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HEALTH ECONOMICS

FOREWORD

Building upon activities already undertaken in the area of health economics, the Director-
General created a Task Force on Health Economics in November 1993 in order to enhance
WHO’s support to Member States.' Its goal is to further the use of health economics in
the formulation and implementation of health policies, giving priority to countries in
greatest need. '

The Task Force aims not only to strengthen the technical content of WHO programmes
80 that they can better adapt the tools of health economics to country needs, but also to
foster cooperation among development agencies in applying health economics at country
level.

As a first step, the Task Force is preparing a series of docurnents in English and French
to help meet the information needs of both those involved in the organization, planning
and financing of the health sector and health professionals whose expertise may lie in
other arcas. A list of documents, which are distributed free of charge, appears before the
contents page.

' Members of the Tusk Foree are: J-P, lardal {Chairman), M, Jancloes (Vice-Chairman), G, Cumin {Secretary), 5. Berozzi.
AL, Creese, DB, Evans, K. Janovsky, JM. Kasonde, C.M, Kinnon, B, Lambo, B, Lowry, B, Sabri, C. Sukeilarides, Than Sein.
JLH. Perror, L. Tilliors, G, Velasquez, €. Vieira, A.E. Wasunna.
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HEALTH ECONOMICS

1. Introduction

The ill-wind of worldwide economic recession and indebtedness blowing through many
countries has led to austerity measures and structural adjustments, resulting in a real
decrease of governments budget in the health sector. At the same time, global acceptance
of the goal of health for all by the year 2000 and the promotion of primary health care
have created expectations for expanded services, easier access and improved coverage (1),

In addition to be asked to do more with less, health managers, in low-income countries
in particular, are faced with the problem of lack of fit between the strategies of primary
health care and the existing organizational structures and management support systems
through which these strategies are to be implemented. Health managers therefore have
10 reconcile the conflicting demands of getting things done within existing - but often
inappropriate and inadequate - systems and structures and changing those systems and
structures so that they become better suited for implementing primary health care policies
and strategies. There is also a tension between the quest for quick results and the slow
and painful process of general capacity-building and infrastructure development (2).

Health economics, broadly defined as the application of the theories and techniques of
economics to the health sector, is increasingly being seen as a mode of thought that can
provide ideas for improvements into national health systems. Health policy making is
essentially a political process. This paper outlines the potential uses of health economics
analysis in decision-making in developing countries, with special focus on low-income
countries, and provides an overview of approaches and mechanisms for strengthening
capacity in management in general, and health economics in particular, at the country
level. For obvious reasons, it does not cover the limitations of health economics.

IBENTIFICATION OF NEEDS IN HEALTH ECGNOMICS IN DEVELOPING COUNTRIES I
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2. Health policy decision-making in developing
countries: key areas and context

At the risk of oversimplification, the key decisions or choices in health care at the national
level in every country can be summarized as intersectoral and macroeconomic issues;
intrasectoral resource allocation and equity issues; financial planning; issues on
economic perspectives on alternative financing and organization of health services;
and the design of appropriate incentives for providers and health managers (3).

2.1 Intersectoral and macreeconomic issues examine the impacts of macroeconomic
changes on poverty, health and other socioeconomic measures of well-being; the impact
of macroeconomic and monetary policies, structural adjustment programmes, policies and
actions in agriculture, industry, encrgy and housing on health outeomes or performance;
the magnitude and diversity of health consequences associated with economic develop-
ment projects and activities; and the cost implications of these health consequences.

2.2 Intrasectoral resource allocation and equity issues are usually concerned with
effective actions to reduce waste or to improve cost-effectiveness via a better mix of
inputs and a better focus (health service-and population-wise) as well as more equitable
distribution of these inputs and services.

2.3 Fimancial planning for the health sector (government and non-government) is usu-
ally concerned with the development of low-cost methods for assembling and analysing
information on health finance; projection of the financial requirements (budgeting)
imposed by national health policies and the assessment of the capacity of currently
available revenue measures to meet these needs; provision of legitimate justification of
the increasing expenses and costs of the health sector to government and the public.

2.4 Economic perspectives on alternative financing and organization of health serv-
ices are usually related to different health financing modes and mechanisms; changes
in sources of finance and payment mechanisms (government and non-government financ-
ing mechanisms such as user charges, insurance contributions by households and enter-
prises) as well as changing roles of consumers, purchasers and providers of health care.

