
T h is  c h a p te r  ex a m in es th e  l i t e r a t u r e  in  two s u b j e c t s  
w hich seem  r a th e r  u n r e la te d  bu t w hich  in  r e a l i t y  a r e  
in te r d e p e n d e n t . The f i r s t  s u b j e c t  i s  th e  C h in e se  eco n o m ic  reform  
and i t s  im p act on th e  h e a lt h  s e c t o r .  The se c o n d  s u b j e c t  i s  
a l l o c a t i v e  e f f i c i e n c y  and e q u i t y .

2 .1  P o l i c y  I s s u e s  C o n cern in g  G overnm ent F u n d in g  o f  th e  
H e a lth  S e c t o r  in  C hina

The d e c i s i o n s  on "  I s s u e s  P e r ta in in g  to  th e  E s t a b l i s h  o f  
S o c i a l i s t  Market Econom ic System  "  r a t i f i e d  on th e  t h ir d  plenum  
o f 1 1 th  P a r ty  c o n g r e s s  in  November 1978 s e t  th e  o b j e c t i v e  to  
c r e a t e  a new S o c i a l i s t  Market Econom ic System  by th e  end o f t h i s  
c e n tu r y . The d e c i s i o n  p ro p o sed  a co m p reh en siv e  p a ck age o f  
re fo rm s th a t  w ould c o n s t i t u t e  th e  fram ework o f  m arket s o c ia l i s m .

The h e a lt h  c a r e  sy s te m  o f a  n a t io n  i s  a lw a y s  c l o s e l y  
a s s o c ia t e d  w ith  i t s  s o c i a l  econ om ic sy s te m . C h in a 's  h e a lt h  c a r e  
sy s te m  e v o lv e d  under th e  p la n n ed  econom y and th e r e b y  o p e r a te d  in  
l i n e  w ith  th e  p la n n ed  econ om ic sy s te m  f o r  40 y e a r s .  W ith th e  
in t r o d u c t io n  o f th e  s o c i a l i s t  m arket econom y, th e  en v iron m en t  
f o r  h e a lt h  r e s o u r c e s  a l l o c a t i o n  h a s  un dergone fun d am en ta l 
ch a n g e w h ich  w i l l  i n e v i t a b l y  a f f e c t  th e  d evelop m en t o f th e  
h e a l t h  s e c t o r .

The h e a lt h  s e c t o r  in  C hina i s  c h i e f l y  funded  by 
governm ent d ep a r tm en ts  and b u s in e s s  e n t e r p r i s e s . Fund r a i s i n g  i s  
r e a l i z e d  th rou gh  th e  common e f f o r t s  o f  governm ent p la n n in g  
co m m itte e s  f o r  h e a lt h  s e c t o r ,  in c lu d in g  th e  M in is tr y  o f  
F in a n c e , th e  M in is tr y  o f H ea lth  , th e  T r a d it io n a l  C h in e se
M ed ic in e  A d m in is tr a t io n , th e  la b o r  D epartm en t, th e  N a t io n a l  
P r ic e  C o n tro l B ureau, th e  M in is tr y  o f A g r ic u ltu r e  and o th e r  
governm ent a g e n c i e s .
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In  th e  p a s t ,  th e  C h in e se  governm ent a p p lie d  two k in d s  
o f s u b s i d i e s  to  th e  h e a lt h  s e c t o r  when m aking h e a l t h  c a r e  
b u d g e ts :  1) a  f u l l  c o s t  b u dget and 2) a b a la n c ed  b u d g et.

The f u l l  c o s t  b u dget r e f e r r e d  to  th e  p r a c t i c e  in  w hich  
th e  governm ent c o v e r e d  a l l  th e  o p e r a t in g  e x p e n s e s  o f  a  h e a lt h  
o r g a n iz a t io n  throu gh  governm ent a p p r o p r ia t io n s  b e c a u se  su ch  
o r g a n iz a t io n s  d id  n o t h ave r e g u la r  r e v e n u e s . E xam ples o f  su ch  
o r g a n iz a t io n  a r e  EPS ,MCH and drug c o n t r o l  i n s t i t u t e s .

