc) — they will be encourageg@atp their
contributions either by themselves or through evapves
formed by them.

3. Rural dwellers —for this group suitably priced meargmers
designed for them will be implemented in considtatwith
various organizations such as the community basdaperatives,
local state and federal governments as well asrdagencies and
other NGOs.

4. Vulnerable groups which include the unemployed, dged, the
disabled, the street children, the retarded aedéhirees — their
contribution will be paid on their behalf by thesderal
government, state government and local goverrsn@&®GOs,
local community and philanthropists.

It is however important to emphasize that coveragié be phased
starting with employees in the formal sector repnéisg a definable

group.

SELF ASSESSMENT EXERCISE 3

Write briefly on how the National Health Insurarfseheme works

4.0 CONCLUSION

The National health Insurance Scheme is set toigecaccess to quality
health care to all Nigerians. Quality, accessibid austainable health
care that is adequately funded, will be guarantegaimealthy populace,
also provide an economically productive one, theefies of which will
be accruable to the individual, the organizatiod samthe Government.
The scheme is already being implemented in the tcpuand started
with workers in the public sector.
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5.0 SUMMARY

In this unit you have read through the history edlth insurance scheme
in Nigeria and the objectives of the scheme wegaited. Also the

various benefits of the scheme are listed. You h&lge been able to
understand how the scheme works. The next unit digcuss the

strategies and action points in the implementaicime scheme.

6.0 TUTOR MARKED ASSIGNMENTS

Write an essay on the history of Health Insurand®eghe in Nigeria.

7.0 REFERENCES/FURTHER READINGS

Akande T.M., Olugbenga-Bello A.l. National Healtisrance Scheme
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Aruna O.S. The national Health Insurance Schemenc&ut and
Implementation

Katibi I.A., Akande A.A., Akande T.M. Awareness aradtitude of
medical practitioners in llorin towards Nationaldftd Insurance
Scheme. Nigeria medical Practitioner Vol. 43 No32= 35.

NHIS National Health Insurance Scheme (NHIS) Gumbs. NHIS
Abuja.

Onafase A.N. The Perceived role of private insugacmmpanies in the
national Health insurance scheme. llorin doctor8.99

Oniyia J.C Essential information for medical lalwiedtists. Lab news
2001: 9 — 10.

Report of technical committee on the coverage efwhinerable group
in the national health insurance scheme Decemt$9.19
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1.0 INTRODUCTION

In Unit 9 you read through the history of healtlsurance scheme in
Nigeria, the objectives of the scheme as well a&s libnefits of the
scheme.

In this unit you will be exposed to the strategieshe implementation
of the scheme in Nigeria. In the evolution of thatiNnal Health
Insurance Scheme, the recognition of inefficiend amappropriate use
of resources as prevalent and recurring problemthenhealth sector,
informed the decision to make the scheme privatésselriven. This led
to the introduction of HMOs as integral stakehoddarscheme.

2.0 OBJECTIVES
In this unit readers will be made to:

e know the strategies for the implementation of NadioHealth
Insurance in Nigeria
Know the action points in the implementation of ISHI
Understand the classification of the various heedite providers in
the scheme
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3.0 MAIN CONTENT
3.1 Strategies/Implementation Action Points in Nigea
3.1.1 Use of HMOs

As the financial managers of the scheme and thagtions include:

1. Collection of contributions from eligible employerand
employees

2. Collection of contributions form other contributors

3. Payment of health care providers for services resttle

4 Maintenance of quality assurance in the deliverhedlth care

benefits under the scheme.

Private or public individuals /establishments mawprni these
organizations, which are limited liability compasisolely formed for
the purpose of provision of health services andsteged by the scheme.

SELF ASSESSMENT EXERCISE 1

I What is Health maintenance Organization (HMO)?
. Mention some of their functions.

3.1.2 Involvement of Insurance Companies

The NHIS saw a need to entrust the provision of mh&practice
insurance to only reputable and reliable companiBse role of
Insurance in the Scheme also includes Health caligedy as Health
Insurance Companies.

As the private sector has now been allowed fulltiggation in the
operation of the National Health Insurance Scheime operative from
this sector are to be:

1. Health Maintenance Organizations (HMOs) to be farniey
Health Care Management professionals.

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

An insurance company with adequate resources cfauid a health
insurance subsidiary for this purpose. In the adidve; a number of
companies may jointly register a Health Insurandesgliary. However,
the role of both HMOs and the HICs would be the saas both of them
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would ensure that Health Providers provide the irequhealth care to
the insured user under the scheme.

To be able to perform this role the Health Insuea@ompanies must be
registered by the Corporate Affairs Commission, isfat the
requirements of National Insurance Commission andtmaltimately be
registered by the National Health Insurance Coursl the scheme is
expected to take off initially only in some pilotates, each HIC is
expected to put in place necessary facilities fiicient operation in the
zone in which the company will operate. For profgrctioning, it is
advisable that Health care management professidoats part of the
health Insurance Companies.

