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What is “Health”? 

“Health is a state of complete 

physical, mental and social 

well-being and not merely 

the absence of disease 

or infirmity.” 

(WHO 1948) 



Functions and objectives of a health system         
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Source: WHO, 2016  



What then makes a health system good?  

While the organization of services varies 
around the world, common elements of a good 
health system include ‘a robust financing 
mechanism; a well-trained and adequately 
paid workforce; reliable information on which 
to base decisions and policies; well-
maintained facilities and logistics to deliver 
quality medicines and technologies’ (WHO 
2013 ). 



The Performance of Health Systems 

To assess performance of health systems, we must measure it 

against the objectives and intended outcomes of a health 

system.  

 

The Objectives for health systems are: 

1. Improving the health of the populations they serve: measured 

by life expectancy, maternal mortality, and infant mortality in 
addition to its distribution across the population. 

  

 



The Performance of Health Systems 

2. Responding to peoples’ expectations: 

 



The Performance of Health Systems 

3. Providing financial protection against the costs of ill health: - 

- Health care costs are unpredictable, and may be 
catastrophic (in China, bankruptcies due to medical 

expenditures accounted for a third of rural poverty in 2004).  

-Universal coverage may not reduce financial burden because 

many barriers of health insurance plans such as co-payment 

and ceiling may prevent patients using them. Payment should 

be progressive (related to ability to pay). 

4. Equity and fairness in the distribution of the above three 
objectives (across population subgroups).  

 horizontal equity means similar treatment of people with similar needs; 

 vertical equity means different treatment of people with different needs. 

 

 



Financing of healthcare 
 Financing is one of the central functions of a health system.  It 

encompasses both the total amount of funding and its 

distribution across individuals, population groups, geographical 

areas, levels of care and services.  

 Revenue collection Revenue collection refers to the process of 

raising money from different sources. The ‘primary sources’ of 

funding can include households as taxpayers, businesses and 

external agencies such as donors.  

 Pooling: Refers to accumulating the revenue to spread risks 

across population groups, whether that’s across income groups 

or across age groups, or across groups with different health 

needs, or over time. 

 Resource allocation and purchasing Resource allocation and 

purchasing refers to how those pooled funds are then 

channeled to pay for service provision. 

 



 



Without Risk Pooling 

Let’s say we have 10 people. 1 person becomes ill during the year. 

This 1 person will bear the full risk 

of paying for his or her care  

What happens if this 

person is low-income? 



With Risk Pooling 

When someone falls ill… 

Everyone pools their resources together before anyone falls ill 

The care is paid for from 

the pool of money 



Formal definition of risk pooling 

Pooling is the health system function whereby collected 

health revenues are transferred to purchasing 

organizations. 
 

 
 
 
 

Pooling ensures that the risk related to financing health 

interventions is borne by all the members of the pool and 

not by each contributor individually. 
 

Its main purpose is to share the financial risk associated with 

health interventions for which there is uncertain need. 



Who pays for health care? 
 

 The following are the main payers: 

 a) Government programs (such as Medicare and Medicaid) 

 b) Private health insurance plans (some through employers) 

 c) The person's own funds (out-of-pocket). 

 Because health expenditures of individuals on health are 

unpredictable, prepayment systems (a & b above) with universal 

coverage protect from impoverishment due to health care 

expenditures.  

 Prepayment based on ability to pay (rather than probability of 

illness) allows for cross-subsidy from the rich to the poor and from 

the healthy to the sick. Health systems financed by the 

government provide the greatest potential for pooling risk.  

 



 



What are the negative effects of the 

high cost of health care? 
  When the government spends more on health care, the national debt increases 

and/or funds available for other programs decrease. 

 When people spend more on health care, they have less money to spend for other 

things, and when health insurance is paid by their employer, they may be paid less. 

 When employers spend more on health care, the costs of their products and 

services increase, and jobs may be moved to countries with lower health care costs. 

 More people cannot afford health care insurance. When people without health 

care insurance receive health care, they usually cannot pay for it. As a result, this 
care is paid for by other people who are paying into the health care system. Or, 

people without health care insurance may not seek care when they need it and 

thus develop a serious disorder that could have been prevented. 

 Medical bills that are not covered by health insurance can lead to bankruptcy. 

 

 



Why is health care so costly? 
 