The b a la n c e d  b u dget d e n o ted  governm ent s u b s i d i e s  to  
m ed ic a l i n s t i t u t i o n s ,  su ch  a s  h o s p i t a l s ,  to w n sh ip  h e a lt h  c e n t e r s  
and v a r io u s  k in d s  o f c l i n i c  th a t  had a  r e g u la r  incom e by 
p r o v id in g  s e r v i c e s  to  c u s to m e r s , t o  b a la n c e  th e  d i f f e r e n c e  
b etw een  t h e i r  re v en u e  and e x p e n d itu r e  a r i s i n g  from p o l i c y  
c o n s id e r a t io n s  (su ch  a s  th e  low  h e a lth  c a r e  p r i c e  p o l i c y ) . The 
governm ent ch anged  i t s  h e a lt h  c a r e  s u b s id y  p o l i c y  in  1 9 6 0 . Two 
ty p e s  o f th e  s u b s i d i e s  a r e  co n cern ed  in  th e  p o l i c y  (1 )  s u b s id y  
on c e r t a i n  ite m s , l i k e  th e  b a s ic  s a la r y  o f th e  h e a lt h  w ork ers  
and rep a irm en  and p u r c h a s in g  f o r  equipm ent; (2 )  s u b s id y  f ix e d  by 
c e r t a i n  am ount, i f  th e  h o s p i t a l  p r o v id e  f ix e d  amount s e r v i c e ,  
th e y  w i l l  g e t  f ix e d  amount s u b s id e .

The b a la n c ed  b u d g e tin g  was r e p la c e d  by a  " f u l l  s a la r y  
c o v e r a g e "  p o l i c y  when s u b s id iz in g  h o s p i t a l  and s ta te -o w n e d  
to w n sh ip  h e a lt h  c e n t e r s .  The b u dget fo llo w e d  a fo rm u la  th a t  
a p p r o p r ia te d  100k o f th e  b a s ic  s a la r y  o f th e  e n t i r e  s t a f f  o f  a 
h o s p i t a l .  Government s u b s i d i e s  to  tow n sh ip  h e a lt h  c e n t e r s  o f  
c o l l e c t i v e  to w n sh ip s  was a t  60k o f th e  t o t a l  amount o f s t a f f  
s a l a r i e s .  S in c e  1 985 , th e  governm ent h a s a d o p ted  a  d i f f e r e n t  
s u b s id y  method c a l l e d  "  f l a t  r a t e  c o n t r a c t "  . Once a  s u b s id y  
r a t e  i s  f i x e d ,  th e  i n s t i t u t e  w hich r e c e i v e s  th e  s u b s id y  i s  in  
f u l l  c o n t r o l  in  u s in g  th e  fu n d . The r a t e  o f  s u b s id y  to  to w n sh ip  
h e a lt h  c e n t e r s  and o th e r  c o l l e c t i v e  tow n sh ip  h e a lt h  i n s t i t u t i o n s  
i s  b a sed  on t h e i r  accom p lish m en t o f m ed ica l c a r e , e p id e m ic  
p r e v e n t io n  and h e a lt h  c a r e  t a s k s  a s s ig n e d  to  them.

H ea lth  i n s t i t u t e s  th a t  r e c e iv e d  f u l l  s u b s i d i e s  from th e  
governm ent began to  ch a r g e  f e e s  fo r  s e r v i c e s  in  1 985 , un der th e



10

g u id a n c e  o f r e le v a n t  p o l i c i e s  p r o c la im ed  by th e  M in is tr y  o f  
H e a lth . C om pensatory ch a rg e  w ere a l s o  made f o r  r e c e iv i n g  
s e r v i c e s  o f  p a r t ic u la r  k in d s  in  h e a lt h  and e p id em ic  p r e v e n t io n .  
To d a t e ,  th e  governm ent p o l i c y  s t i l l  u p h o ld s  f u l l  s u b s id y  to  
i n s t i t u t e s  w ith  f u l l  c o s t  b u d g e ts . However, in  p r a c t i c e  
governm ent o f f i c e s  h ave g r e a t  d i f f i c u l t y  in  r e a l i z i n g  f u l l  
s u b s id y  to  h e a lt h  c a r e  i n s t i t u t e s  e s p e c i a l l y  p r e v e n t iv e  
i n s t i t u t e s  b e c a u se  o f f i n a n c i a l  s h o r ta g e  o r  o th e r  r e a s o n s .

