INTRODUCTION OF HEALTH
ECONOMICS
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What Is Health? [3s15/ duss

01 Health is a multifaceted concept and not easily
measurable. I

7 WHO definition:

Health is a state of complete physical and mental well-

being and not merely the absence of disease or
infirmity (WHO, 1948)

0 Refer to peoples’ health status (how healthy they
are).

0 Important part of human capital |
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1 Human capital: value of learning, experience and VRT y
ability embodied in workers which increases =l u i
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 Asset: accumulates and depreciates c{'\‘b\“ 2 E‘/\}l S, _:.J‘l ol
' Individual or households can improve their health
through use of health care, diet .. it
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What Is Health Care?

[

Definition: The prevention, treatment, and management
of illness and the preservation of mental and
physical well-being through the services offered by
the medical and allied health professions.
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0 Important difference between health and health

care

D —

= Health care can be traded on the market but health

I

cannot.

-1 'Demand health care to improve our health g\?b'-l .
s

=t Demand for Health Care

1 Health care markets differ from markets for other
R ———

commodities ~ S Plept s1s

o1 Role for Government

Roots of Health Economics

1. Kenneth Arrow (1963) “Uncertainty and Welfare ".‘.'A")l B30 J‘“‘,’l’f‘g
Economics of Medical Care” The American Economic F—«.b)l L) o
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Review.

2. Mark Pauly (1968) “The Economics of Moral Hazard: )L‘i
Comment” The American Economic Review.
[

Concerned with the health market not with health or
health status.
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3Wacobr2002- Health economics is concerned with the

use of resources affect the health care industry.

4. Guptar8amehianjam2003- Health economics is the

discipline that determines the price and quantity of
limited financial and non-financial resources
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ECONOMICS

The TERM ‘ECONOMICS” is taken from Greek word
‘OIKOS” means household and “NOMOS” means
- ‘management. So, managing the things using the things
using the funds available in the most economical
‘manner as possible.
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Health economics is the study of how (scarce)
resources are allocated to and within the health
economy.

o Production of health care (doctors, specialists, or
nurses).

o How do we distribute health care across the S

population? A Q\Sj‘ 2:)’-" 2

Based on who can pay or who needs it or some
~ combination.
o How much money should the government spend on
health care?
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What is Health Economics?

1.Demonstrates the mcgmtude and importance of the P, -, 550_3
health sector. e

e.g. How fast it might be growing and why - t« l
2.What makes it different from other markets and how

. . _—
our analysis may need to adjust. — P S Sy,
3.Models the determinants of health status and looks GL P =
and how government policy might improve health -+ Pals asell
status in short and long run. ! [V Y
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‘Goals of Health Economics

To provide the best quality health care to the largest

aJlL - S
‘number of people, given available financial resources.  ~ e Yoo
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Methods In Health Economics

1 Cost Accounting uJe.u" r‘-—l!
2. Cost- Benefits An@ms Jh)l ',-'Juﬂ d__g;

3. Cost-Effectiveness Analyan) e-*“a-' d-ts
4. Marginal Ana|ys:s RV Yo i




Why is n‘ lmpor'rczm'r2

Health care market is difference from other markets
4. Externalities ! S ”cs\éll -
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Role of Government

i1 Effort to affect health behovior

1 Price controP’.Iﬂ—

o Restriction of entry/exut %2 )) po Al
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. Subsidize reseurch

—

o Tax policy w it
and much more ... o
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How is the medical care market different from other markets? , <

1. Presence ofglncertainty - equi
(] Demand is irregular and uncertain -need

I Accidents, can you deny someone lifesaving care if
they don’t have the money?
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1. The size of the health economy is Iarge and growing o’_ ‘ /\';g\ﬁ) b kal

Role of government in the health care markets | o j 3
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2:Supply—hard to understand the product

7 Asymmetric information

UWhen we are sick we don’t understand the treatment we
need and must trust our doctor in their diagnosis.

©1 Different doctors may suggest different treatments due
to uncertainty of outcome.

“'Hard to judge quality

QU Governments establish licensing requiremen%to ensure
minimum level of quality

“aetops
borllse it . (3W)

People buy insurance to cover themselves against

the risk of illness.

pay the full cost.

Treatment recommendations are adjusted to
insurance status.
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H-% qdiusf-er.p o insuranw Status

4 insurane —> INsulated o)

4.Large role of ctfor=profifiproviders 25 /.

Economists usually assume firms maximize profits.

There are many not-for-profit hospitalsé(BS%h How

With third party financing most of the cost of T :_)_,}-\
medical care, individuals are insulated from the full roa t '

cost of the care they receive. L Sl =24y
Demand for medical care may rise if you don't = Hq Lo/ U o)

m full cose =2

T demand ( because you dont P2y ﬁ.«llj)
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should economists model their behavior . ﬁ‘\“
- S.Role of equity and need
i Belief that people ought to get health care whether 0»0;)-“- ml
or not they can afford it. 7\)\5/;@ LoS
Economists need to take this feature of the good Q- ) B
into consideration. veLL) wp _f-U‘EJ l
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What questions do health economics ask?

What({role should the government play in health?

What health care investments should a developing ..
country make? - s B SLALL P L.
What advertisirig should B8 b&igd2r s !

What is the optimal design for health insurance?
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Why has health care become so expensive?
.—
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What questions do health economics ask?

G Does health care early in childhood lead to
improved cognition and higher incomes in the
future?

L Have Medicare and Medicaid increased utilization
and improved health outcomes?

b Do different methods of doctor payment change
quality of care, outcomes or costs?
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