The HICs are expected to be associated with HMOs wili carefully
select from the registered health care providéosd they would use for
their key role of health care delivery to theiruresd. Proper record
keeping and regular monitoring of their operationsing modern
information technology will enhance the succesthefscheme.

SELF ASSESSMENT EXERCISE 2

In what ways can insurance companies be involvétHIS?

3.1.3 Malpractice Insurance

In order to ensure seriousness in the Health candders and also that
compensation is available for an aggrieved usethefr service or
negligence; the National Health Insurance Schemeines every health
care provider to have in force malpractice insueatiicis expected to be
one of the conditions of their registration. As meadl practice is noted
for its nomenclature, malpractice insurance seembet the medical
nomenclature for professional indemnity insurance.

Apart from the physician, all other professionatsthe health care
provider's outfit such as nurses, midwives, phaistac
physiotherapists, radiographers should possessd vplofessional
indemnity insurance either as an individual or asogporate body,
depending on their mode of operation.

SELF ASSESSMENT EXERCISE 3

86



NSS 412 HEALTH ECONOMICS

How relevant is malpractice insurance in healtle clivery in
Nigeria?

3.1.4 Registration / Licensing Of Health Care Prowders

A health care provider is a licensed governmenprorate health care
practitioner or facility registered by the schenoe hate provision of
health benefits to contributors and their depersiant

They are classified under the scheme as eitheinaapr health care
provider or a fee-for service health care provider.

The primary health care provider (“gate-keeper”)l werve as first
contact with the care system and they include:

private clinic/ hospital

Primary Health care centre (private or Government)

Nursing and maternity homes (overseen by a doctor)
Outpatient department of General, Specialist andchiag
Hospitals.

Payment for services rendered by these providersrtributors shall be
by capitation. This is a predetermined sum of magpeay by the HMOs

on behalf of a contributor for services renderedthoy provider. This

payment is made monthly whether or not the senaceaused. The fee-
for-service health care provider include: spedasctors, pharmacists,
laboratory scientists, radiographers, physiotheta@nd dentists.

The provider shall only provide services to thetdbntor on referral
from the primary health care provider, the essaricghich is to ensure
the appropriate use of the levels of health careef@iciency. Their
payment will be made immediately on completion.

3.1.5 Payment system

Health providers under the scheme will be paidegithy capitation or
fee-for service rendered. Capitation: is the paymera primary health
care provider by the HMOs on behalf of a contributor services
rendered. This is made monthly whether or not émneises are used.

Fee-for service-:this is made by HMOs to non-capital receiving tteal
care providers who rend services on referral fraimeio health care
providers.

When the a registered client in a health facilijwsumes some form of
health care, the client is required to pay direttlyhe provider 10% of
the total cost of care consumed that are within cbeerage of the
scheme.
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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 health qax@viders. But any
provider who hopes not only to survive but alsowgrim the new
dispensation must be well equipped to cope withcth@nges that are
imminent with new health care funding arrangemems. good
understanding of the principles of the NHIS is imgbwe. For the
scheme to succeed there are responsibilities indposdhe health care
providers and they include:

o Provision of agreed services that are of good tutdithe patient
at all times.

o The provision and maintenance of standard faclitie their
establishment

. Providers’ facilities are required by law to set wgoality

assurance programmed. Such programmers must beefieled,
comprehensive, problem-focused, effective, wetirdnated,
and flexible and cost efficient.

o Creating means effective communication with pasiertheir
relations and friends and putting in place anceffit feedback
mechanism to get the views of patients, moniteirthreactions
and level of satisfaction with the types/quality of service
offered, and ensuring the needed adjustment ade.ma

o The provider should at all times abide by the pmn of the
legal agreement between himself and the HMO.
o There should be in place organized booking systemetiuce

waiting time for patients to a minimum.

3.7 Classification of Health Care Providers

1. Primary Health Care Providers
First contact with the Scheme i.e. gatekeeperssé hreclude:

Primary Health Care Centers

) Comprehensive health care centers
1)) Nursing and maternity homes (With prove of acceddé¢dical
Practitioner).

iii)  Out-patient departments of General Hospitals, Stgci
Hospitals, Specialist Hospitals, Federal Medical nt€es,
Teaching Hospitals, Armed Forces, the Police anterot
uniformed services Hospitals/Clinics, University ditzal
Centers, and Federal Staff Clinics/Hospitals.

88



NSS 412 HEALTH ECONOMICS

Iv)  Non-specialist private hospitals and clinics.

2. Secondary Health Care Providersprovide health services on
referral from Primary Providers

These include:

i)  General/Divisional Hospitals (out-patient spdistacare and
in-patient care for medical, surgical, pediatriostetrics
and gynecology etc),

i) Specialist Hospitals/Reference Hospitals

iii) Federal Medical Centers

Iv) Pharmacies

v) Laboratories

vi) Dental clinics

vii) Physiotherapy clinics

viii) Radiography centers, etc.