A cco rd in g  to  th e  new h e a lt h  f in a n c in g  p o l i c y .  T here a r e  
som e p ro b lem s now :

1 . In  th e  p r e s e n t  s e l f - f i n a n c i n g  b u dget m anaging sy s te m  a t  l o c a l  
l e v e l ,  th e r e  i s  a  c o n t r a d ic t io n  b etw een  r i g h t s  and d u t i e s .  In  
some a r e a s ,  due to  in a p p r o p r ia te  u s e  o f h e a lth  fu n d s , in c r e a s e s  
in  h e a lt h  and m ed ic a l e x p e n d itu r e  h ave been  im p a ired . To some 
e x t e n t ,  th e  M in is tr y  o f H ea lth  i s  l o s in g  i t s  c a p a c i t y  to  
f in a n c e  i t s  prim ary h e a lt h  c a r e  i n f r a s t r u c t u r e ,  e s p e c i a l l y  a t  
co u n ty  l e v e l ,  w here th e  M in is tr y  o f  H ea lth  d o e s  n o t  e x e r c i s e  
d i r e c t  c o n t r o l  o v e r  t h e i r  a d m in is t r a t io n . To g u a r a n te e  th e  
im p le m e n ta tio n  o f h e a lt h  p o l i c i e s  in  r u r a l  a r e a s ,  th e  m in is tr y  
sh o u ld  empower l o c a l  governm ent w ith  more r e s p o n s i b i l i t i e s  and  
power o f a c t io n .

2 . To some e x t e n t ,  a r a t i o n a l  c h o ic e  o f  h e a l t h  e x p e n d itu r e  i s  
more im p o rta n t th an  fun d . S p en d in g  some money on d e v e lo p in g  
p o l i c y  g u i d e l i n e s  may b r in g  more b e n e f i t s  than  a d i r e c t  
a l l o c a t i o n  o f  fund .

3 . Prim ary h e a lt h  p r o t e c t io n  and p r e v e n t io n  o r g a n iz a t io n  a r e  
b e s e t  w ith  c r i s e s .  I n s u f f i c i e n t  governm ent fu n d in g  and e x p a n s io n  
o f p a id  s e r v i c e s  have weakened some a r e a  o f h e a l t h  p r o t e c t io n  and  
p r e v e n t io n .

In  t h i s  s e c t i o n ,  we r e v ie w  th e  ch ange o f C h in e se  
h e a lt h  p o l i c y  and i t s  e f f e c t .
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2 .2  A l l o c a t i v e  E f f i c i e n c y  and  E q u ity  o f  H e a lth  R e s o u r c e s
T here a r e  s e v e r a l  s t u d ie s  c o n c e r n in g  to  r e s o u r c e s  

a l l o c a t i o n .  They u s e  d i f f e r e n t  ways to  e v a lu a t e  e f f i c i e n c y  and
e q u i t y .

2 .2 .1  E f f i c i e n c y
Ef f i c i e n c y  i s  a s t a t e  where th e  c o s t s  o f  p r o d u c in g  any  

g iv e n  o u tp u t a r e  m in im ized  and th e  u t i l i t y  o f  i n d i v i d u a l ' s  
p r e f e r e n c e s  i s  m axim ized . E f f i c i e n c y  can  so m etim es b e a t t a in e d  
in  c o m p e t i t iv e  m a rk e t.

T here i s  a need  to  d i s t i n g u i s h  b etw een  t e c h n ic a l  
e f f i c i e n c y  and a l l o c a t i v e  e f f i c i e n c y  T e c h n ic a l e f f i c i e n c y  i s  
w here th e  c o s t  o f  p ro d u c in g  a  g iv e n  o u tp u t a r e  m in im ized , OZ' 
w here o u tp u t i s  m axim ized fo r  a  g iv e n  c o s t .  A l lo c a t i v e  
e f f i c i e n c y  e x i t s  w here i t  i s  n o t p o s s ib l e  to  make any in d iv id u a l  
b e t t e r  o f f  w ith o u t m aking some o th e r  in d iv id u a l  w o rse  o f f .  The 
e x i s t e n c e  o f p e r f e c t  m arket can  be shown to  le a d  to  b o th  
t e c h n ic a l  and a l l o c a t i v e  e f f i c i e n c y .