 Use of expensive new diagnostic tests and treatments 

 Increased costs of health care goods and services 

 Marketing of new drugs, devices, and procedures 

 Overuse of specialists 

 High administrative costs 

 Doctor fees 

 Malpractice costs 

 Defensive medicine 

 Aging of the population 

 



The Impact of Health Care on the Economy 

 One of the largest budgetary items in any government is health care 

spending, it accounts for 8% of global GDP, but rises to as much as 16%of 

GDP in the United States.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 



Financing Health Care 

Every Finance and Health minister must decide how to finance their country’s health 
care system 
 
Four key factors determine each country’s capacity to finance health successfully 
(prioritization methods for the decision to financing): 
 
1. Financial resources: ability to generate revenues determines financing. 
 
2. Stage of economic development: ↑ income→ ↑ spending on health. 
 
3. Ability to administer financial services: ability to set up and monitor a system, and 
effectively enforce health care regulations and legislations. 
 
4. Political will and structure: priority of health for the government relative to other 
sectors like defense (primary interest in Canada and Cuba). 

 



Health care financing models 



National Health Services systems (Beveridge model) 

 

 Named after William Beveridge, the social reformer who designed Britain’s National Health 
Service.  

 Health care is provided and financed by the government through tax payments.  

 Many hospitals and clinics are owned  and run by the government. 

 There are also private hospitals and doctors who collect their fees from the government.  

 Low costs per capita, because the government controls what doctors can do and what 

they can charge. 

 Beveridge model: Great Britain, Spain, most of Scandinavia , New Zealand. Hong Kong  and 

Cuba which represents the extreme application of the Beveridge approach; it is probably 

the world’s purest example of total government control. 

 



Social Insurance systems (Bismark model) 

 Named for the Prussian Chancellor Otto von Bismarck, who invented the welfare state as part 

of the unification of Germany in the 19th century.  

 This model has an insurance system. The insurers are called “sickness funds”  

 Multi-payer model ; Germany has about 240 different funds  

 Financed jointly by employers and employees through payroll deduction. 

 Cover everybody, and not for profit.  

 Doctors and hospitals tend to be private in Bismarck countries.  

 Tight regulation gives government much of the cost-control. 

 The Bismarck model is found in Germany, of course, and France, Belgium, the Netherlands, 

Japan, Switzerland, and, to a degree, in Latin America. 

 



The National Health Insurance Model 
  Has elements of both Beveridge and Bismarck.  

 Uses private-sector providers, but payment comes from a government-run insurance 

program that every legal resident pays into.  

 No need for marketing, no financial motive to deny claims and no profit. 

 Cost effective and  administratively simple. 

 The single payer has considerable market power to negotiate for lower prices and  
control costs by limiting the medical services they will pay for. 

  Patients waiting to be treated is one of the cons. 

 The classic NHI system is found in Australia, Canada, but some newly industrialized 

countries — Taiwan and South Korea, for example — have also adopted the NHI 
model. 

 



National Health Insurance systems (Australia Example) 

 
  Medicare is Australia's publicly funded universal health care system.  

 Medicare is mainly tax-funded health care system in which medical 

services  are subsidized through a universal national health insurance. 

 Health services are administered by the government and are 

delivered by many public and private providers.  

 The Australian healthcare system provides a wide range of services, 

from population health and prevention through to general practice 

and community health; emergency health services and hospital care; 

rehabilitation and palliative care. 

 General practitioners  and emergency departments  act as the main 

gateways to other health services, including diagnostic tests, specialist 

consultations, hospital admission and inpatient care. 



The Out-of-Pocket Model (USA example) 
  The US have a fragmented health care system.  

 The government pays for treating veterans and those over 

the age of 65 on Medicare. 

 Working Americans get insurance on the job,   

 For the 15 percent of the population who have no health 

insurance, the United States is similar to rural India 

 For those without health insurance the access to a doctor is 

possible only if one can pay the bill  or if  the patient is sick 

enough to be admitted to the emergency ward at the 

public hospital. 

 



 Mixed Health systems   

Most of the Low and Middle Income (LMIC) Countries 
governments are too disorganized or too poor to 
provide universal healthcare.  

 Health care in a majority of LMIC is delivered by a mixed health system.  

 It is a health system in which out-of-pocket payments and market provision of services 
predominate as a way of financing and providing health services. 

  Publicly-financed government health delivery coexists with privately-financed market 
delivery. 

 Insufficient state funding for health  and weak governance   

 A regulatory environment that enables the private sector to deliver  health services 
without an appropriate regulatory framework  

 This triad of determinants acts together to compromise the quality of public services 
and defeat the equity objective   

 
 



Important concepts to remember  



Economics and Health Economics 

 'Economics' a social science that studies how 
individuals, governments, firms and nations make 
choices on allocating scarce resources to satisfy their 
unlimited wants. 

 Health economics is a branch of economics concerned 

with issues related to efficiency, cost effectiveness, value 

and behavior in the production and consumption of 

health and health care.  

