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ll GENERAL INTRODUCTION

Most developing countries, especially in the wake of independence, have adopted
. the principle that health care should be free of charge at public sector health facilities.
This choice was based on several considerations. In the first place, the ability of the
population to pay was very low: in several countries there were large parts of the
population that were still outside the monetarized economy. Next, health was not to
be regarded as an ordinary commodity: its external effects were stressed and,
particularly after the Alma-Ata Conference, the need for prevention was emphasized.

Demand for health care in these countries remained relatively low, but it was
hoped that the situation would improve. The populations, better educated, better
informed and with better incomes, would be in a position to formulate a more optimnal
level of demand for health care. At the same time, economic growth was expected
to enable governments to release a growing volume of resources for health care.

Subtending this scenario was the philosophy of the Welfare State which was prevalent
at that time.

Then came the economic crisis of the mid-1970s, followed by the debt crisis.
Because their economies were more fragile than those of the developed countries, the
developing countries were the hardest hit. Governments had to cope with profound
financial crises which nearly always led to the adoption of restrictions and/or reforms
in the framework of a structural adjustment plan. The situation of health facilities in
the public sector deteriorated: limited recruitment of personnel, long delays in the
payment of salaries, drastic reductions in resources to meet the overhead costs of
infrastructures, and dwindling supplies of drugs at the health centres and hospitals.
Meanwhile, the economic crisis was also sapping the financial capacities of the
population, particularly the most vulnerable groups.

External aid could be no more than a partial solution and it was therefore
necessary to look for other sources of financing. It then looked as if community
financing might be a palliative. As we shall see in this document, this can take a wide
variety of forms and operate in many different ways, but always remains founded on
the idea that individuals and families must contribute to the financing of health. At
the same time, cost recovery systems are always viewed as a means of mobilizing
fresh resources. It is the pressure of shortage that leads to the adoption of such
systems, which are generally judged by the yardstick of this objective alone.

But it is all too often forgotten that the introduction of financial participation by
the population will inevitably have an impact on demand for health care. The aim of
this paper is to examine the effect of financial contribution on demand for health care,
particularly in the countries with least resources which would like to introduce a
system of cost recovery. We have proceeded in two stages:




- In order to understand this impact, it was felt that it would be useful to go
back to the economic mechanisms of the expression of demand. This first
part therefore sets out to give the reader who is not a specialist in
economics the basic tools with which to better understand the surrounding
realities. Its aim is didactic in that the explanation of the main concepts
involved has been expurgated to the extent possible of any over-technical
terminology and analysis.

- The second part attempts a review of the literature on this subject. In the
last few years, a considerable number of articles have been published in
specialized journals, and their conclusions are often contradictory. We
have therefore attempted a review with the help of the tools assembled in
the first part of the paper.

This paper is essentially intended for those involved in decision-making and day-
to-day follow-up but who also wish to familiarize themselves with the basic economic
concepts implicated in the demand for health care. |

Readers who are looking for any ready-made answers will nevertheless be
disappointed. Indeed, there is no universal solution. Every case must be studied in
its own right, identifying the objectives to be attained and looking for strategies that
are appropriate. It is our hope that this paper will assist them in their consideration.




PART I : THE TOOLS OF ANALYSIS

INTRODUCTION : HEALTH CARE NEEDS AND DEMAND

There is frequent discussion of the allocation of resources for health in the
ecopomic literature. To simplify, it can be said that there are two main lines of
approach, The first holds that the resources in a given country should be aliocated in
accordance with planners’ estimates of the needs for care. The second follows market
forces - resources are distributed in accordance with the preferences of individuals, i.e.
as a function of observed demand.

Although attractive from the point of view of public health decision-makers, the
first approach assumes that the needs expressed by planners are of greater value for
society than the needs expressed by individuals. While it is true that individuals do
not always have enough information about the seriousness of their illness and the
treatments that would be most appropriate, does it necessarily follow that doctors or
public health experts know what is best for the individual? If planners determine the
norms of the population’s needs, it is to be expected, at least in the short term, that
there will be imbalances between "planned” demand and the demand actually
"observed". If observed demand does not come up to the predetermined level of need,
there will be underutilization of resources and hence wastage. But observed demand
may also exceed expected need, and this excess of demand may result in extended
waiting times (Feldstein, 1988, ch. 5). These considerations alert us to the problems
posed by health planning without reference to the economic behaviour of individuals
and families.

It is not our intention to contrast these two approaches but rather to see them as
complementary. It is essential to have an epidemiological perspective based on the
structure and causes of morbidity and mortality and the availability of effective
medical technologies to combat diseases (Creese, 1991). It is this optimal
"epidemiological” demand that must be the ultimate objective. But at the same time
it 15 necessary to take account of the factors which may cause observed demand to
differ from this optimal demand: the financial constraints of families, problems
relating to geographical distance, cultural factors, etc.

It is of primordial importance to understand and measure the influence of these
effects if it is wished to establish strategies to reduce the gap between the demand
expressed by individuals and optimal demand based on an epidemiological approach.
This gap is often so great and action so long to take effect that it is necessary to
proceed in a suceession of stages'. | '

' The need to adjust demand is particularly recognized for drugs and the WHO Action Programme on
Essential Drugs and Vaccines has proposed two methods of estimating needs in its publication "Estimating drus
requirements” (DAP, 1989). The first is based on the study of morbidity (epidemiological approach), and the
second on observed consumption. It is suggested that the second method should preferably be used, with upward
or downward adjustment for certain products where consumption is not judged to be appropriate.




Demand : Basic Principles

A number of basic concepts are outiined below in a simplified form.

1.1 Demand for a commodity

When a person goes to market to buy a commodity such as coffee, one
may expect that he will not always buy the same quantity, depending on the
price that is being asked. Thus, if Mamadou knows that one kilo of coffee costs
100, he will be prepared to buy 3 kilos: but if it costs 200 per kilo, he will
make do with less; and at 300 he will give up the idea of buying any coffee in
spite of his liking for it. This line of reasoning can be presented in graphic form
as a "demand curve",

A curve of individual demand illustrates the variation in the quantity of a
given commodity demanded by a consumer as a function of differences in its
price.

FIGURE 1
Dermand curve for coffee

s 888883

5
Quantity (in kg)

But this graph also suggests that if the price were zero - an unlikely
assumption -and the coffee were given to Mamadou fiee of charge, he would not
demand an infinite amount. For several reasons: he would have to carry it
away, store it, etc. After a certain amount, he gets no more pleasure from
coffee. Thus it is clear that the utility of the coffee decreases with each
successive kilo: the first kilo gives great satisfaction, the second a little less ...
and, according to the graph, the fifth kilo no longer brings any satisfaction at all.
If the vendor were to give him the fifth kilo free, he would refuse it.
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Everyone will not buy the same quantity of coffee, however. Let us take
two examples.

Example No. 1: Differences in individual preferences

We know from experience that at a given price - say 200 - everyone will
not buy the same quantity of coffee. Let us imagine two individuals with
similar socioeconomic characteristics (same income, age, family responsibilities,
etc.) - Mamadou and Bineta - whose demand curves for coffee are as follows:

FIGURE 2
Demand curve for coffee
Price Price
600 |- 600 -
500 00
400 400
300 300
200 200
100 100
| | | |
1 2 3 4 5 3 4 5
Cuantity Quantity
Mamadou Bineta

At price 200, Mamadou buys two kilos of coffee but Bineta only buys one.
We can also see that these two individuals do not react in the same way to
prices: Bineta is more sensitive to prices than Mamadou. There can be many
reasons for this difference in behaviour, Let us simply say in this case that their
taste for coffee is not the same; Bineta does not like coffee as much as
Mamadou, for when the price goes down from 200 to 100, Bineta only buys
another half kilo whereas Mamadou buys another whole kilo.




