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Health Economics

-\What 1s Health Economics?

-In a formal sense, Health Economics
IS soclal science concerned with the
production, distribution and
consumption of wealth (health and

health care).



e
Health Care Framework

- Goals: to improve quality of life and equity In
health

- Means: Health development
- Problems facing the health care system :

- What health services to produce?

- In what quantity?

- How should health services be produced?
- How/to whom to distribute



e
Health Care Framework

-Basis for decisions: Health/ ethics ;
economics/ political sensitivity

-System and structure: Price
mechanism/ market forces, central
planning/controlled or mixed system.
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Links between Health and Economic Development:
Links and interactions between health and economic output

Higher fertility and Higher (Labor force reduced
child mortality dependency € by mortality and
ratio early retirement

A - C A
Lower
GDP per
capita
Childillness [~~~ 7T lower labor productivity  ------===--==-=- P Adultiliness and
malnutrition
A A
Y 4
Child malnutrition Reduced access to
natural resources and
global economy
Y
Reduced schooling
] and impaired
cognitive ability Reduced investment
in physical capital




Macroeconomic view of health-economic links

( Economic Policies and Institutions
k provide governance and

provision of public goods

W

J

Human Capital

(education, on-the-job 1‘7
training, physical and

cognitive development)

Technology j
(scientific knowledge

\ 4

Health relevant for production,

Enterprise Capital
(fixed investments in plant
and equipment, teamwork and
organization of work force,
investment opportunities, and
ability to attract labor and capital)

innovations in the domestic
economy, and diffusion
of technology from abroad)

Economic Development
(high levels of GNP per
capita; growth of GNP

per capita; and
poverty reduction)

A A

Commission on Macroeconomics and Health, 2001



e
The Trend of Health Care

Yesterday Today Tomorrow
Quality ——  Quality — Innovation
Control Management &Quality
Incremental Continuous Breakthrough
Improvement Improvement Improvement

Cost Reduction — Cost Management — Value Creation

Use of Data —— Use of Information—>Use of Knowledge



AN 1.1

WHAT INFLUENCES HEALTH?

(OTHER THAN HEALTH CARE)

B WHAT IS HEALTH? WHAT IS ITS VALUE?
X i Occupational Hazards;
Perceived attributes of health; <
i X Consumption Pattern;
Health status indexes; value of life;
- . Education;
Utility scaling of health
Income; etc.
E 4 C \ 4 v F
MICRO ECONOMIC DEMAND FOR HEALTH CARE MARKET
EVALUATION AT TREATMENT EQUILIBRIUM
LEVEL Influences of A+B on Health Care Seeking Behavior;
P Barriers to Access (Price, Time, Psychological; Formal); o Money Prices,
- Ll
Cost Effectiveness & Cost Benefit Agency Relationship; Need. Time Prices,
Analysis of Alternative Ways of Waiting Lists &
Delivering Care (e.g. Choice of Non.Prices Rationing
Mode, Place, Timing of Amount) at 7'y Systems as Equilibrating
all phases (Detection, Diagnosis, Mechanisms and their
Treatment, After care. etc.) \ 4 D Differential Effects
SUPPLY OF HEALTH CARE
gl .
- Ll
Cost of Production;

Alternative Production Techniques; Input
Substitution; Markets for Inputs (Manpower,
Equipment, Drugs, etc.) Remuneration Methods

& Incentives

G

PLANNING, BUDGETING & MONITORING
MECHANISMS

l H v

EVALUATION AT WHOLE SYSTEM LEVEL

Evaluation of Effectiveness of Instruments
available for Optimising the System; Including
the Interplay of Budgeting, Manpower Allocation;
Norms; Regulation, etc. and the Incentive

Structures they generate.

A

P Equity & Allocative Efficiency Criteria brought to bear on E +F : Inter-regional

& International Comparisons of Performance

Health Economics Framework

Source : Adam Wagstaff



Economic Evaluation

BOTH COST CONSEQUENCES OF ALTERNATIVES

EXAMINEED?
NO YES

ONLY CONSEQUENCES | ONLY COST

.o C. Cost-
NO | Outcome description | Cost description o .Oufcome
COMPARISON description
OF TWO CMA
YES [Efficacy or effectiveness| Cost analysis