A l lo c a t i v e  e f f i c i e n c y  i s  h e ld  many e c o n o m is ts  to  be  
im p o rta n t b e c a u se  th e  d e s i r a b i l i t y  o f m oving from a l l o c a t i v e  
i n e f f i c i e n t  to  e f f i c i e n t  s t a t e s  w ould command u n iv e r s a l  a s s e n t .  
That i s ,  i f  i t  i s  p o s s i b l e  to  u n d erta k e  some ch an ge s o  th a t  a t  
l e a s t  on e p e r so n  i s  b e t t e r  o f f  w ith o u t making anyone w orse  o f f  
th en  t h i s  must b e  a 'g oo d  th in g '  and c o n s e q u e n t ly  o u gh t to  be  
u n d erta k en . T h ese  ch an ge a r e  'p a r e to  im p r o v e m e n ts '. I t  i s  argu ed  
(M ishan, 1974) th a t  th e  c o s t - b e n e f i t  approach  sh o u ld  t r y  to  
i d e n t i f y  p o t e n t ia l  P a r e to  im provem ent.

The theorem  makes th e  c o m p e t it iv e  m arket s o l u t i o n  
a t t r a c t i v e .  I f  p e r f e c t  c o m p e t it io n  can  be a c h ie v e d , th en  th e  
m arket f o r c e s  l e f t  to  t h e i r  own w ork ing w i l l  g e n e r a te  an 
e f f i c i e n t  ou tcom e, an i n v i s i b l e  hand s o l u t i o n .  U n doub ted ly  
h e a lt h  c a r e  m arket i s  n o t a c o m p e t it iv e  m arket due t o  th e r e  a r e  
some m arket ' f a i l u r e s ' . H ence o th e r  p r o c e d u r e s  must b e  u sed  fo r  
a l l o c a t i n g  r e s o u r c e s ,  su ch  a s  th e  c o s t —b e n e f i t  a p p r o a c h .(  
A l i s t a i r , 1988)

B r ich  and G afn i (1 9 9 2 ) c la im e d  th a t  th e  d e c i s i o n  r u l e s  
c o s t —e f f e e t i v e n e s s / u t i l i t y  a n a ly s is (C E A ) f a i l  t o  a c h ie v e  t h e i r
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s t a t e d  o b j e c t i v e s ,  nam ely th e  m a x im iza tio n  o f h e a l t h  g a in s  f o r  a  
g iv e n  amount o f r e s o u r c e s .  The c r i t i q u e  in c lu d e s  th e  f o l lo w in g  
o b j e c t io n s  to  CEÀ: F i r s t ,  th e y  arg u e th a t  CEÀ d o e s  n o t  g u a r a n te e  
im provem ent s o c i a l  w e lfa r e  in  s i t u a t i o n  w here m u lt ip le  h e a lt h  
o b j e c t i v e s  e x i s t  ( e . g . ,  s u r v iv a l  and fu n c t io n a l  s t a t u s ) .  S econ d , 
th e y  a rg u e  th a t  CEÀ d o e s  n o t c o n s id e r  th e  h e a lt h  g a in s  fo r g o n e  
by r e a l l o c a t i n g  r e s o u r c e s  from e x i s t i n g  program s to  f in d  new 
program s. T h ird , th e y  arg u e th a t  CEÀ can  le a d  to  i n e f f i c i e n t  
r e s o u r c e  a l l o c a t i o n  when th e r e  a r e  a l t e r n a t i v e  l e v e l s  o f  
program s th a t  com pete fo r  b u d g eta ry  r e s o u r c e s .  F i n a l l y ,  th e y  
a rg u e  th a t  th e  d e c i s i o n  r u l e s  o f  CHE a r e  in c o r r e c t  in  th e  
p r e s e n c e  o f program i n d i v i s i b i l i t y  and th a t  in t e g e r  program ming  
t e c h n iq u e s  a r e  n eed ed .