Example No. 2: Differences in purchasing power

Let us assume that Mamadou is rich and Ali is poor. Their demand curves
are as follows: C

. FIGURE 3
Demand curve for coffee

|
3 4 5
Quantity
Mamadon

In this case, we can see that the reactions of these two individuals to
variations in the price of coffee are similar, but the difference between them is
due to the difference in their incomes: at 200 Mamadou buys 2 kilos but Ali
only buys one.

Two essential lessons can be learned from these two examples:

A general rule: when the price goes up, the quantity demanded gocs
down. This is what economists call the "law" of demand.

Although price is an important determinant of demand; it is not the
only one. - ‘

1.2 Demand for health care

Let us now turn to the health sector. Let us try to discover the demand
for the utilization of the health services offered by the health centre near which
Mamadou lives. The quantity demanded by Mamadou can be apprehended by
the number of consultations at the health centre made by Mamadou in the course
of a year.




FIGURE 4
Demand curve for consultations per year

Price

Consultations
Mamadou

If the price is 100, Mamadou is prepared to go to the centre three times,
but if the price is 200 he will only go twice, If the price is 200, Mamadou wil}
do without a visit to the health centre for a health problem he regards as less
important.

Mamadou has followed the "all else being equal” line of reasoning.
Whether Mamadou goes to the health centre does indeed depend on the prices
charged by the health centre, but at the same time it also depends on other
factors such as the state of Mamadou’s health. If he is not ill very often, h15
demand will be low even if the price is low.

As in the previous example of coffee, demand for health services will vary
from one individual to another. The following graph shows the demand for
health care of two other individuals, Bineta and Al




FIGURE 5
Demand curve for consultations
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At a price of 100, Ali is prepared to go once while Bineta is prepared to
go twice to the health centre.

1.3 Total demand curve

The total demand curve, which is of special interest to managers of health
centres, is obtained from the sum of the individual curves. Let us suppose, for
the sake of simplicity, that we wish to know the total demand for a village of
3000 people, and that 1000 people each have the same demand as Mamadou, Ali
and Bineta. The total demand curve for consultations per year is as follows:
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FIGURE &
Total demand curve

Total consultations

This total demand curve is what all health centre managers would like to
know, as it indicates the reactions of the population to variations in price. This
health centre now knows that if it charges 200 it will have 3000 visits per year,
while if it charges 400 patients will no longer come to it.

Let us assume that the health centre is open for 250 days of the year. The
curve of total demand for consultations can easily be established. If the price
is 300, for example, there would four consultations per day (1000/250).

=
Definition: a total demand curve illustrates the

variation in the overall quantity of a given commodity
that would be demanded by a given population, over a
precise period of time, as a function of variations in
its price, when all other factors that might influence
demand are assamed to be constant.

L

1.4 The differemce between demand curves and historical demand curves

Curves of demand, as defined above, illustrate a series of hypothetical
responses to a range of possible prices. Only one point on this curve will
actually be realized during the period under consideration.

It 15 very difficult to discover this kind of demand curve. As a rule, there
is information available to enable the quantities actually demanded to be related
to the prices charged over a relatively long period of time. For example, a
health centre has information on the number of visits to the centre at different
periods. The next figure shows the number of consultations before the
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introduction of a cost recovery system and the same information 6 months after
the introduction of charges.

FIGURE 7
Evolution over time of the number of consultations per day
+ after 6 months of charging
* before cost recovery

Price

600 -

500 |

w L--*

w0 |

o Lo

100 !
i | i * |
10 20 30 4 S0

This graph shows that the health centre was getting 40 visits per day when
it was not asking the patients to pay any of the costs, and that after the
introduction of charges to be paid by the patients its frequentation fell to 10
visits per day. But there are some cases in which the opposite process can be
observed: S .
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FIGURE 8
Evolution over time of the number of consultations per day

Price
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This equation shows that when the price of the consultation goes up, the
number of consultations also rises, At first sight, this would appear to be
breaching the law of demand defined above. But it should be noted that in the
last two examples the figure is not a curve of demand but simply a "historical
demand curve", ie. a figure showing the relationship between prices and
frequentation of a health centre at different times. We shall explain later
(paragraph II) that curves of demand are actually concealed in these two figures
and that they are in fact consistent with the law of demand.

2.  Factors that Influence Demand

In order to understand the real difference between a demand curve and a
historical demand curve, it is important to understand the determinants of demand.
For the sake of simplicity, we have divided these determinants into two major
categories: ' ' '

- The factors that determine the price elasticity of demand. This category
of factors relates to analysis of demand in relation to prices, or in graphic
terms, to the shape of the demand curve.

- Factors other than prices. This second category affects the position of the
demand curve.

11




2.1 Analysis of the sensitivity of demand fo prices

We have seen from the foregoing examples that demand curves for the
same commodity differ between individuals. Total demand curves may differ
similarly depending on the type of commodity. Let us take two curves of
demand, as illustrated below:

FIGURE ¢ ‘
Total demand curves for two particular commodities
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It can be seen graphically that these two curves express different
sensitivities to prices. The first expresses low sensitivity, as a wide variation in
price does not lead to a substantial difference in the quantity demanded. But the
second reveals strong sensitivity. Let us take some examples in the field of
health: on the one hand, hospitalization following a pulmonary infection, and
on the other hand, an ordinary atiack of flu. It can be assumed that, in view of
the seriousness of the illness, "demand" for hospitalization for the treatment of
the infectious disease will be less sensitive to the prices of hospitalization than
demand for consultation at the health centre after flu. ‘Naturally, a person
always has the choice between going or not going to a health facility. But in
the first case, the person will have to be admitted to hospital if he wants to
recover, whereas in the second case, he can turn to traditional medicine or self-
medication, and this will merely take a little longer and mean more discomfort
during the period of the illness.

2.1.1 The calculation of price elasticity

To measure this sensitivity, economists use the concept of price
elasticity (cf. box below).




Box No. 1

Price ¢lasticity: the measurement of sensitivity

A demand curve establishes 3 relationship between the price and the quantity demanded, [ntwitively, we may suspect
that this relationship will vary to a certain degree: a wealthy trader wili not be very sensitive to the price of potatoes, while a
poor peasant will be highly sensitive to the price of Nivaquine. To measure this sensitivity, economists usc the concept of

price elasticity of demand (¢} which is defined as the percentage variation in the quantity demanded (Q) associated with the

percentage variation of the price (P).
o % variation of demand
%o variation of price

Or, i alpebraic torms;

At price 4, the centre was selling 350 tablets per week, but when it decided to put the price up to 3, it only sold 100
tablets. Raising the price from 4 to 3 thus led to a drop of 250 in demand:

250
Elasticlty = - 3?" . -% - 286
4

The fact that the result is negative simply shows that demand dectenses when the price rises, and vice versa, and so
the minus sign tends to be omitted by some writers.

We have argued the case of an increase in price, 25% in this instance; if we had argued in the opposite direction -
dropping the price from 5 to 4, a reduction of 20% - the increase in the quantity demanded would be 250% and the resulting

elasticity would be different. Price clasticity would then be:

To overcome this prablem, the convention of using the mean of the two prices and the two quantities has been
adopted, This is known as the arc clasticity. In our example, the calculations would have been as follows:

13
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250
o BE 1002 | 1111% _ _
Hlasticity 1 9a%
G~ ab

The result obtained differs substantially depending on which formula is used, Thus in reading the results of a study,
carcful aitention must always be paid to type of formula that has been used.