2.5 The design of appropriate incentives is usually related to the establishment of
incentives that promote individual and organizational behaviour in the direction of public
health objectives, e.g. the design of adequate payment and remuneration structures that
ensure more efficient and equitable use of resources and services by both users and
providers, and the design of monetary and other career incentives that rewards merit and
advances organizational goals.

In the context of low-income countries, these key areas of health policy decision-making
have to be understood against the background of scarce resources, relatively high level
of uncertainty (politically and economically), loose organizational loyalty, inadequate
incentive schemes and increasing donors’ pressure,

2.6 Scarce resources. The economy of most countries has seen a sharp decline through-
out the 1980s. At the root of the problem are to be mentioned the economic slump of
the industrialized world leading to a reduction in the world's demand for their export
products (particularly agriculture’s commodities and minerals), gross economic misman-
agement (over-ambitious borrowing, abetted by unrestrained lending), and an increase in

2 IDENTIFICATION OF NEEDS IN HEALTH ECONOMICS IN DEVELOPING COUNTRIES
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payment obligations for amortization and interest on outstanding debt made especially
acute by extremely high interest on floating rate debt since 1980. The problems of big
debtors have been amply documented; the plight of smaller, poor borrowing countries
is less well known. Most developing countries are showing signs of recovery but
prospects of rapid growth are remote, given the recession in industrialized countries (4).

When faced with severe short difficulties of economic crisis management, it takes a «lot
of resources» and energy to look ahead. Time horizons tend to be short, long-term
planning is thrown to the wind. Considerations of survival dominate decision-making.
Poverty is a persistent phenomenon in many developing couniries. Individual health
workers concern about personnel solvency overrides organizational priorities. Poverty
increases «entrepreneurship» and causes individual civil servants to compete intensely
for resources within an organization (5).

2.7 High level of uncertainty. Many developing countries face political uncertainty.
Governments of most low-income countries tend to be fragile without an established firm
agreement, custom or tradition on how power should be legitimately transferred. Because
of this vulnerability, political considerations such as ensuring the survival of a regime,
or preventing divisions along ethnic lines, may be more important than striving for
economic rationality. Considerations of survival dominate decision-making (6).

Many low-income countries are economically also vulnerable; especially government
revenue will be unpredictable, when it is heavily dependant on fluctuating commodity
prices. This leads to seemingly irrational decisions such as across-the-board expenditure
cuts, drawing limits and unnecessary expenditure controls for managers. There is great
uncertainty about when budgets will be released, how much they will be worth, what
capital projects will be approved and when. In addition, there is usnally considerable
uncertainty about the effects of health policies and the linkages between health and the
general economy, This is in part due to lack of adequate data and subsequent analysis.

2.8 Loose organizational loyalty. The concept of «a State» is a relatively alien concept
in many developing couniries. Individuals tend to have stronger loyalties to families,
and to ethnic and social groups, than to organizations and their objectives. This blurs
the notion of «public property»: government property is regarded as being for the benefit
of officials and their kith and kin, and social groups (7).

Where public servants tend to be personalistic and lack an organizational ethos, and are
not oriented to achieving organizational goals, organizations tend to be centralized and
tightly controlled. Rules and regulations abound. Checking and counterchecking are felt
10 be necessary because of lack of organizational loyalty. Bureaucracy tends to be so
little involved with consumer relations, and so much with jtself (8). The «perks» provided
by the system are important. Not invariably, arguments and negotiations over public
vehicles, housing and equipment tend to be centred more about the convenience of the
individual users rather than to the mission to which they were assigned.

2.9 Donors’ pressure. Donors are increasingly playing a strategic role in policy for-
mulation in developing countries, usually out of proportion with the resources they
contribute. Their attractiveness to ministries of health lies in the provision of relatively
safe resources - stable and not subjected to internal environmental shocks. Consequently,
many ministries of health find it difficult 10 say no and tend to deal with more and more
donors, This is time-and energy- consuming for the health managers who find themselves
adopting a reactive rather than a proactive posture.

IDENTIFICATION OF NEEDS IN KEALTH ECONOMICS IN DEVELOPING COUNTRIES 3
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Each donor has its own objectives, which may conflict with those of the host-country
and which are not always compatible with those of other donors. Donor officials are often
under great pressure to spend money fast, considerations of efficiency being not always
paramount. Obsession with fast disbursement coupled with the low absorptive capacity
of most ministries of health lead to inefficient use of resources (9). Strict adherence to
regulations leaves little room for efficiency considerations.