J o h a n n esso n  and W e in ste in  (1 9 9 3 ) s t a t e d  on th e  c o n tr a r y  
th a t  i f  th e  d e c i s i o n  r u le s  o f  c o s t - e f f e c t i v e n e s s  a n a l y s i s  a r e  
u sed  in  an a p p r o p r ia te  way, th e y  do le a d  to  t h e i r  s t a t e  g o a l ,  
e . g .  th e  m a x im iz a tio n  o f h e a l t h  e f f e c t s  f o r  a g iv e n  amount o f  
r e s o u r c e s .  A more w ork ab le app roach  to  o b ta in  a u s e f u l  d e c i s i o n  
r u le  f o r  c o s t - e f f e c t i v e n e s s  a n a l y s i s  i s  to  d e te r m in e  a  p r i c e  p e r  
u n it  o f  h e a l t h  e f f e c t s .  Once t h i s  p r ic e  i s  d e te r m in e d , th e  
d e c i s i o n  r u le  fo r  c o s t - e f f e c t i v e n e s s  a n a l y s i s  r e d u c e s  t o  th a t  o f  
com paring  th e  c o r r e c t  c o s t - e f f e c t i v e n e s s  r a t i o  f o r  a program  
w ith  t h i s  s ta n d a r d . C o s t - e f f e c t i v e n e s s  i s  n o t w ith o u t p ro b lem s. 
R e s u lt  a r e  o f t e n  in t e r p r e t e d  i n c o r r e c t l y ,  e . g .  by f a i l i n g  to  
c a l c u l a t e  in c r e m e n ta l r a t i o s  f o r  m u tu a lly  e x c l u s i v e  program s, 
and r e s u l t s  a r e  o f t e n  com pared w ith  dom inated  a l t e r n a t i v e s .  
T here a l s o  s e v e r a l  c o n c e p tu a l p rob lem s su ch  a s  th e  d e f i n i t i o n  o f  
c o s t .  The d e c i s i o n  r u le s  o f  c o s t - e f f e c t i v e n e s s  a n a l y s i s ,  
h ow ever, a r e  c o n s i s t e n t  w ith  th e  o b j e c t i v e s  o f  m ax im iz in g  a  
s p e c i f i e d  e f f e c t i v e  f o r  a g iv e n  amount r e s o u r c e s .

P o r n c h a iw is e sh u i (1 9 9 3 ) co n d u c ted  a s tu d y  how w e l l  -  from  
econ om ic e f f i c i e n c y  and e q u i t y  p o in t  o f  v iew  -  m a la r ia  c o n t r o l  
r e s o u r c e s  have been  a l lo c a t e d  o v e r  t im e , among h e a lt h  d i s t r i c t s  
and b etw een  p r e v e n t io n  and s u r v e i l l a n c e  m easure.

To o b ta in  o v e r a l l  e f f i c i e n c y  th e  m a la r ia  c o n t r o l  r e s o u r c e  
must be o p t im a l ly  s p e n t  betw een  th e  p r e v e n t iv e  m easure and
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s u r v e i l l a n c e  m easure, o p t im a l ly  a l lo c a t e d  b etw een  d i s t r i c t s  and 
o p t im a l ly  d i s t r ib u t e d  o v e r  t im e . A cco rd in g  to  some b a s ic  
eco n o m ic  th e o r y . T hree g ro u p s c o n d i t io n s  w ere d e v e lo p e d  to  
a c h ie v e d  th e  t a r g e t .  In th e  e m p ir ic a l  m o r b id ity  m odel, th r e e  
le a d in g  c a u s e s  o f  m o r b id ity  and m o r t a l i t y  from d i s e a s e  ( 
m a la r ia , a c u te  d ia r r h e a  and TB) w ere c o n s id e r e d . The in d ep en d en t  
v a r i a b l e s ,  in c lu d in g  la g g e d  dep en d en t v a r i a b l e s  and o th e r  
s o c io e c o n o m ic  f a c t o r s ,  a r e  c o n s id e r e d  to  d e te r m in e  e i t h e r  th e  
t r a n s m is s io n  r a t e  o f  p a t ie n t  r e c o v e r y  r a t e  o r  b o th . The 
e s t im a t io n s  a r e  b a sed  on te n  y e a r s  ann ual t im e  s e r i e s  d a ta  fo r  
s e l e c t e d  p r o v in c e s .