OR MORE evaluation CEA
ALTERNATIVES? CUA
CBA




-
ECONOMIC ANALYSIS TOOLS

1. COST - BENEFIT ANALYSIS
B/C ratio
NPV ( Net Present Value )
IRR (Internal Rate of Return)
2. COST/OUTPUT (Unit Cost)
3. COST /EFFECTIVENESS
4. COST /DALY’S
( DALY’S = Disability Adjusted Life Years )
5. COST / QALY’S
( QALY’S = Quality Adjusted Life Years)



Issues In Assessing Benefits for CEA

1. Efficacy vs effectiveness vs efficiency.
2. Intermediate versus final outcome.
3. Sources of data for CEA.



-
Efficacy Vs Effectiveness Vs Efficiency

Efficacy = measure of effect under ideal
conditions.
Effectiveness = effect under ‘real life’ conditions.
Efficacy does not imply effectiveness

Efficiency = relationship between costs &
benefits.
Effectiveness does not imply efficiency



RELATIONS AMONG CRITERIA
FOR ALLOCATING PUBLIC
SUBSIDIES IN HEALTH CARE
FINANCING




Nine Criteria for Public Spending on Health Care

Catastrophic Cost

Poverty
Vertical

Equity \\ /

Cost Effectiveness

Externalities

. / \ Public Goods
Horizontal

Equity
Rule of Rescue

Public Demands



e
Economic Reasons

Efficiency

Ethical Reasons

Equity

Other Reasons



Public demands:

Apart from mixing criteria or
misunderstanding them, may involve
different views about effects



L ————

Questions to ask in deciding what interventions to finance and provide

*Yes

|
No ‘
2 4 A Ny ¥ I
S : Yes
No Yes
Do not provide Finance publicly + Leave to ;;guhted
private market

Source: Adapted fram Musgrove P. Public spending on health care: how are different criteria related? Health Policy, 1999,47(3):207-223.
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Health Care Financing :
Goals and Methods



-
Health Care Financing

- Why is HCF important?
- What is HCF?

- Methods of HCF

- Goals of HCF



Health Policy and Financing Policy are inseparable
because Financing Policy determines:

- How much 1s available

- W
- W
- W

no controls the funds and how they are used
No allocates the resources and their uses

nat financial incentives are given to patients and

providers



Broad Concept:

Financing — Funding/Allocation —— Payment



Definitions

- Financing: Raising or collecting money to pay
for the operation of health
system

- Funding: Allocating the money raised to
alternative activities within
health system

- Payment: Compensating organizations
or individual physician for
their services



-
The Three Questions

- Financing: How do we raise funds?

- Allocation: What type of health
services do we fund?

- Payment: How do we pay?



Economic relations in the finance and
delivery of health care

Money (direct

Money (taxe \c
premiums)

payments)
Consumers of >
care (patients) Health
) services
Insurance

Providers of care
(doctors, hospitals)

(government)

Claims
verage oney
Insurers (fees,global

budgets)



Who pays ?

* Patient
* Employer
* NGO
* International Agency
* Government
- central and local

- MOH

- other ministries



Who Benefits ?

1. Occupational

2. Age
3. Sex
4. Society
- community
- national level

- global level



For What ?

Primary Health Care
- sanitation

- potable water supply

- disease prevention

- disease control

- basic curative services

- health service in remote areas

Secondary and Tertiary Health Care
- hospital services



How Much ?

1. Fee - for - service

2. Per case
3. Capitation

4. Free



Basic Mechanisms

* direct payment by patients

* private health insurance

* government - run health

Insurance , e.g. , health card
* Social security

* government revenue financing



- Concepts of Health Economics -

For A National Health Policy (NHP)

National Health Policy
involved with :

\ 4
Public Interest
* Provider

* Consumer

\ 4
Private Interest
* Provider

* Consumer

Cooperation
not competition
in Health Issues

Health Care Financing :

* It is a matter of “Choice”

* Optimum use of resource
-Efficiency
-Equity

* Balance between Public and Private

* Balance between Provider and

Consumer

Goals of Health Care Financing
To maximize the health benefit of the whole society
in health sector




Historical Development



-
Historical development of health care system in Thailand

*+ Informal exemption

1980

Establishment of prepayment
schemes

975

0 NHF

Prowﬁlal

1990

Expansion of

hospitals
prepayment schemes
Universal
District Health
hospitals

Coverage
Health centers

g

Health Infrastructure
Source: MOPH



GDP per capita (US$) 192.13 682.77 1,508.29 2,016.04 2,874.39 ,111.91

Health expenditure per capita (current US$) . . o 74.23 124.36 258.66

Health expenditure, public (% of government . . . 12.08 16.43 19.48

expenditure)