4 IENTIFICATION OF NEEDS IN HEALTH ECONOMICS IN DEVELOPING COUNTRIES
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3. Challenge for health economics
in developing countries

Under these rather difficult circumstances, what decision-makers in the health sector
require are ideas, suggestions and tools that will help them take the right and the most
appropriate decisions.

The health sector contains within it various groups with different values, and differing
degrees of financial, organizational and professional autonomy. All these groups of
interest cannot be expected to view present and future situations in the same way, and
a conflict of interest and values, whether implicit or explicit, is only to be expected. The
analysis of policy options through different lenses (and rationalities) is therefore crucial.
The challenge for the 1990s is to ensure that the framework of decision-making allows
dialogue among varions kinds of rationality.

Health economics uses the tools and methods of modern economic analysis. Firstly, it
seeks to quantify the resources used for health, the financing and organization of health
care, the efficiency and equity with which resources are allocated and nsed for health
purposes. Resources for health include resources from other health-related sectors such
as agriculture and education. Secondiy, health economics encompasses the analysis of
the finkages between the economy as a whole and health.

Health economics thinking can, therefore, provide one part of the information (in addition
to political, social, medical, and philosophical criteria) necessary to achieve truly in-
formed decisions about using scarce resources (10). The use of many facets of economic
analysis and its tools can identify areas of waste and inefficiencies, and map out options
for better use of scarce resources. By generating more information on the economics of
health, health economics can help reduce the uncertainty of the usefulness of health policy
decisions and its effects. Exploiting this knowledge on linkages between health and the
general economy can strengthen the hands of health officials in their dealings with the
donors’ community. Finally, by making use of the knowledge of individual and corporate
behaviour, health economics can help design appropriate incentive schemes.

Tables | to 6 detail the common grounds between economics and health policy (11):
column on the left identifies a number of «health policy issues» that are of pressing
concern to developing countries, and column on the right («relevant corpus of econom-
ics») offers pointers to those parts of economic theory, concepts and techniques that can
be used to analyse the various management issues identified.

IDENTIFICATION OF NEEDS IN HEALTH ECONOMICS IN DEVELOPING COUNTRIES
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4. Capacity-building in health economics
in developing countries

In this context, capacity-building refers to what needs to be done to institutionalize and
sustain the use of health economics in developing countries. The following three com-
ponents are worth considering:

staff development,
systems and software development and,
institutions development.

4.1 Staff development

Basically, this refers to increasing awareness, knowledge and skills in health economics
of people’s skills at the country level who can and will use economic analysis to help
address some of the problems of the health sector.

Health economists are scarce in developing countries. Every developing country has
somne very good economists, but they have, with very few exceptions, concentrated their
work in academia, or in the economic rather than in the social sector. Developing
countries have, as yet, produced only few health economists on their own. Insufficient
levels and Jow-compensation levels make it difficult to attract and retain high-quality
staff. There s also external brain-drain towards employment abroad.

Ministries of health have not unti] quite recently seen the need for health economics and
applied research, Health economics is not included in the curricula of most schools of
public health. There is a general disillusionment and a lack of interest for financial
matters, a low level of financial awareness, and 2 general disdain among health workers
for figures and calculations. The administrative culture of the public sector usually lacks
appropriate incentives for the self-development of managers. Improvements in personal
capacity are usually not recognized with increased responsibility or other rewards (12).

Staff development should therefore go beyond training to include the development of
personnel systems and policies that can effectively guide career development, encourage
better management and support performance review processes and link training to pro-
motion opportunities (13).

Nevertheless, training is an important component of staff development. This should
involve a whole host of people from different levels of the health sector and of different
institutions, both public and private, such as senior policy-making staff in the ministries
of health, of finance and economic planning, central planning commissions, middle level
staff, key service providers, provincial and district health managers, hospital directors and
other personnel involved in health services management, university lecturers, students of
health professions and social science.