P o r n c h a iw is e sk u l d e v e lo p e d  a model t o  e s t im a t e  th e  
m o r b id ity  r a t e s  o f  com m unicable d i s e a s e .

logC t-logC t . 1 =h,.-rt ( 2 . 2 . 1 )

ct : th e  m o r b id ity  r a t e  a t  y ea r  t
ht : th e  tr a n s m is s io n  r a t e
r t : th e  p a t i e n t s  r e c o v e r y  r a t e

The m odel d e s c r ib e s  a  s t e a d y  s t a t e  o f  com m unicable  
d i s e a s e . T hree b a s ic  com ponents in  d e te r m in in g  th e  d i s e a s e -  
s p e c i f i c  m o r b id ity  and m o r t a l i t y  r a t e s  a r e  i ) t h e  t r a n s m is s io n  
r a t e  i i )  th e  p a t i e n t  r e c o v e r y  r a t e  and i i i ) t h e  p a t i e n t s  d e a th  
r a t e .  A l l  th r e e  r a t e  com ponents can  be more o r  l e s s  c o n t r o l l e d  
o r  in f lu e n c e d  by th e  d i s e a s e  c o n t r o l  m ea su res. B ased  on e q u a t io n
2 . 2 . 1  a n o th e r  m odel was b u i l t

DlogMORBik 1.= a i0 + a il*MORBlk>t_i+ a t 2* M0RB2k 11_ 1
+ a t 3 *M0RB3k,t. 1 + a t 4* logQfc.t. 1+ a ,5* RVAGfct 

+ a ,6*HCk,t+ a l7 *FORDENk,t+ a ,8* DDTk.t
+ a l9* ABERkit+ 10* ABERkrt. 1 ( 2 . 2 . 2 )

aie- a i9, a ie <๐r  = 0 
aie= a i9 = a, 10 =0, i  =2 ,3
i = l , 2 , 3  1= m a la r ia ;  2= a c u te  d ia h r r e a ;  3= t b u c l o s i s .
k = s u b s c r ip t  in d e x  fo r  c r o s s  s e c t i o n  
t  = s u b s c r ip t  in d e x  fo r  y ea r  
MORB = m o r b id ity  o f i  d i s e a s e s
DDT = amount o f DDT u s e  p er  p o p u la t io n  p er  y e a r  a s  a  proxy  

fo r  m a la r ia  p r e v e n t iv e  m easu res.
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ÀBER = a n u l b lo o d  e x a m in a tio n  r a t e
Rvag = r a t i o  o f  th e  a g r i c a l t u r e a l  s e c t o r  o u tp u t to  t o t a l  

econ om ic o u tp u t a s  a  proxy  fo r  r u r a l  p o p u la t io n  p r o p o r t io n .
HC = number o f h e a l t h  c e n t e r s  p e r  p o p u la t io n .
FORDEN = f o r e s t  d e n s i t y  o r  p r o p o r t io n  o f f o r e s t  la n d .
Q = p er  c a p i t a  o u tp u t m easured in  r e a l  term s.

The m odel p r e s e n t s  th e  m o r b id ity  r a t e s  and an n u a l b lo o d  
e x a m in a tio n  r a t e  w h ich  w i l l  h ave a la g g e d  e f f e c t  on th e  
m o r b id ity  r a t e  in  th e  fu tu r e .

