
CHAPTER II
LITERATURE REVIEW

2 . 1  Introduction
T h e  p u r p o s e  o f  th is  l ite r a tu r e  r e v ie w  w a s  to  k n o w  a b o u t  c o s t ,  e x p e n d it u r e  

e f f e c t i v e n e s s ,  a n d  o u t c o m e  o f  tr e a tm e n t  o f  m e d ic a l  in t e r v e n t io n  a n d  t y p e s  o f  c o s t s  

in v o lv e d .  A c c o r d in g  to  l ite r a tu r e  th e r e  a re  th r e e  ty p e s  o f  c o s t s  ( 1 )  d ir e c t  c o s t  ( 2 )  

in d ir e c t  c o s t  a n d  ( 3 )  in t a n g ib le  c o s t .  F u r th e r  c o s t s  c o u ld  b e  c a p i t a l  o r  o p e r a t io n a l .  T h e  

a v a i la b le  l ite r a tu r e  a l s o  s ta te s  th a t  c o s t  c o u ld  b e  m e a n i n g f u l ly  s p e n t  s o  a s  to  g e t  

m a x im u m  s o c ia l  b e n e f i t  fr o m  a  p r o g r a m .

N o  s t u d y  i s  a v a i la b le  in  B h u ta n  o n  e x p e n d it u r e  in  h e a l t h  c a r e  a r ea . T h is  s tu d y  

a im e d  to  id e n t i f y  e x p e n d it u r e  o n  fr e e  r e fe r r e d  c a r e  to  In d ia  a n d  i s  f ir s t  o f  i t s  k in d .

2 . 2  Cost
A c c o r d in g  W e b s t e r ’s  d ic t io n a r y  c o s t  is  th e  a m o u n t  p a id , c h a r g e d  o r  e n g a g e d  to  

b e  p a id  fo r  a n y t h in g  b o u g h t  o r  ta k e n  in  b arter; c h a r g e ;  e x p e n s e ,  h e n c e ,  w h a t e v e r  a s  

la b o r , s e l f d e n i a l ,  s u f f e r in g  e tc  is  r e q u is i t e  to  s e c u r e  b e n e f i t s .

H o m g r e e n  e t  a l ( 2 0 0 0 )  d e f in e d  c o s t  a s  r e s o u r c e  s a c r i f ic e d  o r  f o r g o n e  to  a c h ie v e  

a s p e c i f i c  o b j e c t iv e .  It i s  u s u a l ly  m e a s u r e d  a s  th e  m o n e t a r y  a m o u n t  th a t m u s t  b e  p a id  to
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a c q u ir e  g o o d s  a n d  s e r v ic e s .  T o  g u id e  th e ir  d e c i s i o n s ,  m a n a g e r s  w a n t  to  k n o w  h o w  

m u c h  a  p a r t ic u la r  t h in g  ( s u c h  a s  p r o d u c t , m a c h in e ,  s e r v ic e  o r  p r o c e s s )  c o s t s .

C r e e s e  a n d  P a r k e r  ( 1 9 9 4 )  s ta te d  th a t to  e s t im a t e  h e a l t h  p r o g r a m ’s  c o s t  i t  i s  

n e c e s s a r y  to  c la r i f y  i t s  c o m p o n e n t s .  C o s t  e le m e n t  c a n  b e  b r o k e n  d o w n  in  s e v e r a l  w a y s ,  

a s  i l lu s tr a t e d  b e l o w .  A  g o o d  c la s s i f i c a t io n  s c h e m e  d e p e n d s  o n  th e  n e e d s  o f  th e  

p a r t ic u la r  s i t u a t io n  o r  p r o b le m  b u t  th e r e  a re  th r e e  e le m e n t s :

•  It m u s t  b e  r e le v a n t  to  th e  p a r t ic u la r  s it u a t io n .

•  T h e  c l a s s e s  ( c a t e g o r ie s )  m u s t  n o t  o v e r la p .

•  T h e  c l a s s e s  c h o s e n  m u s t  c o v e r  a l l  p o s s i b i l i t i e s .