Different combinations of training approaches need to be used: formal training, on-
the-job training, action training and non-formal training (14). Each of them has advan-
tages and disadvantages and a different relevance (see Annex 1),

4] IDENTIFICATION OF NEEDS IN HEALTH ECONOMICS IN DEVELOMNG COUNTRIES
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Training opportunities can also generally be classified into locations (15):

(2) in-country training: provided within one’s own country. In-country training can
be further distinguished by whether it is provided by one’s own organization or enterprise,
or by an institute, a school, or an agency ountside one’s organization;

(b) overseas training: traditional, and programmes provided to low-income participants
overseas in industrialized countries, e.g. North America and Europe;

(c) third-country training: provided outside one's country by an institute or a school
in one’s geographical region (regional institute).

Strengths and weaknesses of each of these training locations are listed in Annex 2.

Effective capacity-building requires in-country, as well as overseas and third-country
training. Again, each of these has its strengths and weaknesses. The choice of utilizing
one of the four training approaches mentioned above (formal, on-the-job, action, and non-
formal), and encouraging health managers to participate in overseas, third-country, or in-
country training, must be based fundamentally on the same assessment of the needs at
national, organizational and individual levels.

4.2 Systems and software development

To promote and sustain the vse of health economics, complementary subsystems that
provide the foundations for the use of economic analysis must be developed and nurtured.
Of particular importance are information and budget, accounting and auditing systems,
the development of guidelines, protocols and standard operating procedures,

In most developing countries, existing information systerns usually have large amounts
of data concerning service activities. Some information about inputs such as personnel,
vehicles, drugs and financial resources is also readily available. Much less attention is
paid to the outcome and impact of these health service activities, and data related to the
effects of these activities are usually limited.

Where data exist, they are either unreliable or incomplete. Where reasonable quality data
exist, for example outpatient utilization, revenue generated, they are not used for decision-
making. Skills to process and analyse massive data collected are in short supply. In-
formation is rarely linked to activity data.

Budget data exist but are too often of poor quality, fragmented and incomplete and do
not encompass all sources of income. Information on financing and resource allocation
is held by public administrators, tends to be limited to that describing the public sector
activity, frequently further confined to the ministry of health activity. Ministry of health
administrators are generally poorly informed on the health-impacting financial allocations
of the private sector, as well as on those of other ministries.

The budget process is fragmented between development and recurrent (or operating)
budgets. In some countries, a central planning agency is responsible for the development
budget whilst the recurrent budget is the responsibility of the ministry of finance. Each
agency follows its own classification schemes and policies. No unified budget exists.
This impedes expenditure planning and control.

Timely, accurate and reliable financial data are scarce. Multiple accounting systems exist
in the ministry of finance, in central accounting offices, central banks and spending

IDENTIFICATION OF NEEDS IN HEALTH ECONOMICS IN DEVELOPING COUNTRIES 7
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agencies, and for the most part they are poorly coordinated. As a result, these agencies
spend an enormous part of their time attempting to reconcile data among themselves, In
planning budgets, spending agencies get only minimal fiscal and policy guidance from
ministries of planning and finance. Rarely do they have as background information
current and anticipated economic and fiscal trends: economic growth, inflation, balance
of payments, estimated deficits, and debt financing policies.

The calendar for preparing the budget leaves little time for adequate analysis in the
spending agencies. Justifications are thin, and few objective criteria are developed to
assess the validity of budget requests. The focus tends to be on updating last year’s budget
(base-budget) and adjusting it for incremental changes and new activities. Monitoring
the execution of budget is usually non-existent. Existing systems of expenditure control
are unreliabie, and the controls are excessive as well as ineffective. Estimates of external
grants and loans are frequently unrealistic and do not take into consideration absorptive
capacity (16).

Capacity-building in health economics should therefore go pari passu with improving
health information and financial management systems, the development of guidelines,
protocols, and standard operating protocols. To be useful, guidelines, materials and tools
must be robust enough to respond to country-specific needs. «Global» materials must
be adapted rather than adopted wholesale. Not only do the administrative and organi-
zational structures in low-income countries require modifications of imported tools, but
the learner must modify the concepts and skills to the specific organizational situation
in which the individual operates. Tools and gnidelines must therefore be culture-specific,
sector-specific and organization-specific.

4.3 lInstitutions development

To institutionalize and provide continuous impetus for the nse of economic analysis, there
must be institutional mechanisms specifically set in place for promoting the use of
economic analysis. This could either take the form of task forces, working groups or
both, at sectoral and at national level, or by the setting up of policy and planning units
within the ministry of health and other major health-providing institutions, or of specifi-
cally set up institutions for policy analysis and strategic policy development. These
institutions could also be involved in the training of health policy analysts, health econo-
mists at certificate, diploma, postgraduate and doctorate levels.