Even th rou gh  th e  o p tim a l c o n d it io n  may n o t be t e s t e d  fo r  
a l l o c a t i v e  e f f i c i e n c y  and h e a lt h  d i s t r i c t  e q u i t y ,  b u t can  
p r o v id e  a  'shadow ' v a lu e  fo r  d i s e a s e  c o n t r o l  m easure u n i t  c o s t  
r a t i o ,  c o s t  o f  p u b l ic  fu n d s and s o c i a l  w e lfa r e  w e ig h t f o r  ea ch  
o f th e  h e a lt h  d i s t r i c t s .  The shadow v a lu e  can  i n d i c a t e  a  problem  
a r e a  o r  d i s t r i c t  th a t  r e c e iv e  to o  much o r  to o  l i t t l e  r e s o u r c e  
com pared to  th e  n a t io n a l  a v e r a g e  o r  com pare t o  a  r e f e r e n c e  
v a lu e . The shadow v a lu e  i s  an in fo r m a tio n  fee d b a c k  t h a t  can  be  
u s e f u l  in  p la n n in g  f o r  fu tu r e  program o r  b u d get r e - a l l o c a t i o n .  
The d e v ia t io n  o f th e  shadow v a lu e  from th e  r e fe r e n c e d  v a lu e  i s  a 
s i g n a l  to  th e  p la n n e r s  to  a d ju s t  t h e i r  p la n  a c c o r d in g ly .

2 . 2 . 2  E q u ity

H e a lth  c a r e  n eed  i s  a l s o  a c e n t r a l  fo c u s  on e q u i t y .  T here  
two k in d s  o f  e q u i t y .  H o r iz o n ta l and v e r t i c a l  e q u i t y .  F i r s t  , 
v e r t i c a l  e q u i t y  i n v o lv e s  th e  un eq u al trea tm en t o f  u n eq u a l, i . e .  
th e  id e a  th a t  i f  in d iv id u a l  h ave d i f f e r e n t  h e a lt h  c o n d i t io n s  
( e . g .  a common c o ld  and pneum onia) th e y  s h o u ld  b e t r e a te d  
d i f f e r e n t l y .  S econ d , h o r iz o n t a l  e q u i t y  i s  co n ce rn e d  w ith  th e  
eq u a l tre a tm e n t o f e q u a ls :  two in d iv id u a l  b o th  w ith  pneum onia
sh o u ld  b e t r e a t e d  e q u a l ly .  F h i l e  in  p r i n c i p l e  th e r e  a r e  no 
d i f f i c u l t i e s  w i t h  t h e s e  c o n c e p t s ,  in  p r a c t i c e  th e r e  can  b e . 
H o r iz o n ta l e q u i t y  i s  p erh a p s th e  s im p le r  to  h a n d le  b e c a u se  
r e c o g n iz in g  e q u a l i t y  b o th  o f c o n d i t io n s  and o f  tr e a tm e n t i s  
e a s i e r .  V e r t ic a l  e q u i t y  e n t a i l  n o t o n ly  m easurem ent i n e q u a l i t y  
in  c o n d i t io n s  ,b u t  a l s o  d e te r m in in g  how u n eq u a l th e  tre a tm e n t  
r e s p o n s e  sh o u ld  b e .
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Sen ( 1 9 7 2)  d is c u s s e d  a number o f m easu res o f  in e q u a l i t y .  
T h e ir  a d v a n ta g e s  and w e a k n e s s e s . Two o f t h e s e  m easure a r e  :

( l)R a n g e  i s  d e f in e d  a s  th e  gap b etw een  h ig h e s t  and lo w e s t  
incom e l e v e l  a s  a  r a t i o  o f mean incom e.

E = ( M a x  Y i-  Min Yi )  / (2.2.3)

The w eak n ess o f  t h i s  m easure i s  th a t  i t  ig n o r e s  th e  
d i s t r i b u t i o n  and n o t m erely  a t  th e  ex trem e v a lu e s .  I t  com pare  
th e  in  b etw een  e x tr e m e s .

(2) M - Z"=1 lu  -Yi I /ท ท (2.2.4)

The w eak n ess o f  t h i s  m easure i s  th a t  i t  i s  n o t s e n s i t i v e  
t o  t r a n s f e r  from a p oor p e rso n  to  a r i c h  p e rso n  a s  lo n g  a s  b o th  
l i e  on th e  same s i d e  o f mean incom e, su ch  a s  1$ t r a n s f e r r e d  
from th e  r i c h e s t  to  th e  se co n d  r i c h  p e rso n  o r  th e  p o o r e s t  w i l l  
g e t .  th e  sam e v a lu e  o f M So i t  f a i l  to  c a tc h  th e  commonly
a c c e p te d  id e a s  on in e q u a l i t y .