3. Tertiary Health Care Providers provide health services on
referral from primary and secondary levels. Thaskide:

I)  Teaching hospitals ;

i)  Specialist hospitals,

iii) Specialty/specialized hospitals (orthopedic, psatiu, etc),
Iv) Federal medical centres, and

v) Military reference hospitals.

4.0 CONCLUSION

The National health Insurance Scheme is set toigecaccess to quality
health care to all Nigerians. Beneficiaries of stheme register with a
Health Maintenance Organization that collects dbation from the
employee and employer and also make payment tadeevof health
services. Clients are expected to make use ofthéadility through a
primary care provider who refers the patient teeotvels if necessary.

5.0 SUMMARY

Private participation in the scheme through Healilaintenance
Organizations has been described. The strategiésimaplementation
action points of the scheme are also describelisrunit. You have also
been exposed to the classification of health fieslifor the purpose of
effective functioning and referral system withire ttcheme.

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

Economic evaluation is now becoming increasing irtgpd and

relevant in health care delivery. In view of scaresources, decision
makers need to know how best to use the little labi@ funds

judiciously. Through economic evaluation variousatggies of health
care delivery can be compared objectively makingeliatively easy to
choose the best and most efficient service.

2.0 OBJECTIVES
In this unit the learner is to:

Understand what economic evaluation is
° The various methods of economic evaluation

3.0 MAIN CONTENT

3.1 Costs-Benefit Analysis (CBA)

Compares the cost incurred and the benefits olataioen the health
care on the disease. When the benefits exceed tosteesources have
been effectively utilized. Cost benefit analysisnpares the costs and
benefits in using resources in a specific way asresj alternative uses.

Cost benefit analysis allows for the identificationeasurement, and
comparison of the benefits and costs of a prograneméreatment
alternative. The benefits realized from a programare treatment
alternative compared with the costs of providing ffrogramme or
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treatment alternative. Both the cost and the benafie measured and
converted into the monetary equivalent in the yaawhich they will
occur. Future costs and benefits are discountededuced to their
current value. The costs and benefits are expressadratio (a benefit—
to-cost ratio). If the Benefit / Cost ratio is greathan 1 the program or
treatment is of value, i.e. the treatment benefitweigh the cost of
providing the programme. Where Benefit / Cost ajeaé to 1 then the
benefits equal the cost. If Benefit / Cost are gmedhan 1 then the
program or treatment is not economically beneficld measure in
monetary terms the benefit of an health intervenguarticularly in
developing countries is difficult and a major liatibn to using this type
of economic evaluation.

3.2 Cost-Effectiveness Analysis (CEA)

It compares the cost or effectiveness of differeptions of using
resources. Because of the difficulty in measuriegdiits particularly
humanitarian benefits, cost-effectiveness analysisoften used for
economic appraisal in health care. CEA is a wagwhmarizing the
health benefits and resources used by competidthlezae programs so
that policy makers can choose among them. The méconlike the
input is not measured in monetary unit.

Cost-effectiveness-Analysis investigates the best eheapest way of
achieving a single objective by comparing effectd aosts. The aim of
Cost Effectiveness Analysis (CEA) is to determine of the following;

o Which of a number of possible interventions achseaegiven
objective at least cost
o Given a fixed budget the intervention maximizes the

effectiveness of the expenditure

The best cost-effective intervention is the onéhwlile lowest total costs
and in a situation where interventions are equalbst, the better one is
the one with highest effectiveness. The most cfietive alternative is
not always the least costly alternative for obtagna 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 ph#gicular disease on a
defined population. This method is often referredas ‘burden-of-
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illness’ and it involves measuring the direct amdiiect costs
attributable to a specific disease. This methodwdluation does not
really compare various strategies rather it hekial#ish the cost of a
particular disease on a defined population.

3.4 Costs-Minimization Analysis

Cost-minimization analysis (CMA) involves the detemation of the

least costly alternative when comparing two or mdreatment

alternatives. In CMA analysis, the alternatives trhesve an assumed
equivalency in outcome. This method of evaluatisnsimple as it

compares competing treatment modalities or programsiong as there
Is evidence that the outcomes of both modalitiesegual.

Other forms of Economic Evaluation

Another form of economic appraisal is quality Adpc Life Years

(QALYS’) which is a cost-utility analysis (CUA). kllows more than

one type of outcome to be included unlike CEA. Tiosvever assumes
that there are no other objectives to health cdran t health

maximization.

CONCLUSION

Economic evaluation is becoming increasingly refévia health care
delivery. This will assist in making informed cheion most effective
strategies or intervention that can be used intheare delivery. Each
of the methods of economic evaluation has theiitéitions and the
areas in which they can be applied. Costing theetiterof health

intervention or programme is a big challenge indleping countries.

5.0 SUMMARY

In this unit you have been able to read about emamevaluation. This
unit also describes some types of economic evaluatihich include;
cost benefit analysis, cost effectiveness analysist of illness
evaluation and cost minimization evaluation.

6.0 TUTOR MARKED ASSIGNMENTS

1. Describe the various methods of economic etialuan health
care delivery.
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