At the national level, major decisions affecting the health sector are usually taken without
consnlting this sector. It is hardly a forum at which policies of other sectors, which have
an impact on health, are discussed. The setting up of committees, task forces, study
circles, or management support groups, with the participation of planners, managers, and
economists of varions fields and professional background, can improve opportunities to
learn from others’ experience. This is particularly convenient to senior managers, for
time constraints prohibit attendance at lengthy training sessions, and the «superman
complex» inhibits executive managers from seeking assistance through training (17).

Most developing countries have planning units, but in most cases they are weak and not
involved in the mainstream of decision-making. They are usually staffed by people with
very little clout and influence. There are hardly people in them with adequate knowledge
and skills in economic analysis. These units, with the exception of a few, tend to be
involved in mundane activities. Seeking health economists in them or training health

£ IDENTIFICATION OF NEEDS IN HEALYH ECONOMICS IN DEVELOFING COUNTRIES
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planners, or better still, training staff from these units to incorporate health economics
in planning, is critical.

A national institute for policy analysis can play a very strategic and advocicy role for
the use of health economics. However, the location of the institute can be a delicate issue.
A unit that is part of the government has the potential advantages of getting (a) favourable
political and administrative support, better acceptance as part of public service in contrast
with higher education linkages which are regarded with suspicion in some countries; ()
more readily access to information about the government and more opportunities for field
work. The major disadvantage is the loss of control in the operation of the institute
because of the government procedures and practices. Other disadvantages are higher
turnover of staff and nepotism (18).

Locating the institute within a university can have many positive features: advantages
related to the general atmosphere and ambience of the university, prestige, acceptability
to students, research emphasis, library resources and more receptive climate to new ideas.
Another option is a semi-autonomous institute. Normally, such an institute is viewed as
more sensitive to client needs. Having the right to establish its own pay scale gives the
institute the hiring edge over its public countgrpart, The problems to be encountered
include initial fimancing, difficulties in building an enviable reputation to attract ¢lientele.

No single set of criteria exists for predicting an institution’s success. However, there
are some institutional arrangements that appear t be more effective than others. These
include limited government controls, strong leadership, and a critical mass of talents
sufficient enough to provide a scope for experimentation, innovation, and programmes
and activities that require multidisciplinary groups (19).

IDENTIFICATION OF NEEDS IN REALTH ECONOMICS IN DEVELOPING COUNTRIES 9
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5. Conclusions

In building capacity for the use of health economics, it is worth remembering that health
economics is not an end in itself but a tool to improve health systems performance and
a means to transform the health system so that primary heaith care can be implemented.
Health policy decision-making is a highly political process. In the world of politics, there
is no such thing as a single rationality. Different actors pursue their own differing
rationalities, Health economics, which defines its rationality usually as economic effi-
ciency, can help illuminate and enrich decision-making.

Therg is not one best approach to developing capacity in health economics in each
country. It is contingent on a variety of factors and will be influenced by the coniext
in which it is to be implemented. Entry points must therefore be chosen as a result of
a tactical decision based on opportunity. An analysis of the social, political, economic
and organizational forces is a critical initial step for any capacity-building intervention.

For practical and tactical purposes it may be advisable to start on 2 small scale to provide
an opportunity to develop, test and document innovative strategies for addressing difficult
operational and organizational problems. Staff training appears to be an attractive starting
point. However, if appropriate structures and systems are not in place and functioning,
staff development may not be all that is required, and training alone is insufficient.

Expansion of scope is usually required over time, both in response to demand, opportunity
and changes in overall context to enhance the overall effectiveness of capacity-building.
The planning for large-scale implementation requires a further careful analysis of new
contextual factors which come into play.

To ensure institutionalization and sustainability, there must be a sense of ownership by
the country involved. The recommended approach should be participatory, flexible and
pragmatic. Indeed, the failure of some programmes of capacity-building has been as-
cribed to the adoption of a normative approach which does not take into account what
managers themselves feel is both possible and desirable.

Whilst it is easy to link capacity-building with improved management competence and
performance, it is not so easy to substantiate causal links with changes in utilization or
health status. The need for achieving quick and quantifiable results should not override
that of institutionalization and sustainability.

10 IDENTIFICATION OF NEEDS IN HEALTH ECONOMICS IN DEVELOFING COUNTRIES
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