. 

http://en.wikipedia.org/wiki/Economics
http://en.wikipedia.org/wiki/Health
http://en.wikipedia.org/wiki/Health_care


Economics and Health 

For a long time, it has been recognized that there is 

a relationship between health and wealth. 

  Increased wealth leads to health 

 Improved health leads to wealth. 

  



The Mechanisms from Wealth to Health 

In general, wealthier nations are healthier 

nations.  

Higher incomes provide the ability to purchase 

many goods and services that promote better 

health, including higher quality food, access to 

cleaner water, safe sanitation, and higher quality 

and more complete health services both on a 

societal and individual level. 

 



The Mechanisms from Health to Wealth 

Four major mechanisms link health to increased wealth:   

 

1. Improved productivity: Healthier individuals are more 

energetic and less likely to miss work due to illness 

(↑productivity with ↑ calorie intake up to 2000kcal). 

2. Increased investment in human capital: Poor health 

conditions decrease life expectancy, and reduce the amount 

of human capital investment. Children with poor health may 

be sick or have less energy to go to school, and have poor 

learning capacity in school. 

 



The Mechanisms from Health to Wealth, cont. 

3. Increased investment in physical capital: better health leads 

to more savings for retirement, which increases investment in 

physical capital, with the hope of future returns. With sick 

employees, money is spent to compensate for productivity 

loss, and less money is available to invest in physical capital. 

  

4. Utilizing the demographic dividend: a large working age 

population relative to the younger and older dependent 

populations. This gives a window of opportunity for economic 

growth (Irish economic boom in 1980s and 1990s).  



Efficiency in Healthcare 

 Technical efficiency: where a given output is 

produced with the least inputs (i.e. minimizing 

wastage). Also known as operational efficiency;  

 Economic efficiency: where a given output is 

produced at least cost. Also known as 

productive efficiency;  

 Allocative efficiency: where the pattern of 

output matches the pattern of demand; 



Cost-effectiveness in healthcare 

  (Cost-effectiveness analysis is distinct from cost–

benefit analysis, which assigns a monetary value 

to the measure of effect.[   

 Cost-effectiveness analysis is often used in the 

field of health services, where it may be 

inappropriate to monetize health effect. The most 

commonly used outcome measures are  DALYs 

and QALYs.  

https://en.wikipedia.org/wiki/Cost%E2%80%93benefit_analysis
https://en.wikipedia.org/wiki/Cost%E2%80%93benefit_analysis
https://en.wikipedia.org/wiki/Cost%E2%80%93benefit_analysis
https://en.wikipedia.org/wiki/Cost-effectiveness_analysis#cite_note-CEAvCBA-1
https://en.wikipedia.org/wiki/Monetize


Cuba health system example  
• Universal 
 
 
 

• Free 
 
 

 

• Accessible 
 
 
 

• Everyone has the right to 

health protection and care . 



• Total population (2015) 11,390,000 
 

 
 
 

• Gross national income per capita (PPP international $, 2011) 18,520 
 

 
 
 

• Life expectancy at birth m/f (years, 2015) 77/81 
 

 
 

 
 
 

• Total expenditure on health per capita (Intl $, 2014) 2,475 
 

 
 
 

• Total expenditure on health as % of GDP (2014) 11.1 
 

 
 

 

Cuba health system 



Cuba health system 



Cuba healthcare system 

  Health care is a right, available to all equally and free of charge.  

 Health care is the responsibility of the state.  

  Preventive and curative services are integrated.  

 The public participates in the health system’s development and 

functioning.  

 Health care activities are integrated with economic and social 

development.  

 Global health cooperation is a fundamental obligation of the health 

system and its professionals.  



Cuba healthcare system 

 Promote health through positive changes in the population’s 
knowledge, sanitary habits, and lifestyle.  

 Prevent the emergence of diseases and damage to the population’s 
health.  

 Guarantee early diagnosis, ambulatory services, and hospitalization, as 
well as timely, continuous, and comprehensive medical care in the 
community.  

 Develop community-based rehabilitation for physically or 
psychologically disabled persons.  

 Achieve improvements in neighborhood environmental clean up and in 
home hygiene.  

 Achieve improvements in social relations and integration of 
neighborhood residents and families.  

 Develop studies that respond to the health needs of the population.  

 



Global comparison 

 



Global Comparison 



Take home message  

 Priorities matter 
 

Given a country’s fiscal capacity, a higher (or lower) share that government devotes to health 

can make a big difference 
 

 Policy matters 
 

Variation around the trend suggests there is more to it than just spending levels; how you 

organize your health financing arrangements is important 

 Context matters 
 

Much harder for poor countries with large informal sectors to raise tax 

revenues 
 

Scope for raising more revenues through income or payroll tax limited 
 



Questions? 
 