It should be noted that it is then possible to cstimate the impact of a potential change in ﬁriq‘.e ot demand. Let us
ggsume that the prico rises by 10%. In that casc, demand would fall by 50%. Thus, in algebraic térms, the change in
demand is cqual to the priee elasticity multiplicd by the ¢change in price.

AQ ., , AP

—E x g %

Q F

Therefore;

AQ
AL L -5 . 10% = -50%
Q

Conventionatly, demand will be deseribed as elastic when the absolute value of the elasticity cocfficiont is more than
1 and inelastic when that value falls below 1.

e et —— e

It has become the practice to classify demand curves in three categories:

- Elastic demand curves: the absolute value of the elasticity coefficient is =1,
which means that an increase in price leads to a reduction in overall expenditure.

FIGURE 10
Elastic total demand curve

Price

600 |

00 |-

400 |

300
200

100

Quantity

At the price of 200, the total amount spent is 200 * 30 = 6000. At the price of
300, the total amount spent is 300 * 10 = 3000. o

14
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- Inelastic demand curves: the absolute value of the elasticity coefficient is <1,
which means that an increase in price will lead to an increase in the total amount
spent.

FIGURE 11
Inelastic total demand curves

l l i

30 . 40. 50
Quantity

At the price of 200, the total amount spent is 200 * 12 = 2400. At the price of
300, the total amount spent is 300 * 10 = 3000,

13
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Box No. 2

Influence of the price elasticity of demand on total expenditure

It is obvious that total expenditure for a commodity or service is equal to the quantity demanded (Q) multiplied by
the price (P) of that commaodity or serviee:

D=0Q=+P

It can be shown that, for smail changes in the price or the quantity, the change i overall expenditurc is cqual to the
sum of the change in the guantity and the change in the price:

Let us assume that only the change in price affects demand. In that case, we get!

_A.E.=¢A_P+£=...A_P(1 * £)

D P P F ol

Let us assume that the initial price is 200 and the variation is 5%: the final price will therefore be 210. Let us now

tuke theee cases, In the first case, the price elasticity is -1.5, in the second casc -0.5 and in the third case -1, In the first
case, total expenditure varies by ~25% (= 50% * [1 - L5]). In the second case, total expenditure increases by 2,5% (™ 5% ¥
[1 - 0.5]). In the third case, the level of cxpenditure docs not change (0% = 5% * [1 - 1), Decigion-makers at health
facilities will thus be better able to cstimate the impact on their revenue if they have estimations of the priee elasticity of their
hcalth gervices.

Wm

. Demand curves with an elasticity coefficient of 1 (in absolute value), which
means that a change in price does not result in any change in overall expenditure.

FIGURE 12
Total demand curve with an elasticity of 1

. [}

] I ! [ |

10 20 30 40 50
Quantiry

At the price of 100, total expenditure is 100 * 40 = 4000. At the price of 400,
total expenditure is 400 * 10 = 4000.

16




Except when the demand curve takes a special form (as in the hyperbola above),
the price elasticity of demand is not the same at al} points on the curve. One can
intuitively perceive that when the price of a commodity rises from 100 to 200,
this tncrease will be less sensitive than an inerease to 400 or 500, which could
cause at least some individuals to cease their consumption completely.

2.1.2 Factors that influence price elasticity

Here we should like to enumerate some of the factors that explain why
demand is very elastic in certain cases and very inelastic in others.

* The atility of a commodity: it is usuvally observed that primary
necessities are very inelastic (cf. Figure 11), Thus, in many countries, the
consumption of bread remains unchanged when the price goes up. In the field
of health, there are few products likely to be regarded as of primary necessity in
the developing countries. For example, while aspirin may be regarded as such
in the developed countries, this is not the case in many developing countries.
Luxury products, on the other hand, are more elastic (¢f. Figure 10). This is true
for perfumes and certain food products, such as caviar. In the field of health,
plastic surgery, hearing aids, dental prostheses, ete.,come into this category.

The utility of a commodity is always subjective and depends on each
person. Let us take the example of two individuals who are similar in all
respects except that one believes in the importance of preventive dental care and
one does not. For the first, demand for toothpaste will not be very sensitive to
price (¢f. Figure 11), whereas for the second, it will be highly price-sensitive (cf.
Figure 10).

Perception of utility in turn depends on a number of elements:

- the person’s education: education gives people a better ability to think
about their behaviour. In particular, it helps them to project themselves
forward in time. This element is absolutely essential to understand
behaviour in relation to prevention: thus, demand for maternal and
child health care (MCH) depends greatly on the educational level of
women.

- information: while education provides general frameworks for thinking
which can be adapted to each situation, information is more narrowly
targeted. People can be informed about specific health problems.
Thus, families will be given information on how to treat diarthoea in
young children, milk for infants, ete. Information may thus make up
for lack of education. This information may be demonstrative, seeking
to change behaviour by appealing to reason. But it may also act on the
emotions or inspire movements of affection or pity, as in road safety
campaigns or campaigns for the prevention of AIDS.

These elements thus influence the level of demand, but also affect
sensitivity to price, i.e. the slope of the curve.

17
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2.2

* The proportion of income devoted to purchase of the commodity in
question: it will be noticed that the consumption of bread is not very sensitive
to prices in Europe but is more sensitive in Afiica, for example. This is because
the consumption of bread represents only a very small part of the resources of a
European household but accounts for a significant share of the resources of the
average African family. The same is true in the field of health: it can be said
that, all else being equal, the larger the share of their income the cost of health
services represents, the more people’s sensitivity to variations in their price will
increase. This is a problem that is usually presented in another form - that of
ability to pay. ' ‘ ‘

*  The moment of observation: an individual curve of demand always
relates to one specific moment. Thus it may vary over time. For example, a
farmer may not be very sensitive to the cost of health services at harvest time but
may be much more so in the season of transition, i.e. when the cash available is
limited. As we shall see below (paragraph 5.2.3), this is one of the advantages
of systems of prepayment, as it is then possible to chioose a moment to collect
contributions at a time when the individual is least sensitive to prices.

Analysis of the sensitivity of demand to factors other than prices

So far we have examined the sensitivity of demand to prices; we shall

now look at the factors other than prices that influence demand.

2.2.1 The individual’s income

Apart from the considerations of individual preference which we have
noted above, the quantity demanded will also differ depending on people’s
incomes. The two graphs below show the differences in the volume of demand
(in this case, the number of consultations per year) depending on individual
income.
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FIGURE 13
Demand curve for consultations (per year)
by individual income

A. Low income B. High income
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The influence of income on demand applies to total as well as to
individual demand. Thus, the total demand curve for consultations shifts to the
right when the incomes of the individuals of which society is composed become
higher.

Let us assume that, at time 10, there are 2000 individuals with low incomes
and 1000 individuals with high incomes in a given village. Tt will again be
assumed (cf. 1.3) that the health centre is open 250 days a year. Using individual
demand curves (Figure 13), it can be calculated that, at prices 0, 100, 200 and
300, there will be respectively 32, 20, 8 and 4 consultations per day, as shown
in the total demand curve below.
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FIGURE 14
Total demand ¢urve for consultations (per day)
at times t0 and t1
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Consultations

Let us now imagine that the standard of living in the village has risen at
time t1 and that there are now 2000 individuals with high incomes and 1000 with
low incomes. Then, at prices 0, 100, 200 and 300, there will be respectively 40,
28, 16 and & consultations per day. The curve of demand has shifted clearly to
the right. '

This relationship is important as it shows that the rate of attendance at a
health centre is not solely a function of the prices charged by it also depends on
the incomes of the people in the area served by the health centre. In terms of
health strategy, it is therefore evident that the rate of utilization of the health
centre may also depend on the factors affecting the incomes of the peop]c in the
area. All integrated development schemes are thus based on this reasonmg that
higher incomes lead to higher rates of utilization.