In  o rd er  to  s o l v e  th e  ab ove p ro b lem s, Gini c o e f f i c i e n t  
m easure w ere s u g g e s te d . Â d e t a i l  e x p la n a t io n  o f t h i s  m easure  
w i l l  be p r e s e n te d  in  C h ap ter 4.

To advanced  u n d ersta n d  th e  e q u it y  i s s u e s  we r e v ie w  th e  
work o f Van D o o r s la e r  and W agstaff ( 1 9 9 2 ) .

T h ese  a u th o r s  d e f in e  in e q u i t y  by b e g in n in g  w i t h  th e
f o l lo w in g  e q u a tio n :

m l = a p + bp .AI i f  p oor ( 2 . 2 . 5 )
ml = aij. + bp h 1 i f  r i c h  ( 2 . 2 . 6 )

In  t h i s  e q u a t io n , m i s  m ed ica l e x p e n d itu r e , ap and aj. a r e  
c o n s ta n t  l e v e l s  o f  e x p e n d itu r e  when h e a lth y  f o r  th e  poor and th e  
r i c h  r e s p e c t i v e l y ,  bp br a r e  c o n s ta n t  c o e f f i c i e n t s  o f h e a lt h
s t a t u s ,  ' h i '  w hich e q u a ls  0 when th e  p e rso n  i s  h e a lth y  and 1 
when s i c k  ( We om it random e r r o r  term s d e p ic t in g  th e  m inor
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c h a r a c t e r i s t i c s  o f in d iv id u a l s  th a t  a f f e c t  m ed ic a l e x p e n d itu r e  
i r r e s p e c t i v e  o f n e e d ) .

H o r iz o n ta l  e q u i t y  o c c u r s  when ap = ar and b = b 1. th a t  
i s  when th e  e x p e c te d  a v e r a g e  sp en d in g  o f th e  r i c h  and p o o r a r e  
eq u a l , b o th  when w e l l  ( h i  = 0) and when s i c k  ( h i  = 1 ) .

To g e n e r a te  a  m easure o f th e  d e g r e e  o f  in e q u i t y ,  th e  
a u th o r s  th en  c a l c u l a t e  th e  s ta n d a r d iz e d  e x p e n d itu r e  s h a r e s ,  
b a sed  on e q u a t io n s  2 . 2 . 5  and 2 . 2 . 6  , w hich a r e  th e  g r o u p 's  
s h a r e s  o f t o t a l  e x p e n d itu r e  r e f l e c t e d  by t h e i r  sp e n d in g . The 
f i n a l  r e s u l t  i s  d e s c r ib e d  g r a p h ic a l ly  in  F ig u r e  2 .1  H ere th e  
c u rv e  la b e le d  g m easu res th e  c u m u la t iv e  s ta n d a r d iz e d  s h a r e s  
a g a in s t  th e  c u m u la t iv e  p o p u la t io n  arra n g ed  by incom e l e v e l  À S  

shown in  t h i s  h y p o t h e t ic a l  exam p le , th e  p o o r e s t  20 p e r c e n t  o f  
th e  p o p u la t io n  a cc o u n t f o r  ab ou t 5 p e r c e n t  o f  m ed ic a l
e x p e n d itu r e , th e  p o o r e s t  40 p e r c e n t  a cco u n t f o r  abou t 11 p e r c e n t  
o f th e  e x p e n d itu r e , and s o  on .

I f  sp e n d in g  fa v o r s  th e  r i c h ,  th e  c u rv e  w i l l  l i e  b e lo w  th e  
d ia g o n a l .  À S  in  t h i s  c a s e ,  w here sp en d in g  fa v o r s  th e  p o o r , th e  
c u r v e  l i e  ab ove th e  d ia g o n a l .  The d e g r e e  o f  i n e q u a l i t y  i s  
m easured a s  th e  r a t i o  o f  th e  a r e a  o f th e  e l l i p s o i d  À to  th e  
t o t a l  a r e a s  under th e  d ia g o n a l .

F i g .  2 . 1  S ta n d a r d iz e d  E x p en d itu re  C o n c e n tr a t io n  Curve

Cumulative proportion of population 
ranked by income
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