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I. Cost:

In economic terms, cost is what a health services activity

will im‘ﬁﬁse on patients, their families and otherwﬂmﬂi—@ﬂkﬂwﬂ
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agencies as well as the costs to the health sector itself. —aguucsilte Oppoctunity b o
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The cost of using a resource in a particular service or Loug Choices
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Efforts to determine the cost of services and Heallh Cate Sochaman _ Sevyi s
NSy being

programmes from the perspective of a health Saai 0¥ Cosd b sevices And .

economist are likely to differ from those employed by  fseuntant Bod Hedh ecotormisk o
an accountant.
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Seriously ill requires:

More devoted time (cost) —aal A by YK etal TyjayeRtla Gl gl
Higher guali lc'a)?%ns and exﬁrﬁse (cost 3 Sm> . J."!.\""

Soﬁh ggicalndlpguimant (cost)
Potént medication (cost)

Less Seriously ill requires: Unserieus i
Less devoted time (cost) - s
Lower qualifications and expertise -
e (cost) TR T . s
Regular equipment (cost) N -
Regular medication (cost) 1 s [P ",




There are basically three stages involved in the process of costing

- - DM\1
health care services and interventions:
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(1) Identification of costs

(2) Measurement of identified COStS; and ——se»<cafussiaia gt Guoge ifigiy 2okusa i
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(3) Translation into 3 monatary amount s4&i ius(bearing in mind)

that money may not always be the most represeﬁ?‘fﬁve indicator
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of opportunity cost)
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Direct vs indirect cost
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1. Direct costs wxs_oﬁ_mmm_&r_gdla_;j.@\.\\f

These relate to the use of resources directly as a result of the Lpaef el Resonttes  GucsuS
Opfimal used
treatment and health care process. es of £ At healis
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They include: _‘C‘“J—m'*—m“‘m—.
* Drug costs, spl :
* Cost of nursing, — Pdminisheakion  miap
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* Medical and other staff time involved in delivering care and — < Difeck cast  (omCwinsg
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administering the procedures, HoaHh sect ki) 1 L G
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* Costs of materials and equipment used in service provision, . e -:
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* PLUS costs to other organizations involved in the process

AND to patients, in terms of time costs, transport costs and out-
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2. Indirect costs/productivity costs <ICX LEANE
—The Qefinition of Tnditeck cott s e
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These relate to ‘losses’ to society incufied as a result of the

[ gxgc of disease, illness and treatments in preventing people
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from engaging in normal daily activities, such as work, domestlc

uges ™ ICEWCITe\!
responsibilities and social and leisure engagements.
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In terms of work losses, this is called ‘pr ggucpggtg costs’ -
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which refer to 'the costs assoclated with lost or impaired ; is N
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ability to work or to engage in leisure activities due t0 — Impcieat praduckion \\aeive
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morbidity and lost economic productivity due to death.




3. Intangibles 4w sals ,e-'-; —Mﬁ}—nyf_uﬁgxa_«_\ﬂq\uﬁ_,ml

These relate to the dIStrCSS suffering, anxiety and |mpact on
quality of life (QOL) resulting from iliness and poor health and

their treatments ) R - .
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An intangible good is a good that does not have a physical

nature, as opposgélwto a physical good (an object). Dlgltal
goods such as downloadable music, mobile apps or wrﬁfél

goods used in virtual economies are all examples of intangible

goods.

(These are the things that have to be"é;gerien;gd to be

measured and valued) 3

Fixed cost Variable cost
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Definition | Cost of production, Cost of production, which R i Ll = —
which‘dges not vary  varieswith time and :
with fime, or with size | size of production
of production (output) | (output).
over time »
Examples —S%* Cost of bulldmg - \-’JOI"EEI‘SU})DHES (e.g. : R A : e 9
- Fixed cadire;. » gloves) Maths or Sellings  —Cals il fal Ihe Sasllice i catls sy
- Worker salaries & - Patient care supplies %"ﬂm_m_
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Fixed Costs Variable Costs ‘ 2 G b

These costs are mdcpmdmt of output 1. | These costs vary with the level of output.
Thucmrbccostsufﬁedﬁctm 2. | These are the costs of vanable factors,

o

These costs exist or anise, even at zero | 3. | These costs become zero at zero level of
level of output output.
4. | These costs arc found only in the short | 4. | These costs are scen in shot and Joog
period periods.
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Total Costs _

Medical Care Cost

Shage
Average cost: 'loeiini&ion:

_ Etample 2
o SO apular . .
|s the total cost divided by the number of units sy a i Al
; Tabo) cost € Foxed varible] 00— Puctuye cubs 3
provided or produced. R . S gl pties a8

% Average Cost _ _ Total Cost of Production

= Eormula Number of Units Produced iS2 aad \
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When average costs are falling, there exist'economies of

;( o I3 = -
scale 43LaBl ¢ 50 when average costs are rising, there S )

exist "diseconomies of scale Lot ¢ g s v> st . A ana s
£ v Disecanammies of scale Dcatt 4+ Pueruae cost *
One of the reasons diseconomies arise |s because bevor!d a certaln
occupancv lgval it becomes increasingly r G ‘wr .5

difficult, if not impossible, for staff to

deal with a larger number of beds in a

M s
ward setting.