2.2.2 The prices of substitute goods or services

There are certain commodities that cannot in practice be replaced. This
is the case of air, for example - no one can decide to breathe something else.
But there are commadities for which there are more or less successful substitutes.
Thus the price of coffee will depend on the price of tea. If the price of tea goes
up, tea-drinking will tend to be replaced by consumption of coffee. An increase
in the price of one will produce an increase in the consumption of the other, and
vice versa.

The same is true in the health sector. When the price of traditional

“medicine or private medicine goes up, all else being equal, there will be increased

demand for public sector medicine, and vice versa. This relationship is very
important in setting the fees to be charged by a health centre. If the utilization
of a health centre depends on its fees, the rate of utilization will also depend on
the fees charged by its competitors. The same fee may attract very different rates




of utilization of a public sector facility depending on whether there are
practitioners and/or pharmacists charging competitive fees or whether there are
no other health services on offer in the area. The two graphs below illustrate the
importance of taking account of "substitute care”.

FIGURE 15
Total demand curves for substitute care
Total demand for care (per day) at:

A. a Government health centre B. an NGO health centre
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Let us assume that, at initial time t0.the charge for a consultation is 200
at a Government health centre (GHC) and 350 at a health centre run by an NGO
(NGHC). To simplify the argument, it is assumed that the two centres serve the
population of the same community. It is observed that there are 30 consultations
per day at the GHC and 20 at the NGHC. Let us assume that the quality of care
is better at the NGHC than at the GHC.

At a second point in time t1, the GHC would like to bring its charge for
consultation into line with that of the NGHC. It can be seen clearly from
figure A that demand for consultations at the GHC will fall to 10. The price
elasticity arc between a and b can be calculated as follows;

20
W
_ 2 L0 ..
= —— 150 150 1.33
(200 + 350) 275
2

It follows that the revenue collected by the GHC at t1 will be lower than
at t0. The revenue of the GHC at t0 was 6000 (= 200 * 30). After the charge
was increased to 350, the revenue fell to 3500 (= 350 * 10). One of the main
reasons for the fall in activity at the GHC is the existence of a substitute service,
in this case, consultations at the NGHC. In figure B, the demand curve shifts to
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. the right, reflecting an additional demand for 10 consultations per day. If no

alternative service were available, the curve of demand for consultations at the
GHC would be less elastic, as shown in the figure below.

FIGURE 16
Total demand curve for consultations (per day)
at a Government health centre
(where there is no alternative service available)

Consultations

The price elasticity arc between points ¢ and f is -0.73. There is indeed
a fall in demand, but it is related rather to the reduction in overall purchasing
power following the increase of the charge from 200 to 350 than to redistribution

of demand to a substitute service. :

2.2.3 The costs of complementary goods or services

The consumption of a commodity or a service sometimes involves the
consumption of a complementary commodity. For example, the purchase of a
car will mean consumption of petrol.

I the health sector, the prime example of complementary consumption is
the drug or range of medicaments prescribed for treatment in complement to the
diagnosis made by a nurse at the health centre. This health centre may charge
for consultations (e.g. to recover certain overhead costs such as water, paper, staff
bonuses, etc.). The nurse gives a prescription to the patient who then goes to a
private pharmacy to buy the drugs. The total price paid by the patient is thus the
sum of the consultation fee and the price of the drugs prescribed. Thus demand
will also vary depending on the cost of the prescription. This situation is
represented in Figure 17 below. Let us assume that this demand is related to
infectious diseases. The consultation fee is 200.




FIGURE 17
Total demand curve for consultations (per day)
at a health centre

A. Mean prescription cost; 300 B. Mean prescription cost: 150

i |
40 50
Consultations Consultations

On the leR, at time 10, it is assumed that the mean cost of the prescription
is 300; at tl, the cost of the same prescription goes down to 150, perhaps
because the drugs are being sold at the health centre. The patients react and will
demand more treatment. But as prescriptions are linked as a complement to
consultations, demand for consultations will rise from 20 to 30.

2.2.4 The costs related to the consumption of the commodity in question

The act of consumption always involves costs. In the first place,
consumption always takes time. To go to the health centre and wait for
consultation, the patient must take time that could have been used for other
purposes, such as - working in the fields, cooking or household activities, or
simply resting. The opportunity cost of time must be taken into account. The
consumption of a commodity or service may also entail financial costs: For
instance, the patient may need public or private transport to go to the health
centre. The cost of transport can therefore influence access to care, as shown in
the following fipure.
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FIGURE 18
Total Demand curves for consultations (per day)

A. Population Iiving 10 km from B. Population living within a radius

the health centre of 1 km from the health centre
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100 20 30 40 50 1 2 0 4
o Consultations ‘ : Consultations

- Let us assume that the consultation charge is 200. The. population living
at.10 km from the health centre will also have to pay for its transport,-i.e. 300.
The two types of population have similar economic. resources and similar

. morbidity. The demand curves of the two types of population are therefore
presumed to be identical. Nevertheless, the demand of the more distant
population will be 10 as compared with 30 for the population living close to the
health centre. This is because the final cost of the consultation for the more
distant population is 500.

225 The quality of the product
We shall see later on that this is particularly important in the field of

health. Thus, as the following figure shows, the consumption of a commodity
can be changed without changing its price.




FIGURE 19
Total demand curve for consultations (per day)
taking account of quality
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At a price of 300, the quantity demanded may rise from 10 to 20 as a
resuit of a change in the quality of the product. In this paper, the quality is that
of the commodity itself. Let us assume, for example, that a health centre charges
400 for a consultation (including the drugs supplied), but that at time t0 the
centre does not have any drugs and at time t1 it has the drugs needed to meet the
requirements of each visit. It is clear, as can be seen in the figure above, that
demand will increase between time t0 and time t1. The same will happen when
there are changes in the quality of reception, the qualification of the health
personnel or the hours of opening, etc.

Sometimes the product may be so completely transformed that it is hard
to be sure one is talking about the same commodity. This is the case when there
are be health centres with no drugs and staff with little competence or motivation,
while other health centres have the drugs needed for the treatments they prescribe
and have well trained and highly motivated staff. Is this the same service, as
theory would have it, or is this a different service?

2.2.6 The state of the population’s health

All else being equal, and this proviso is perhaps more important here than
in any other case, a population {or a person) in poor health will have a higher
demand than a population (or a person) in good health.
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FIGURE 20 - .
Total demand curve for consultations (per day)

A. Population in good health B. Population in poor health

Price
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Copsultations Consultations

We shall assume that the two populations have identical incomes and only

- differ in the state of their health. In figure A, we can see that at a price of 100,

a population in good health only has a demand for 10 consultations a year. But

- the population in poor health will demand 40 consultations.

At this point we can see a problem looming: whergas it is better to be in
a position to demand 3 kilos of coffee rather than 2, the same is not true for
health. If we imagine a country in which prevention of health problems is
entirely successful, the health status of the population would be so good that it
would not demand very much in the way of medical services. In other words,
to increase the utilization of health centres is not necessarily the best possible
objective. On the contfrary, the health centre’s objective should ultimately be to
minimize utilization. This is the essence of the objective of prevention.

