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Healthcare Economic
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In economic ﬁei'ms, costlis what a health services activity

will impose on patients, their families and other

The cost of using a resource in a particular service or
treatment is
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Efforts to determlne the cost of and
from the—f"ﬁé")péftlve of a health

economist are I|ker to differ from - those employed by
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an accountant.
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Health economist

accountant and company e _ _ _
Dealing with-aiservicees that affect in a human life
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Seriously illirequires:
oo, More devoted time (cost)

Wi Higher qualifications and expertise (cost
=40 Sophisticated equipment (cost)

(% s Potent medication (cost)

—

6);‘01"(}:\) U‘j\
Less Seriously illfrequires:
Less devoted time (cost)

= Lower qualifications and expertise
(_‘)s\.‘;\ (EOSt)'

- Regular equipment (cost)
Regular medication (cost)
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There are basically three stages involved in the process of costing
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health care services and interventions:
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(2) Measurement of identified costs; andg_,_bﬂuy:[_,llmm&mb_mwuwdﬁ

uu&—\-ﬂ.{ﬂ\ 0'\_5\
(3) Translation into a monetary amount (5% S-u(bearmg in m/nd
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o Direct vs indirect cost
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1. Direct costs = 0ptimal use of resources 4, lsall Jia¥ | alasiiy|

These relate to the (afresources directly) as a result of the

\ /
treatment and health care process.

They include: Direct resources such as
Equipment, healthcare,

* Drug costs, infrastructure supplies

* Cost of nursing,
(o \S\u\ @S\Q\ Qi\ﬁ-é\é@
«Medicall and 6ther staff time involved in delivering care and
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administering the procedures, )
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*(Costs of materials and equipment used in service provision,
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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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of-pocket expenses. =5 (= e hecu f)zcafc s
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2. Indirect costs/productivity costs S‘lC\‘ LEANE
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These relate to osses’ to societ mcurred as a result of the
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mpact of dlsease illness and treatments in preventing people
a—s\ & e Oabs
from engaging in normal daily activities, such as work, domestic
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responsibilities and social and leisure engagements.
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In terms of(work losses] this is called ‘productivity costs’ -
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which refer to ‘the costs associated with lost or impaired
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ability to work or to engage in leisure activities due to
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rﬁorbldlty and lost economic productivity due to death.
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3. Intangibles 4w gala o )
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These relate to the distress, suffering, anxiety and impact on

qguality of life (QOL) resulting from illness and poor health and

their treatments
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An intangible good is a good that does not have a phv5|cal
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nature, as opposed to a physical good (an object). Dlgltal
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goods such as downloadable music, mobile apps or virtual

goods used in virtual economies are all examples of intangible

—~T

goods.
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(These are the things that have to be experienced to be

measured and valued)
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Fixed cost VS Variable cost

Fixed cost
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Variable cost
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Definition | Cost of production, Cost of production, which
which does not vary varies with time and
with time, or with size | size of production
of pro.duction (output) | (output). “L“‘“““‘L“’“”ﬁzz
over time Medical supplies
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) ﬂmarethecostsofﬁxedfactom 2. | These are the costs of variable factors

077>

3 'l‘lmecostscxxstoranse gven at zero | 3. [ These costs become zero at zero level of
level of output, =+ £ 2% 2= || output, R PO 3 e
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4. | These costs are found only in the short | 4. Thcsccostsmscmm.and@
period. periods.

Total Costs
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Medical Care Cost
e

Is the total cost divided by the number of units
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provided or produced.
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Numerator
Average Cost _ Total Cost of Production
Formula Number of Units Produced
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One of the reasons diseconomies arise |s because beyond a certaln
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occupancy level it becomes increasingly

difficult, if not impossible, for staff to

deal with a larger number of beds in a
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Medical Care Cost
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Opportunity cost:

2o S OPPORTUNITY COST
Implications of Opportunity Cost: IS WHAT A PERSON
. e SACRIFICES WHEN THEY
=0 EAIH . te3 CHOOSE ONE OPTION
1. Optimal service planning OVER ANOTHER
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2. Decndmg to do A 1implies deciding not to do B,

1.e. value of benefits from A>B. ﬁ)“)\ °NU\C/~J>)L~eJ\
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e Health economists Stress ealth economists - Value + mon—ezl
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the importance of.ss countants.—j Money
“ unlike accountants who \ Opportunlty

are just interested in COSt

¥imited, r.esources LP e The potenm;éﬁis 5
invested into one area thatan ndividul, investor,
will be at the engglsg of or business ﬁﬁs@outon
T e opportunity in % when choosing one

another and resources
should be Valued In terms \\—/
of this lost opportunity—

the opportunity cost. @ vestopeca
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Production lost

Zu\ - (S o2re e Lol QSIS pplalal ) vy
'--’); Q,J-g CawBylal gl (e al Hlals (o8 Jae paydagl ela
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Value of p \&‘duct .\%t n lost due to?yeeded to find a

replacement worker and restor¢ production to a
prev10us level. S\ =4l
What does it cost to the economy 1f a worker misses a
day of work to go to the doctor?
* What if a sick person can go back to work — what 1s

the gain to economy? T
+ Use the friction cost to value lost time from paid

work. &I\
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Medical Care Cost
23 2 S

Marginal cost:
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services (treating one extra case, vaccinating one extra
. o EEE
child and so on).
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Marginal cost or average cost?
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For example, in a comparison of two anaesthetic programmes .|
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that require different types of infrastructure,(average @re

recoqﬁnwe%ded because the fixed cost element would be ignored
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by the use of marginal cost. oS =
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However, when the choice is between two or more analgesics,

the use of marginalj@rather than average would be more

appropriate. N Al agys C} Lo ()
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These costs are incurred when major assets Jw!l () are acquired — the
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buildings, the equipment, etc. | |
W\ 53 2 243
* Capital costs,are not merely the sum actually paid for their acquisition
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and the interest payments on anused to fund such purchases.
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* Account also has to be taken of the opportunity cost of using such

assets in one particular way, thereby depriving them of being used

elsewhere.
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Capital Expenditure

The money that government spends on developing buildings, machinery,
equipment, schools, and other infrastructure is known as capital expenditure.
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