R o e m e r  &  A g u i la r  ( W H O , 1 9 9 8 )  d e f in e d  q u a l i t y  c a r e  a s  p r o p e r  p e r f o r m a n c e  

( a c c o r d in g  t o  s ta n d a r d s )  o f  in t e r v e n t io n s  th a t a re  k n o w n  to  b e  s a f e ,  th a t  a re  a f f o r d a b le  

to  th e  s o c i e t y  in  q u e s t io n ,  a n d  th a t h a v e  a b i l i t y  to  p r o d u c e  a n  im p a c t  o n  m o b i l i t y ,  

m o r t a l i t y ,  d i s a b i l i t y  a n d  m a ln u tr it io n . T h e  m o s t  s im p le s t  a n d  c o m p r e h e n s iv e  d e f in i t io n  

o f  q u a l i t y  i s  th a t  u s e d  b y  a d v o c a t e s  o f  q u a l i t y  m a n a g e m e n t :  d o in g  th e  r ig h t  t h in g  r ig h t ,  

r ig h t  a w a y .

2 . 3  Economic Evaluation
J e f f e r s o n ,  ( 1 9 9 6 )  s ta te d  th a t an  e c o n o m ic  e v a lu a t io n  is  b a s e d  o n  th e  s c a r c i t y  o f  

r e s o u r c e s .  S o  it i s  n e c e s s a r y  to  m a k e  c h o i c e s  o r  m a k e  d e c i s i o n s  o n  h o w  to  a l lo c a t e  

r e s o u r c e s .  E c o n o m ic  e v a lu a t io n  c o m e s  to  p la y  w h e n  s u c h  d e c i s i o n s  a re  m a d e . In  

e c o n o m i c s  th e r e  a re  t w o  ty p e s  o f  c h o i c e s  to  b e  m a d e ;  t e c h n ic a l  e f f i c i e n c y  a n d

a l l o c a t i v e  e f f i c i e n c y .
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Economic analysis deals with two characteristics regardless of the activities 
(including health services)

• It deals with both inputs and outputs and is sometimes called costs and 
consequences of activities.

• It concerns with choices, because resources are scarce and our inability 
to provide all desired output, necessitates that choices must and will be 
made.

2.4 H osp ita l C ost A llocation
Finkler and Ward (1999) stated that the cost allocation refers to taking costs 

from one area or cost objective and allocating them to others. There are two types of 
cost allocation. The first is the allocation of indirect costs within a department to a 
specific individual patient. The second type of allocation is to associate costs as closely 
as possible with the patients who caused them to incur. The goal of costs allocation is to 
associate costs as closely as possible with the patients who caused them to incurred. 
One of the cost allocation methods is ‘Step- Down Allocation’ that requires the 
organization to allocate all cost of non-revenue cost center to all other costs centers, 
both revenue and non-revenue. The hospital cost allocation is an analysis tool that 
policy makers, hospital administrators and finance managers can use to improve the 
performance of a hospital. It can help them in making decisions in effective resource
allocation that are always scarce.
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2.5 C ost E ffectiveness A nalysis
Drummond et al. (1998) defined cost effectiveness analysis as one of full 

economic evaluations where both cost and consequences of health programs or 
treatment are examined. In order to carryout cost effective analysis, an organization set 
one unambiguous objective of the intervention and therefore, a clear dimension along 
with effectiveness can be assessed.

Kamol Ratanakul, (2002) defined four types of cost effectiveness analysis that 
could be examined:

• Cost per outcome
• Outcome per cost
• Marginal cost per marginal outcome
• Incremental cost per incremental outcome

Cost Effectiveness Analysis summarizes all program costs into one number and 
all program benefits or effectiveness into second number and it prescribes rules for 
making decisions based on the relation between the two. The method is particularly 
useful in the analysis of prevention health programs, because it provides a mechanism 
for comparing efforts addressed to different diseases and population. The intervention 
with the lower cost- effectiveness ratio is preferred, that is the alternative that takes 
fewer resources to achieve the same or greater health benefits.