2.2.7 The supply of health services
Many studies have shown that the quantity of medical acts demanded

depends on the number of doctors, and more broadly, on numbers of health
personnel. This "induced" demand is observed when health providers are

“motivated to prescribe excessively because of the financial incentives attaching

to their volurne of activity.

In Figure 21.A, we show the total demand for consultations per day at a
health centre at time t0. At a charge of 300, the population demands 20
consultations.
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FIGURE 21
Total demand curves for consultations (per day)
Induced demand
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Let us now assume that there are two members of staff and that they
receive a "productivity bonus" equal to 3% of the centre’s revenue. In other
words, the personnel receive 300 (300 * 20 * 5%) in total.

At time ti, a new colleague joins the existing staff. With the same level
of activity, the staff will earn 100 each (300/3} instead of 150 (300/2) as at time
10. The way in which the productivity bonus has been designed may generate
induced demand in order to keep the bonus at a certain level. If the staff are
determnined to keep a bonus of 150, they will have to generate a demand for an
additiona! 10 consultations and they may, for example, ask certain patients to
return to the health centre for an extra follow-up visit. This induced demand will
shift the curve of demand to the right.

2.2.8 (nher factors

As we have pointed out above (¢f.2.1.2), there are yet other important
determinants of demand. In the first place, demand for certain types of care may
be positively correlated, as in the case of preventive care, with the level of the
patient’s education and the information available to the patient. But these
variables can also reduce recourse to care, as in the case of treatment with
important secondary effects, for example. Secondly, the patient’s age usually has
a positive effect on demand as a result of increasing morbidity and the likelihood
that treatment will be more intensive. Thirdly, the cultural environment may
influence the level of demand. It has been observed that maternal and child

. health care is more readily accepted when it is provided by female rather than
male nurses.
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3. Two Basic Examples for Discussion of the Effect of Prices on Demand

We should like to conclude this discussion of demand curves as a basic tool by
presenting two cases, both of which reflect real situations in the field of health.

3.1 Case No. 1

FIGURE 22

Price

E 8 2 8 8

Consultations

Let us assume that between points t6 and ti in time, pnees rise from 200 to 400
and the quantity demanded falls from 40 to 20.

At time t0, the curve of demand was DQ.

At t1, it will be assumed that none of the characteristics of demand have altered:
the quality of the consultations remains the same, the number of health structures has
not changed, the prices of competing services are still the same ... 'In this case, the
curve of demand D1 is identical to curve DO. Point d0 corresponding to the demand
actually observed at time t0 is on curve DO and point d1 cormresponding to demand
actually observed at time tl is on curve D1. There are indeed two different curves of
demand, on each of which only one point has actually occurred. In this case, and in
this case alone, the demand curves are identical with the historical demand curves.
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3.2 (Case No. 2.

FIGURE 23
Historical demand curve
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At point dO at time t0, it is observed that a price of 200 has resulted in a demand
of 20. At point d] at time tl, it is observed that demand at the price of 400 is 40. As
we have already seen, d0 is a point on demand curve D0 and d] is a point on curve DO.

Between 10 and t1 prices have risen and the quantity demanded has also increased
- 50 what has happened?

Let us take an example. At t0, the quality of care was poor, there were few, if

any, drugs to distribute to patients at the health centre, and the personnel were poorly

trained. With these characteristics, the demand curve was D0 and the point d0 was

observed; even though the price was low, people did not feel very much inclined to go

1o the health centre. Some did go, nevertheless, because they were not well informed

or because they knew ways of obtaining the few drugs that were available at the health
centre.

. Let us assumne that at t1, the quality of care has improved considerably, the health
centre now has supplies of drugs and the staff have received further training. It is now
more interesting to go to the health centre. The demand curve has therefore shifted to
the right. If the price had remained 200 in spite of this improvement in quality, people
woitld have been prepared to make 50 visits for consultation instead of 20 at time t0.
But the price has gone up and has been set at 400 precisely in order to finance the
improvement in quality, and so people are prepared to make 40 consultations. In other
words, people are prepared to make financial efforts to enjoy service of better gqnality.

Let us now assume that between t0 and t]1 the number of health facilities has
doubled. A decision of this kind would have the overall effect of bringing patients
closer to a health facility and would therefore reduce the time and financial costs of
getting to the health centre. In spite of the rise of fees (from 200 to 400), some people
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who did not go to the health centre at time t0 will do so at time tl-because the
increased fee is more than offset by the reduction in the time needed to visit the centre
and/or the cost of transport.

3.3  In summary

Any cost recovery policy whose only effect is to increase prioeé‘
will turn out as case No. 1, i.e. it will Only reduce utilization of the ..
health centre. But if the increase in price is accompamed by ahanges in
other determinants of demand, the result in case No. 2 may be.achieved,
with an increase in demand. A price increase can and should be
precisely the occasion to change certain determinants of demand. The
higher fees can help health centres to ensure replenishment of their
stocks of drugs and to be continuously able to supply all patients with
the drugs they need. It is true that some fees may be more effective than
others, we may take it that the patients will be more responsive to'a’
regular supply of drugs than to-an increase in the pay of the staff or the
installation of electricity. It is not easy.to say a priori which changes
will be most effective; every situation must be examined in its own
right, even though experience may offer valuable lessons.

(== ____

4. Public Health Objectives and the Demand for Care -

Up to now we have always assumed the consumer to be the best judge of the
benefits that would result from his decisions. While this assumption is true for most
goods and services, it is not so in the field of health. There are several instances in
which the patient is not sufficiently informed of the advantages and disadvantages of
various-types of care. Let us take the simple example of demand for oral rehydration
treatment after episodes of diarrhoea. Let us assume that the price of the treatment
is included in the price of the consultation. When the.y are not well informed of the
utility of this treatment, patients will not seek sufficient consultations and there will
be under-utilization. The optimal level of demand should be taken to be that defined
by a well informed person or entity. We would expect the experts in a department of
curative care in 2 Ministry of Public Health to be able to define demand and optimal
prescription for different diseases. These prescnpnon levels would correspond to the
protocols of "diagnosis and prescription” that are increasingly being recommendcd to
and used by health personnel.

The difference between observed demand and optimal demand is shown in the
following figure.




FIGURE 24
Total demand for consultations (per day)
following an episode of diarrhoea

Price

Consultations

Point a represents the quantity-for-price demand of patients who are not well
informed. Point b represents the combination regarded as optimal, and thus quantity
Q* is the quantity desired by a well informed person or entity.

4.1 How is optimal demand attained?

Once Q* has been determined, how can it be attained in practice? One
method might be to launch a campaign of health information or education. Such
a campaign, if it is effective, will have the result of shifting the curve of demand
to the right until "spontaneous” demand coincitdes with optimal quantity Q*.
This is shown in the following figure.
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FIGURE 25

Price

Q o . Consultations

A second method would be to subsidize the cost of treatment up to the point at

‘which patient demand rises to quantity Q* at the new price, In the figure below, it will
- be seen that the price would have to go down from p to p* for patients effectively to

demand Q*. But the cost of Q* is pQ*. It follows that a deficit of (p - p*)Q* will be
made. A subsidy for this amount will thus be needed, financed by the Government, a
donor or another agency. Co : G

FIGURE 26

4.2 Optimal demand and inequality of incomes

In reality, patients have different incomes. The effect of the income factor
may be superimposed on lack of information and this may affect the way in
which the methods described above should be used. Let us imagine two
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populations, one with low incomes and one with high incomes.. As we have
already seen, income is one of the determinants of demand. At a given price,
the population with low incomes will demand fewer curative consultations than
the population that is better off.

