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Outline

* Introduction on health economics
 Basic definitions in “health systems”
* How the pieces fit together

* Dimensions of functioning

* Application to vaccines

* How to make health system stronger




Section A
What is Health Economics?




Health Economics Intro

* Health economics is the study of
the choices that improve the
health of individuals and A
population

Consequences of A

* A choice requires
* A goal
* Foreseen consequences Consequences of B




Tradeoffs Money vs. Outcomes

Example:

A) Multi dose vial Consequences of A

S0.10 per dose Infection
1 per 10°

B) Single dose vial
$1OO per dose Consequences of B
Infection 1 per 10°

“Who pays for the more expensive vial?” “Who suffers If there is an infection?”
“Who pays if there is an infection?” “Who should decide on this choice?”
“Will everybody agree on what to do?”




Cases where this applies

Introduce new vaccine Expand measles coverage
* Examples of consequences * Examples of consequences




Important Distinctions

* Choices about
* How to stay healthy
How to stop being sick
How to get medicines and services to people
How to make medicines and services higher quality
How to pay for medicines and services

* For every choice there are goals and consequences




Problems arise

* Consequences of a choice affect others
* Unvaccinated child infects other children
» Workers who vaccinate could be treating the sick
* Resources to do A cannot be used to do B

* Goals are not agreed on
 Safety of services vs. Wide distribution
* Preventing disease or Curing disease
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| Reveal the optimal choice
I Resolve conflicts

I Make explicit statements about goals
I Make explicit statements about consequences

I Conflicts easier to resolve if goals are agreed on and consequences
are agreed on

| Consensus—>Action—>Results
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Three Distinguishing Features of Health

1. Uncertainty
2. Asymmetric Information

3. Externalities

These three things make it hard to reach consensus about the best
choice.
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Asymmetric Knowledge

I Providers usually know more about the services than the patient

I Patients know more about their bodies and their goals than providers




Externalities
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Applying what we have learned

Summary so far Consider vaccines
* Give an example of a role in
vaccine policy for

* Uncertainty
* Asymmetric knowledge

* Health economics tries to
achieve consensus about
conseguences of choices

* Health has * Externalities
* Uncertainty
* Asymmetric knowledge * Say why these features will
 Externalities make it difficult to achieve

consensus about
consequences of a vaccination

policy
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Economic Systems are Circular

The Circular Flow of Model of Income and Output

Spending (S) (=GDP)

Revenues (S) (=GDP)

Product Markets

Goods and Services
Purchased

Flows of Goods and Services

<

Goods and Services

Households

>

Labour, Land, Capital
and Entrepreneurship
>

Flows of Dollars

Income (S) (=GDP)

Factor Markets

Sold

Inputs for
Production

Wages, Rent, Interest
and Profits ($) (=GDP)




Systems

* The circular system has millions of people
* They are all making choices with consequences
* They all have to decide which choice

* Next step let’s look at the elements of a system




Basic Definitions

* Economic Agent-

* An individual with a specific role in the system, e.G. A patient, a nurse,
a manager

* Economic Units
* Groups of individuals brought together for a common purpose

* Institutions

* Norms, rules of conduct, established procedures e.g. property,
corporations, paying fines, tipping waiters




Definition of Systems
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* a collection of economic units, agents, and institutions that interact
coherently; adapting and adjusting to the social and physical
environment

* (Expect definitions of "#,+-+3$"+."/0/1*/*&#$.'/023(*%+$*4
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* economic systems that are concerned with human health




Adaptation, Adjustment, Coherence

* Adjustment

* Transforming and redistributing resources to improve function,
exploit opportunities, resolve weaknesses

* Adaptation
* Evolving or planning new institutions to solve problems

e Coherence

* Degree to which agents and units coordinate their activity for
common purpose



Principal Health Systems Building Blocks
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Some Examples of Institutions

Households ¢ Folk remedies
Primary health service delivery system * Clinics
Financial protection system * [nsurance
Quality assurance system * Licensing

Drugs and supplies distribution system * Markets

Innovation system * Patents
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Folk remedies ! Special feeding
Clinics ! Outreach campaign
Insurance ! Lowering copay
Licensing ! New qualifying exams

Markets ! Making a drug over the counter

Patents ! Extending patent life




Examples of Adaptations

* Decentralizing governance

e Starting a government health insurance program

* Deploying barefoot doctors




Examples of Coherence

* Relying on tradition

* Using market signals

* Commanding and controlling from above

* Motivation is an essential tool for coherence

* Question: Give examples of ways to motivate people so that their
choices become coherent with the goals of their unit
* Think about material incentives, moral incentives and coercion




Applying What We Have Learned

* Give examples of agents, units, and institutions in vaccine systems

* Give examples of failures in coherence in a vaccine unit you are
familiar with

* Why do the agents fail to cohere?
* Did they understand the consequences of failing to cohere?

* How could an economist help them make choices that would support the
goals of the unit?




Section C
How economics makes vaccine
systems stronger




Solving Coherence Problems

* Building blocks: service delivery, financing, quality, logistics,
innovation, and household behavior

* Coherence is difficult
* Subsystems don’t share goals

* Subsystems can shift costs to others

* They are constantly adjusting their behavior to the behavior of
others.




Actions and Reactions




Economics Approach

* Talk to the players
* Observe how they play

* Ask: What are they trying to maximize?
 Money? Social status? Health? Approval?
* Life is seldom just about money.

e Ask: What are their “tradeoffs”?

* Money vs. outcomes
* My money vs. Your money
* Health for group A vs. Health for group B



Add Knowledge For Coherence

* Where is there a lack of agreement about the goals?
* Is something blocking consensus about goals?
* “Asymmetric knowledge”

* Where is there a lack of agreement about the consequences of
choices?

* Complex chains of events before and after illness
* “Uncertainty”

* Where is there a lack of agreement about the tradeoffs?

* Who has to pay for which consequence?
» “Externalities”
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I Economists study all choices.

| Favorite is a choice in a market.
I Choice to buy
I Choice to sell

I Favorite because buy and sell choices generate numbers when
money is exchanged




Applying what we have learned

* List some choices in vaccine systems, note whether the choice can be
looked at as a choice to buy or a choice to sell or neither

choce  Jowy sl |




Summary

* Economics is the study of choices

* Choices in health have uncertainty, asymmetric knowledge, and
externalities

* Health occurs in systems where multiple units pursue multiple
objectives guided by institutions

* Health systems fail due to lack of coherence

* Coherence can be increased by spreading information about the
goals and consequences of policy