Health expenditure, public (% of total health . . . 60.73 72.80 82.11

expenditure)

Health expenditure, total (% of GDP) . .. . 3.79 4.64 541

Life expectancy (F/M) 61.89/ 67.49/ 73.44/ 74.52/ 75.72/ 77.14 ]
57.01 61.54 67.18 66.94 68.77 70.41

Under-5 Mortality rate 99.70 60.90 37.00 22.50 17.80 14.50

Adult mortality rate (F/M) 252.77/ 200.90/ 135.55/ 137.08/ 124.31 111.05/
314.96 283.55 227.62 257.71 234.41 215.51

Population growth (%) 291 2.07 1.37 1.15 0.70 0.22

Population ages 65 and above (% of total) 3.50 3.75 4.52 6.57 7.71 8.90
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PAYMENT MECHANISMS FOR PHYSICIANS,
FINANCIAL RISK AND INCENTIVE




e
What 1s the Problem?

Define/Clarify Policy Objectives

Efficiency? Equity?
Quality? Access?

- Each Payment Method has
Advantages/Disadvantages !



PROVIDER

Who Bears Risk ?

PAYER

Fee-For Service eeeecee ooooooooooocccooooo’ Capitation
(China) ( Thailand)



e
Outline

- Information asymmetry and the agency relationship
- Need to regulate price, quantity and quality
- Payment mechanisms:
- Input-based: salary, line-item budget
- Output/activity-based: fee for service, per diem
- Regulatory mechanisms
- Choosing a payment system



Consumer ignorance and supplier induced
demand

- In health care, consumer knowledge appears to be
limited.
- Physiclans act as agents of the consumers (the agency

relationship) and so we can not say that suppliers and
demanders are acting independently in the market.



-
Need to regulate price, quantity and quality:

- The supplier induced demand theory says that physicians and
other health care providers have and use their superior
knowledge to influence demand for self-interests.

- This theory questions the idea that consumers are the real
decision makers. If providers are the decision makers, they have
the incentives to affect demand.

- Rate of service chosen may be higher than that which would
occur if patients were fully and neutrally informed



Supplier induced demand

Increases in supply leading to
iIncreases in demand

P S1
S2

P4

P1 /\
P3 '
P2 // \ D3

D2

/ D1
Q1 Q2 Q3 Q4 0




-
Provider Payments

- Global budgets

- Retrospective budgets

- Prospective payment per case

- Per Capita Payment Systems

- Case-Based Payment Systems

- Fee for Service Payment Systems
- Pay for Performance (“P4P”)

- Contracts and contracting



Common payment mechanisms for physicians

- Fee for service payment
- Capitation payment

- Salary



Major Types of Payment System to Hospitals

- Budgeting
- Payment per Day

- Fee-for-service
- Case-based payment



- Payment mechanisms:
- Input-based: salary, line-item budget
- Output/activity-based: fee for service, per diem



-
Input-based: salary

- doctors are paid to provide a certain minimum amount of
their time

- broadly defined role

- salary negotiated between professional associations and
health care funder, or set by an employer

- may vary according to age, experience and
responsibilities of the doctor



Salary - incentives

- NO Incentives to over-treat

- may be incentives to under-treat

- may be incentives for inefficient care
- Incentives to shift costs

- problem of setting and monitoring standards of
performance



-
Salary: effects

- Control of price and costs
- needs additional control of quantity of activity

- needs additional control of quality of provision



Output/activity-based: fee for service
Definition of Fee for Service Payment

- Fee for service with a fixed fee schedule

- Providers are paid a fixed price for each service delivered regardless of the
costs incurred (“prices™).

- The fee schedule can be either regulated prices (no additional charge to
patients) or allowable charges (reimbursement levels with possible
additional charges to patients.).

- Most risk is transferred from provider to purchaser

- Fee for service with no fixed fee schedule

- Providers are paid for each service delivered based on the bill they submit
to the payer for the costs of delivering the services (“charges”™).