FIGURE 27
Population with low incorne Fopulation with high income
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The next figure shows that, in practice, the population with low incomes
consumes less than optimal quantity Q*, while the population with high incomes
consumes too much.

It is obvious that if health information is to be used as the means to attain Q¥,
the information campaign will need to be adjusted to the type of population. In our
example, the low income population would need to receive information that would
encourage greater consumption. But the information aimed at the high income
population would need to point out its overconsumption. In graphic terms, this means
that the curve of demand of the low income population should shift to the right and that |
of the high income population should shift to the left.

Let us now come back to the price subsidy method mentioned above. To
encourage the population to consume the optimal quantity Q¥, the price must be
reduced to p*. The cost of subsidizing this population will thus be (p - p*)Q*, as
shown in the figure on the left below.
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FIGURE 28
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For patients with high incomes, if the price is set at p*, spontaneous demand will
establish itself at Q, which is considerably higher than optimal quantity Q*. Here we
can see the importance of using "diagnosis and treatment” protocols to get these patients
to consume only optimal quantity Q*. The result of using these regimens will be that
the demand curve will be shifted by the prescriber. If it is not possible to apply this
method in the short term, a surcharge of p**p per unit of care should bring
consurnption down to Q*. The revenue from this surcharge would be (p** - p)Q*.

4.3  Different prices for different types of care

The difference between observed demand and optimal demand (as would be
desirable from the public health standpoint) may also vary depending on the type of
care. It may be thought, for example, that there is greater under-utilization of
preventive care, such as immunization, than of curative care, such as the treatment of
malaria. - o

Public health deciders have the difficult task of devising a policy that will aim
for the optimal level of utilization. As we have already seen, various methods may be
used: education or information for health, and the price system. The choice of the best
method will depend on the type of care. Health information may be the best strategy
for one type of care, while a system of price subsidies will be more suitable for another,
The effectiveness and/or cost of the latter method will depend on the level of price
clasticity: the more inelastic the demand for a particular type of care, the less effective
and the more costly these measures will be.
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5. The Influence of the Method of Financia! Participation on Demand

In the previous section, we have examined the relationship between price and
demand. But we have done this as if there was only one way of obtaining payment
from patients, as on the coffee market where the price, once it has been determined,
must be paid by the consumer at the point of actual exchange of the merchandise.
This not so in the field of health. There can be different modes of charging. These
can be grouped into two main families.

. (i) Fees applied at the point of demand for health care;
(ii) Payment in advance or a system of risk sharing.

We shall not go into the advantages and disadvantages of these two families of
modes of charging, but merely examine their incidence on demand.

5.1 Fees applied at the point of demand for health care

In this case, the patient pays whenever he goes to a health facility. Thus
the moment at which a health problem occurs virtually coincides with the
moment at which the patient pays the required charge. As with an ordinary
purchase, a sum of money is exchanged for a particular service. This will be
described as direct payment.

5.1.1 The different methods of fee-setting.
* First distinction: fee for service versus fee per episode.

Payment may be demanded from patients each time they present at a
health facility - this is fee or service - or for the full course of treatment for a
health problem - this is fee per episode.

In the first case, effective demand is measured by the number of services
carried out by the facility, and in the second, by the number of new cases. These
two items of information are usually available and are published in the statistical
yearbooks of Ministries of Health.

The choice of one method of payment rather than the other is not
indifferent, either to patients or to health providers. With fee for service, patients
will tend to limit the number of times they visit the health facility, whereas if
payment is by the episode, they will return more often for follow-up. For
example, a person with a broken arm will go to a health facility to have it put in
plaster. If payment is by the act, that patient may possibly fail to return to have
the plaster removed as this will entail a second payment. But if payment is by
the episode, the patient will be encouraged to return, as there will be no
additional cost other than time and the cost of transport. It is therefore to be
expected that the ratio between the number of visits and the number of new cases
at a health facility will be higher with payment by the episode than with payment
by the act. At the same time, all else being equal, payment by the episode, by
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increasing the number of visits, tends to increase the activity of the health
personnel. For health providers seeking to maximize revenue, the argument will
thus be inverted.

From the organizational point of view, it must be noted that payment by
the episode requires an appropriately designed system of information, It needs
to be known that any particular patient has already paid some time ago. There
are also cases in which the concept of an episode of illness may not be clear.
For example, a child first presents at a health centre with a cold and comes back
a week later with bronchitis; is this a new episode or a possible - and thus
normal - development of the first episode?

* Second distinction:

Two aspects must always be distinguished in an act of health care:
consultation (i.e. the diagnosis made by a medical worker) and treatment (which
may or may not involve the purchase of products or drugs). Payment for these
two aspects may be separate or combined. When it is separate, drugs and other
items needed for treatment may be supplied by the health facility itself or by
some other outside service.

The health facility may choose to charge a flat rate or alternatively apply
a scale of charges determined in the light of specific criteria and objectives.

There are many possible combinations of all these elements. But they can
be grouped into three catepories cmrespondmg to the cases most commonly
encountered: :

Payment to the health facility for consultations and purchase of drugs
outside the health facility.

Payment of the consultation and purchase of drugs at the health facility.

Single overall payment, including consultation and the supply of drugs.
This may be a flat rate or a scale of charges that vary depending on the
type of care.

The category of payment selected can have a considerable impact on the
utilization of care. The first category, approximating to the practice of liberal
medicine in certain developed countries, poses two essential problems. First of
all, the health personnel have no way of knowing whether the drugs prescribed
have actually been bought by the patients. Patients must go to private
pharmacies (except where there are Government pharmacies that are distinct from
the health facilities) where prices are high on account of profit margins and
because brand drugs are sold. Also, in so far as a prescription from a recognized
‘medical practitioner is not always required (de jure or de facto) for the purchase
of drugs, this mode of payment is very much a deterrent.




The second category largely avoids the problems found with the first,
particularly when the drugs sold are generic. But we also know that this formula
can lead to abusive prescription of drugs if a diagnosis-treatment protocol is not
rigorously applied.

With the third category, if there is not a diagnosis-treatment protocol, the
result may be under-distribution of drugs in order to maximize the profits of the
health centre.

. 5.1.2 Methods of fee setting and the objectives of health facilities

In order to understand the possible incidence on demand of the different
methods of fee setting outlined above, it is necessary to identify the objectives
of the health personnel and/or the managers of the health facilities and the
manner in which they are evaluated.

Here again there may be many different objectives, and we have grouped
them into two main categories: public health objectives and other objectives.

A, Public health objectives

Health personnel and/or their managers may pursue different and even
contradictory objectives that are nevertheless intended to serve public health.

* Maximizing utilization i

It may be in the interest of a health centre or the national authorities to
maximize utilization of health facilities. In this case, it will be better to measure
demand by the number of attendances rather than the number of new cases.

It will be best for the charges to be as low as possible, especially for the
most widely prevalent conditions, while ensuring that quality is adequate. For
example, malaria is one of the most common diseases in Africa and the number
of potential clients is very high. Therefore a health centre which has adopted the
aim of maximizing frequentation must set out to capture this clientele,
particularly as this treatment is not very costly in comparison with the problems
of leprosy or tuberculosis, for example. The objective of maximizing
frequentation is equivalent to fulfilling the criterion of efficacy. Efficacy dictates
the maximization of an objective (in this case, frequentation) using existing
resources.

* Maximizing equity

If the health centre or national policy makers decide on the objective of
reducing inequalities’, it will be necessary to introduce modes of payment with
criteria fo differentiate between categories of people (cf. also 4.2).