Medical Care Cost

Opportunity cost: OPPORTUNITY C _Oppoctunity cost ¢
Implications of Opportunity Cost: 1S WHAT A PERSON e 1,350 408
SACRIFICES WHEN THEY
best : \ CHOOSE ONE OPTION
1. Optimal service planning OVER ANOTHER =
e ) SR sl 3
2. Deciding 1o do A implics deciding not to do B, mis gy il e Juadi
i.e. value of benefits from A=13, o St :
s St
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What One Sacrifice £~
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Health economists stgess
th¢ importance of value
unlike accountants who
are just interested in
moncy,

When budgets are
limited, resources
in¥ested into one ared
will be at the expeifse of
a loss of opportunity in

another and resources
a@\w\p

should be mluuj in terms

of this lost opportunity—

the opportunity cost. Ohrssipeci ey ssn sl it

Medical Care Cost
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Fiction cost:
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Value of production lost due to tige needed to find a Hekion cabz  Slalgiisue,
reulacemcnl worker and restore production to a Heh coe weee,ids Slmsiugs .

previous level. BTV LY e R ST TN
* What docs it cost to the cconomy if a worker misses a o & 2,
day of work to go to the doctor? : D T ess ¢ el
* What if a sick person can go back to work — what 1s o
the gain to economy? W
 Usc the fwiction cost to value lost time from paid fckinn ok opui_cdifiigito

work. s Ssiendys
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Medical Care Cost

Marginal cost:

This 1s the cost of producing one extra unit, or in health
care terms, the cost of delwermo one extra item _of
services (treating one extra case, vaccinating one extra
child and so on).

Maryinal benefit o , N

Marginal Cost

['mérj-nal kost]

The change in total

production cost that comes

from making or producing

one additional unit.
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Marginal cost or average cost? Units  ae gs¢plas aiCost o0 Auefase ot
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FENR e AThinking od -the malgin)  Magginol ot o

For example, in a comparison of two anaesthetic programmes prescam B Aod  prosfamA cas Lyt
NINNAANAAN 2

that require different types of infrastruciure, average costs are —ﬁnm_atmmag_m&__‘n@.,,‘
P & - . . -
recommended because the f|xggl cost element would be |gnored B S Vartiahle (o} 0 P

by the use of marginal cost.
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However, when the choice is between two or more analgeSICS‘j, w‘*—*‘%ﬁﬁ
the use of marginal cost rather than average would be more Dute  \y <150 TP Dase ) TR
Y . o

appropnate.
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Capital costs/expenditure

{ o33N 3\ o\,
or Gm‘“ﬂ\w cﬁ* — Q’A““\.\i.:“ qu[‘:g\) ce & v .8 1 et

These costs are mcurred when’t major assets Jw!! sl are acquired — the Shis (Squnds sey
buildings, the equipment, etc. aierament sgends on developing
@:‘E“; : only Wt @ (Jsave V) wuls CRuilings/Mackinery JEauipment |

Capital cgsts are not merely the stim actually pa|d for their acquisition ceheals/ Other inftahtnchute o)
and the interest payments on an‘,%oans used to fund such purc\ﬁases iy iy 003§ S lt L 8 gl e
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assets in one particular way, thereby depriving them of being used sl e g oyl
sy
elsewhere. W
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Capital Expenditure
The money that government spends on developing buildings, machinery, 1 15 § Q
equipment, schools, and other infrastructure is known as capital expenditure. 6l | :
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Example

Long after the land, buildings and equipment have been paid for,

there is a capital cost of continuing to use a hospital to provide i

health care, that is, as long as it could be used in an alternative - —Saa S bt
. Toa o .

way. For example, if the hospital could be sold, the opportunity - e pos JUtau Sl e
S San g g gl - T

cost would be its market value. = —
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There are many examples of €)hospital sites now occupled by - i gt gl
o o Tostitutions Sl O Sadlleir gobs 3
houses, with the street names the only wsnble |nd|cat0r that a etz

hospital was located there.

It is important to remember that the cost of

CMedication] muai e yeh § Heallh sestem 2 g
treatment is not only the cost of drugs or - Jln.ﬂh_sa.ﬁan_
SaCiYl $sPSucls Guyiey uzeeMIIN
medical and nursing time but includes recove
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timgs. incidence of side-effects, rate of delayed
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discharge, use of other care resources and the cost of system deficiencies and

much more expenswe than drug costs and |t is lmportant to remember —“*'4"“—*“4‘55“5%#9&
0\_-.-0 \a '4
that the cost to a facility of a 30-minute del’ay in the arrwal of a surgeon

(o
is greater than the cost of a 2-hour infusion of propofol.
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Other factors that inflate costs of
health care provision B
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» Many people fail to comply with their treatment requirements JtieVl »=
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pe Laldll 2Yall Sl |eading to disposal of old pharmaceuticals and
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repetition of prescriptions and eventually the increase in cost of medications.
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* The unnecessary consultations that result from inappropriate and ineffective

3

) W
treatments being utilised.
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* The costs resulting from litigation and claims for damages following A S e S , . Ji‘_l Leel
treatment and care, &bl 2l aay Sl el e gl Silldaall 5 el —"ﬂaﬁw@ﬁ&—ﬂ-\‘—*f
which have gone wrong. e Thi et -3 U= . as