- Can be paid directly by the patient (user charge) or by a third party payer
(insurer or government)

- All risk is transferred from provider to purchaser



Fee for service incentives

- Imperfect agency relationship

- Health care providers can influence patients’ demand
for health care, for providers’ own self interest

 Potential incentives for over-treatment



e
Fee for service incentives

- With a fixed fee schedule

- Increase the number of services (including above the
necessary level)

- Increase delivery of high-priced services

- Efficiently produce the unit of service (e.g. office visit)—
reduce Inputs per service

- Without a fixed fee schedule

- Increase the number of services
- Increase Inputs per service



Fee for service effects

- May inflate price and costs without budget cap
- Increases quantity of activity
- Effect on quality depend on targeting

- Can be used efficiently If targeted to increase interventions of
proven cost-effectiveness

- Absence of evidence base for items in a fee schedule will
lead to inefficiency



Output/activity-based: capitation
Definition of Per Capita Payment

- All providers in the payment system are paid,
typically in advance, a pre-determined fixed rate
to provide a defined set of services for each

Individual enrolled with the provider for a fixed
period of time.



-
Capitation

- Prospective payment per person per a
certain period of time (month or year)

- Fees paid for being available to treat

- Population perspective : average expense
of an individual



Capitation - incentives

Incentives to prevent ill-health
incentives to Improve output mix

- e.g. provide more low-cost preventive services and reduce diagnostic
tests

may be incentives to under-treat, subject to attracting and
retaining patients

Incentives to reduce cost/improve efficiency of inputs

- e.g. employ more nurses and fewer physicians
- Under-provide services
- No incentives to over-treat

Incentives to attract additional enrollees
“the money follows the patient”

iIncentives to shift costs

- Shift demand to the hospital system: payment mechanisms
Interact with referral



Capitation: effects

- Constrain prices and costs
- may limit quantity of activity
- effects on quality ambiguous
- depends on how patients view guality
- reduction in activity?
- better processes?
- unclear outcomes?



Capitation payment incentives

Capitation Payment Incentives

increase
efficiency \
Internal
incentives and
management of decrease cost per enrollee
MC underprovision of - decrease use rate
Capitation dqua“ttyt . > - decrease intensity per case
and quantity o . | o
Pavment ; . - increase ambulatory vs inpatient
y External services care
incentives and
management of
subcontractors
risk
selection -/
network building expand geographic ; increase risk pool size
coverage increase enrollment

shift risk to subcontractor

v

Source: Impact of Capitation Payment: the Social Security System of Thailand in collaboration with
Harvard School of Public Health, Winnie C. Yip, Siripen Supakankunti, Jiruth Sriratanaban, Wattana S.
Janjaroen and Sathirakorn Pongpannich, 1999-2000.




Conclusions

- Different approaches in physician payment

- Internal UR more likely esp. in private

- Expansion of networking and subcontracted services
- Prospective forms of payment to subcontractors

- UR common esp. permission for referral

- QA exist but tend to be reactive



Impact of Capitation Payment
Summary of Finding:

- Argentina
- Nicaragua
- Thailand



Does capitation lead to the followings

- Spending and utilization
- Organization of provider institutions
- Market structure



Spending and utilization

Does capitation lead to the following?
Argentina Nicaragua Thailand

Spending and utilization

Cost containment

YES YES YES

Higher proportion of spending going to primary health care

YES YES YES

Lower average spending per hospitalized patient

- - YES



Argentina Nicaragua Thailand

Higher rates of provision of primary health care

YES YES YES

Lower hospital admission rate : NO -

Shorter average length of stay of hospitalizations

- YES YES

Smaller number of inpatient day per capita

- NO



 Argentina Nicaragua  Thaitand

Reduction in use of laboratory and imaging procedures per outpatient
Vvisit

- YES

Reduction in use of laboratory and imaging procedures per
hospitalization

- - YES
Decrease use of emergency care

: UNCLEAR -
Reduced access to care - -
Reduced patient choice to provider - NO NO



Argentina Nicaragua Thailand
Organization of provider institution

Increase in physicians’ income - POSSIBLY YES -
Reduce physician’s job satisfaction - NO -

Adoption of quality management measures

- YES YES

Adoption of cost containment measure

- - YES



Argentina Nicaragua Thailand
Market Structure

Increase in the number of providers - YES YES

Reduction in provider market concentration
- YES YES

Increase in public-private collaboration among providers
- NO YES

Greater prevalence when insurer has greater market power than provider



Choosing a payment system for physicians

- Type of system chosen depends on:
- financing of health care system
- public/private mix

- Performance management e.g. desired activity levels
and outcome measurement

- activities and ease of definition
- competing objectives of health care system



Evaluation of physician payment systems

- Often inadequate
- Complex task

- Observation of effects requires attention to price,
quantity and quality
- Impact of non-financial incentives



Some Countries Change...and Change...and

Important: Evolved to Mixed Model
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