* We shall go into further detail of the concept of equity in section 2.3 of the second part of this paper.
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Age may be one of these criteria for differentiation. If it is wished to
promote the health of children in particular, the charges for children will be lower
than for adults. A second criterion may be income and/or wealth. The simplest
form of differentiation is to identify the indigent and grant them a substantial
reduction in relation to the normal fee, or even provide them with free care. A
third criterion may be the distance that a patient has to go to get to a health

| ~ facility. We have seen before that distance entails additional costs (costs of

transport, opportunity cost of "productive” time, etc.), Réduction of fees may
therefore be considered to encourage attendance by patients at a distance from the
health facility.

* Maximizing health in the long term

Health personnel and/or policy makers may decide that they wish to
maximize health in the long term and not just go for results in the short term.
Here we begin to perceive the major distinction between curative activities and
prevention and promotion (education for health, immunization, prevention in
general ...). Methods of fee setting must take account of these different concepts
of health. Thus it may be decided to charge higher fees for curative care, or at
least for certain acts of curative care, in order to finance the preventive activities
for which it is often difficult to get the population to pay.

Since the purpose of these activities is to reduce the incidence of disease,
there should also be less need for curative care in the long run, so that it will
become increasingly difficult to finance prevention from curative activities. It
thus becomes clear that there are advantages in having different rates of direct
fees so that patients can easily make the connection between their health problem
and what they are paying.

B.  Other objectives
In principle, the objective of health personﬁel should be to improve the

health of the populations they serve; society has recruited them. for this and this
objective is part of their professional ethic. But they are also private individuals,

- Their professional occupation pays them a salary that supports their standard of
living and that of their families. The conditions in which their profession is

practised will thus have a bearing on their behaviour.

* Maximizing profit

The objective here is to maximize profit, for a variety of reasons, such as
obtaining better working conditions at the centre, or, more commonly, providing
for the payment of bonuses to the staff.

In this case it is essential to sell drugs at the centre. It will also be
preferable to adopt a scale of charges, looking for combinations that will produce
the maximum profit. Fee for service will no doubt be preferable as it will lead
to a higher number of visits (cf. also 2.2.7).




However, there is every likelihood that this objective will not lead to
maximization of frequentation, largely because the fees will need to be as high
as possible, especially when demand is inelastic. This objective will also be
particularly inequitable, precisely because the fees must of necessity be high.

* Maximizing peace and quiet for the personnel

Albeit implicit, the objective of the staff of a health centre may be to
secure maximum peace and quiet by ensuring that as few people as possible come
. to the centre. There are two possible strategtes: either to have services of very
poor quality (as when the health facility charges patients but has no drugs
available) or to charge such high rates that they act as a deterrent to most of the
population. The staff will then have time that they can use for other
remunerative activities - work in their fields, run a small business ... or undertake
private consultations.

C.  Combining different objectives

In practice, it is a combination of these various objectives that is nearly
always found.

Some of the objectives we have selected are complementary. Let us take
the example of a health centre that uses diagnosis and treatment charts and also
has essential drugs at affordable prices. This strategy to contain the cost of
health care will increase frequentation of the health centre and at the same time
lead to greater equity as the reduction in the prices charged will make for greater
access to care for those with low incomes.

But there are also cases in which the objectives we have singled out may
conflict. As we have already seen, preventive activities which lead to an
improvement in the health of the population in the long term will, if they are
successful, eventually reduce frequentation and hence the income that the health
facility can derive from curative activities.

To illustrate this combination of objectives, we shall take the case of a
health facility which, for simplicity of argument, only treats two conditions,
diarrhoea and otitis. Observation has shown that the cost of treatment’ to the
health centre is respectively 10 and 50.

Let us assume that this health centre initially applies a uniform profit
margin of 20% to these two types of treatment. The prices charged to the clients
will therefore be 12 and 60, If there are respectively 1000 and 100 consultations
at these prices, it can be deduced that the total profit of the centre will be:
(1000 * 2) + (100 * 10), i.e. 3000.

Let us now assume that this health centre wants to vary its profit margins
for different types of diseases. It considers, for example, that diarrhoea is a
public health priority whereas otitis is less so, and it therefore reduces its profit

* This cost includes the drugs which the cenire must procure as well as the various overhead costs.  For
greater convenience in the argument that follows, this cost will be considered to be wholly variable.
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margin on the treatment of diarrhoea and increases it on the treatment of otitis.
. All else being equal, this decision will have. the effect if increasing the number
of consultations for diarrhoea and reducing the number of consultations for otitis.
The amount of variation will depend on reactions to the change in price, i.e the
price elasticity of demand, for each of the populations in question.

The study presented in Box No. 3 gives a concrete example. The
calculations are based on data that are often lacking at health facilities. But it
will be realized intuitively or from experience that it is often possible to achieve
the same overall profit (here 3000) with combinations of different profit margins,
. as the losses resulting from a reduction in the margin on one treatment are offset
by gains from the increased margins on another treatment.

. This modulation of the profit margins and hence of the fees can be carried
out for criteria other than the type of treatment. . It is conceivable to introduce
modulation of fees in accordance with the characteristics of individuals. This is
the case when different and lower rates are charged for. pregnant women and
children. It could also be decided to do so, for reasons of equity, on the basis
of income, as in the case of the poor, for example.

D. Insummary

This analysis enables us to see that there is no one mode of payment that
would be preferable to all others. The first task is to identify the objectives
assigned to or selected by health facilities; they will considerably influence
demand and must be taken into account in any assessment of the subsequent
evolution of demand. It should come as no surprise if overall demand stagnates
when health objectives and their tool in the shape of modes of payment have
consisted in concentrating on serious and not very common conditions. On the

.. other hand, demand can grow very rapidly if health centres try to atiract patients

with minor health problems that can be treated at lesser expense and if patients
- are encouraged to return to the centre several times through a system of payment
by the episode. :

To judge the efficacy of a health centre by the yardstick of its overall rate
of attendance is somewhat crude and can be misleading. As we have seen,
higher frequentation is not necessarily a token of efficacy or success. If the
objective is to bring mothers and children to the centre and the system of
charging results in higher costs for minor curative treatment, the observed
. increase in demand cannot be deemed a success. Thus it is always preferable,
whenever the data permit, to evaluate the impact of the fee for a particular
- condition on attendance for that particular ailment.

Finally, cost recovery in the form of direct payment by users has a number
of drawbacks. There is a risk of overprescribing, especially when the revenue of
the health facility depends heavily on supplying patients with drugs: the staff,
conscious of the need to. make a profit (and interested in a. bonus) may be
tempted to prescribe and sell more drugs than is necessary. This drawback can
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BOX No. 3

Case study

A health centre is treating two conditions: diarhoea and ofitis. The respective costs of treatment are 10 and 50. To begin
with, the health centre decides to apply a uniform profit margin of 20%. Treatment of diarrhoca is therefore sold at 12 and
traatment of otitis at 60. At these prices the centre observes frequentation at the rates of 1000 and 100 consultations
respectively.

Diarthoea Otitis Total
Fee 12 60 -

Demand 1 000 100 1100
Purchases 10 000 3 000 15 000
Revenue 12 000 & 000 18 000
Profit 2 000 1 000 63 000

Let us now assume that the cenire wanis to vary ils marging in the light of its public health priorities by redueing the margin
on the treatment of diarthoca and increasing the margin on the reatment of otitis, The incidence of these alterations in
charges on gverall profits will depend on the incidence of the changed prices on demand, i.c. the price elasticity of demand.