Gold et al (1996) stated that perhaps the simplest definition is that health 
services are considered to be effective to the extent that they achieve health
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improvements in real practice settings. Thus effectiveness must be distinguished from 
two closely related concepts:

Efficacy, denotes that how well the intended objectives are realized in ideal 
setting in which services or treatments are developed and initially tested and 
appropriateness reflects the broader range of issues considered in deciding whether an 
intervention should or should not be done, including assessments of the extent to which 
the expected health benefit exceeds the expected negative consequences of the 
intervention, as well as considerations of acceptability, feasibility and cost (Leap and 
Brook, 1990).

2.6 In c rea s in g  H ea lth  C a re  E x p en d itu re
Today, unfortunately the world faces the reality of increasing health care 

expenditure though high quality care is technically possible for all people, are 
expensive than the economies seem to be able to afford. The public service providers 
practicing in developing countries with low per capita income need to provide high 
quality care and maximize access to health care given the resources that the economy 
can hold. As health care providers the primary commitment is to provide the best care 
to the patients.

Continuous increasing of medical expenditure outweighs economic growth. It is 
also increasing at a rate that is five times the rate of inflation. (Japan, MHLW, 2004) 
The developed world has already initiated health reforms to meet the increasing health 
care expenditure. According to annual report on Health and Welfare (1999), the
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Government of USA spends 14% of GDP (ร 4,090 per capita medical expenditure), 
Germany 10.4% of GDP ($ 2677 per capita expenditure), Switzerland 10.2% of GDP (ร 
3,584 per capita expenditure), France 9.9% of GDP (ร 2348 per capita expenditure), 
Netherlands 8.5% of GDP (ร 1,975 per capita expenditure) Japan7.3 of GDP (ร 2,453 
per capita expenditure) as health care expenditure.

The industrialized countries have largely preserved their systems of near 
universally accessible as in Canada, United Kingdom and New Zealand. Other 
countries have begun to shift payment responsibilities for longterm care to patients and 
family members (Japan, MHLW, 2004).

The United Kingdom has a National Health Care Service since 1948 (Myatt 
2001). The British Government is purchaser and provider of health care and retains 
responsibility for legislation and general policy matters. The Government decides on an 
annual budget for the NHS, which is administered by the NHS executive, regional and 
district health authorities. The NHS is funded by general taxation and national 
insurance contributions and accounts for 88% of health expenditure. Complementary 
private insurance involving both profit and nonprofit insurers cover 12% of the 
population and accounts for 4% of health expenditure

W h ile  re v ie w in g  th e  lite ra tu re  on  h ea lth  ca re  e x p e n d itu re  in d ev e lo p in g  

co u n trie s  it is found  th a t B hu tan  sp en t 7 % o f  its G D P  on  h ea lth  ca re  sec to r, (N a tio n a l 

8 th 5 Y ear P lan  B h u tan , 2 0 0 2 ) T h a ilan d  sp en t o f  G D P  6%  (N ew  H ea lth  In su ran ces  

P o licy  in T h a ilan d , 2 0 0 1 ), Ind ia  sp en t o f  G D P 5 .1 % , N ep a l 5 .2 %  o f  G D P , L aos 3 .1 %  o f
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GDP, Srilanka 3.6% Indonesia 1.8% and Bangladesh 3.8 (UNDP, 2003). This shows 
that health care expenditure of Bhutan when compared with developing countries is 
much higher and may continue to rise in near future for which the Royal Government is 
required to look at cost containment ways. Increase in health care cost has been steady 
with the introduction of modem health care services in Bhutan since 1960s. The Royal 
Government of Bhutan spent Nu 13 million in 1999, 28 million in 2000, 37 million in 
2001, 48 million in 2002, 56 million in 2003 and 65 million in 2004 for free referred 
care to India (DWNRH, 2004).

The literature review assisted in knowing types of expenditures, means of 
calculation health care cost and expenditure, outcomes and optimum utilization of 
resources to get maximum benefits from a particular program. It also taught to reduce 
expenditure in health care services so that the program succeeds and sustains.
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