Let us assume that demand is fairly imelastic in the case of diarrhoea, ie. that patients are not very respongive o changes in
price, We shall assume a cocfficient of € = -0.5. Demand is cstimated using the elasticity are formula. The following
calculations can thus be made:

Fee 10 It 11.5 12 13 14 15 16 17 is 19 20

Demand* 1095 1044 1022 1000 961 926 894 216 795 775
Purchases 10954 10445 10215 10000 9608 9238 8044 §165 7947 7746
Revemte 10 954 1148% 11747 12000 12490 12961 13 416 I4 697 15100 15462
Profits D 1044 1532 2000 2882 3703 4g472 6532 7152 7746
* See details of these caleulations at the end of the box (next page).

Let ug ascume that demand in the case of otitis s fairly elastic: e = -2,

Fee 50 60 10 80 90 100

Demand 73 56 44 36
Purchases 1 800
Revenue 3 600
Profits 1 800

DIARRHOEA Focs




From these tables and graphs it can be concluded that:

-.If the health centre decides, in the Hght of its prioritics, to limit its profit margin o 15% on the treatment of
diarrhoca, then overall profits on treatment for this condition will fall from 2000 to 1532 in spite of the increase in
demand. Assuming that the health centre wants to keep its overall profit level at 3000, the treatment of otitis will
thent have to bring in profits of 3000 - 1532 = 1468, The second table indicates that this profit may be achieved by
charging 2 fec of ~76, i.¢. 2 margin of ~52%. But if the health centre only wants to make a margin of 10% profit
on the treatment of diarthoea, profits from the treatment of ofitis will never be able to offset the drop in profits from
the treatment of diarthoea g
- When demand is inelastic (in this case, with diarrhoea), it can be observed that the effect of an increase in price
casily offsets the effect of lower demand. Thus, for types of reatment where demand is inelastic, health services
managers can increase the charges: it is true that there will be a drop in demand, but profits will contmuc m rise,

- However, when demand is elastic (in this case, with ofitis), it can be obscrved that the threshold above which the
cffcct of the price increase no longer offsets the drop in demand is quite quickly reached. In thesc cases, a small
increase in charges can lead to an increasc in profits, but a big increase in charges will result in a fall in profits.

* Datails of the calculations of demand: let us recall that the. arc clasticity is equal to: e = (AQA(Q, + Q)/2)/
(aP/((P, + P)/2);
Therefore (2Q/((Q, + Q)/2) = ¢ ¥ (oPA(F; + P.)/2);

Lt us tale an example where price P, is 10 and initial quantity G, is 1000, Let us then assume that the price goes down, Py
=11, and we then obtain:

(OQIQ, + Q2) = -0.5 * (LA(12 + 11/2) = 4.35%
To calculate Q,, lmowiné that &} = 3, - (O, we can write!
Q, - GG, + Q)/2) = -4.35%
and after conversion of the equation, we obtain:

Q, =€ * {(1 - 435%2) / | + 4.35%/2)) = 1044

e e ——— T ]
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be limited by the use of standard models of diagnosis and prescription, but the
difficulty of introducing these systems should not be underestimated. This
drawback does not occur with fees by the episode. But the problem is then the
opposite and the health personnel tend to limit the drugs that are dispensed.

For serious risks that mostly require treatment in hospital, direct payment
does not often permit recovery of more than a small proportion of the costs. The
ability of most of the population to pay is not equal to the total amount they will
be required to spend, either in the developed or the developing countries. This
is especially true when it is not possible to envisage the adoption of income-
related charges and it is therefore necessary, in a system of direct payment, to
choose a relatively low rate that can be afforded by the poorer parts of the
population, with the exception of the indigent.

Meanwhile, there is nothing in systems of fee for service or fee per
episode to encourage individual planning of health spending. But as well as
budgetary limitations, variations in this constraint over time must also be taken
into account. A peasant can afford a certain price as 2 mean annual level but
may be completely out of funds when an illness occurs. In practice, because of
the irregularity of their income, people with low incomes will often be unable to
cope with even a token payment. This difficulty in anticipating and saving to
meet health expenses will obviously have repercussions for serious risks but will
also affect risks that are less serious. Even if the fees for hospital care are not
too high, this expense may have to compete with the renewal of food stocks or
the purchase of seed.

Finally, in the case of fee for service, the treatment of minor ailments is
likely to place a greater burden on the poorest, in both relative and absolute
terms, remembering that the poor are exposed to greater risk on account of poorer
conditions of hygiene, work and nutrition. This phenomenon will be amplified
by the fact that those who are poorest will tend to come latest to consultations,
hoping their cure will be spontaneous and therefore free of charge, so that longer
arl more sophisticated treattnent will actually be needed. Treatment by the
episode is not perhaps the perfect answer to this problem, particularly as the
complications of disease that arise during the waiting period may give rise to a
more serious condition that in itself justifies a higher fee for the episode.

5.2 Prepayment or the system of risk sharing

The principal disadvantage of systems of direct payment is that the
proportion of costs that can be recovered is often limited, as the effect of the
budgetary constraints on households is quickly felt, unless a marked inequality
in access is acceptable, excluding the poorest sectors of the population, reducing
the activities of the health facilities and ultimately resulting in a poor state of
health among the population in question.

There are solutions that can be envisaged to alleviate these problems.
They draw on the concept of risk sharing and can be classified in two categories:
. health insurance and prepayment.
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5.2.1 Principles and definitions

The concepts of risk sharing, insurance and prepayment are often
confused, and we shall therefore make a few points of conceptual clarification.
These concepts can be distinguished by two types of arguments; the first are in
the realm of mathematics while the others touch upon economics.

- The mathematical concept of risk, present in both the concept of insurance
and the concept of prepayment, but in different forms, must first be ¢larified.

The fundamentat principle of insurance is risk sharing, i.e. the assumption
of collective responsibility for uncertain events affecting only some individuals.
Insurance leads to a situation in which those who are fortunate pay for those who
have not been fortunate, accepting to do so because they realize that they are not
immune to the events covered by the insurance, because their aversion to risk is
suffictently preat and because they would not always be able to cope with the
costs incurred in repairing the damages that might anse. -Insurance protects
against the risk of being placed in a situation where it is impossible to cope with
the consequences of the event because of insolvency. It only works effectively
if the risk is very thinly spread and is thus self-limiting, in the strictest sense of

* being confined to unlikely and unforeseeable events.

The more the likelihood of an occurrence increases, the closer we come
to a situation in which it is no longer strictly correct to talk of risk, or at least it
is necessary to redefine the concept of risk on the basis of considerations of an

economic order.

The risk of insolvency in connection with serious events is a permanent
constraint on almost all people. For example, no-one will ever be in a position

" to pay fully for an open heart operation. For minor events, however, the burden

of financial constraint may vary over time, the more so as we go down in the
income scale. People may be without resources when illness strikes because they
have not set aside the necessary savings as a precaution although their income
over a medium period of time would have enabled them to do so. In this kind
of situation, people have to choose between several items of consumption that are
all equally essential, which is rationally impracticable.  Here the risk is no longer
purely medical but is related to improvidence, which is a purely economic risk.
It is no longer the risk of being ill, but of falling ill at the wrong moment. It is
possible to remedy this risk by ensuring that people plan their health spending
and build up a capital to meet them, just as they save all the year to buy their
seed or pay their taxes. The surest way of making for effective personal planning
of health expenses is to set up a system of controlled capitalization, in other
words, a prepayment system.

52.2 Insui‘ance systems

As we have just seen, when the cost of treatment is high and the event is
impossible to foresee, the situation logically calls for insurance. This situation
is particularly true of hospitals. The patients who are or who should be admitted
to hospital have serious health problems that entail long and/or costly treatment.
The diseases or conditions that have befallen them are largely impossible to






