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Abstract
This paper reviewed the literature on

economic theory and assumptions that pro-
vide the rationale for using a price system to
finance health care services in developing
countries. The primary case in favor of a
system of user fees for financing healthcare
in these countries lies in allocative efficien-
cy results to be achieved through a price
system. The assumption being that, the
price system signals to consumers what
they must pay for health care services hence
giving them an incentive to utilize those
services well. However, this assumes per-
fect markets, where prices reflect the true
marginal benefits of consuming healthcare
goods and the marginal cost of their produc-
tion. All equity concerns being addressed
through price discrimination, a system of
user fees can then allocate health care
resources efficiently. Although the applica-
tion of user fees in the health sector is justi-
fied by the perfect markets, there are con-
cerns that a perfect market is less likely to
be the case in health sector. Therefore, it
will not be a viable way to rely on the price
system to allocate resources to the popula-
tion when markets of any healthcare goods
and services are not available or are imper-
fect. Information asymmetry and uncertain-
ty are the major obstacles to a proper func-
tion of a price system in healthcare service
provision. Due to the inelastic nature of the
demand for healthcare, charging fees for
healthcare services can pose hard financial
catastrophes to poor and lead into poverty.
This suggests the need to establish health-
financing policies that would facilitate the
creation of new markets or which can
improve the performance of existing ones in
developing countries.

Introduction
In the early 1980s, governments in most

developing countries were struggling to
contain national debt, by lowering spending
and increasing revenues.1 In most develop-
ing countries, where governments were

unable to finance running costs in the health
sector, one of the options was to introduce
or raise charges for public healthcare serv-
ices in response to this macro-economic
stress.2 In Sub-Saharan African countries
there were also concerns with technical and
allocative efficiency in publicly funded
health service provision. In many countries
tertiary hospitals were providing primary
healthcare, which caused overcrowding at
tertiary hospitals and difficulty in resource
allocation and managing referral systems.3,4

In 1987, the principle of cost recovery
through user fees was recommended by the
World Bank. The 1987 World Bank policy
report entitled Financing Health Services in
Developing Countries advocated cost shar-
ing for the health care users in public health
facilities and the need for governments to
recover 15 to 20 percent of general expendi-
ture in health from user charges. This was
part of the reforms directed at the health
sector in developing countries.3 By early
1990s, cost recovery in the form of user fees
was commonly approved and used by many
governments as a tool of health funding pol-
icy.5,6,7 To date, most developing countries
still maintained the price system to finance
health care and out-of-pocket expenditure
accounted for 37% of Current Health
Expenditure (CHE) in developing coun-
tries.8

The theoretical and empirical literature
documenting the arguments for and against
a price system for health care in developing
countries has been growing to date, and
includes several views varying in scope and
focus. Most literature focused on arguments
for and against user fees based on the bene-
fits of user fees as outlined by the World
Bank in 1987, i.e. the net benefits on effi-
ciency and utilization of health services,
equity and quality in healthcare delivery as
well as resource mobilization and cost
recovery in health services. This paper aims
to critically analyze economic contestation
over user fees specifically presenting the
price system as the theoretical basis for user
fees in healthcare in a market economy and
the argument for and against the price
mechanism of user fees in low-resourced
healthcare settings. The findings of this
study are relevant to advice policy makers,
especially in developing countries where a
price system in healthcare is in operation or
about to be introduced. 

Search strategy and process
The analysis of this study was based on

a survey of the scientific literature (system-
atic review). Systematic reviews are helpful
in summarising the most robust data to

explore differences among studies on the
same question under study.9,10,11 Conducting
a systematic review involves a scientific
process of assembling, critical appraisal and
synthesis of relevant evidence that address
the question under study, in a way that limit
bias and random errors.9 The review process
in this study was well developed and
planned to reduce biases and eliminate
inclusion of irrelevant and low-quality stud-
ies. The steps of analysis followed a process
of implementing a systematic review which
included “(i) correctly formulating the
research question to answer, (ii) developing
a protocol (inclusion and exclusion criteria),
(iii) performing a detailed and broad litera-
ture search and (iv) screening the abstracts
of the studies identified in the search and
subsequently of the selected complete
texts.”11

In order to maximise chances of identi-
fying all relevant articles, several databases
relevant to the study were searched, includ-
ing PubMed, the Cochrane Library, Science
Direct, Web of Science and Oxford
Academic. The search terms were only in
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English. The key words searched were user
fees, user charges, co-payment, cost recov-
ery, hospital charges. I developed a search
strategy by combining one of the key words
with the following terms: developing coun-
tries, Sub-Saharan Africa, Africa, Asia,
international, primary healthcare, politics,
economics, World Bank, WHO, benefits,
effects, theories, market price, demand and
supply and revenue. In addition to this
database search, the references of included
articles and other reviews on similar and
related subjects were hand searched to iden-
tify additional relevant empirical studies. 

An article was only retained if it dealt
with the economics of healthcare user fees
at all levels of care; reported original

empirical data, a textbook, a report or com-
mentary; involved developing countries;
mentioned arguments for and against user
fees in developing countries; was pub-
lished in a peer-reviewed journal or mono-
graph; was published between 1982 and
2016 inclusively; and was in English.
Studies that qualified and used both quali-
tative, quantitative and mixed method
designs were included. This study exam-
ined the content of articles selected to
identify the economic arguments for and
against user fees in developing countries
particularly on the price system in the
healthcare market economy.

Findings 
My research approach gathered 28 arti-

cles (Table 1) specific to developing coun-
tries or with an international perspective.
The studies were either discussing only pos-
itive (n=12), negative (n=12) or both posi-
tive and negative effects (n=4) of price sys-
tem in healthcare in developing countries. 

Arguments in favor of price system
in healthcare
Efficiency results of the price system in
healthcare

In addition to the possibility of reducing

                             Review

Table 1. Overview of the articles. 

Positive and negative effects of price              Author                                                   Study Site                        Study design
system in healthcare                                          
Positive effects                                                                                                                                                             

1.     Charges as an efficiency signal tool to regulate     Araoyinbo & Ataguba13                                        Africa                                           An Essay
        demand and utilization of public health services   Arkin, Birdsall & de Ferranti3                            Developing countries              World Bank Report
                                                                                                    Baicker, Mullainathan & Schwartzstein24        Theoretical (general)             Working paper
                                                                                                    Bajari, Dalton, Hong & Khwaja25                       Theoretical (general)             A semiparametric analysis
                                                                                                    Dupas16                                                                   Developing countries              A review
                                                                                                    Madore17                                                                Developing countries              Report 
                                                                                                    Mwabu12                                                                  Developing countries              A review
                                                                                                    Schokkaert & de Voorde18                                 Developing countries              Book
2.     Ability to generate revenue when healthcare         Arkin, Birdsall & de Ferranti3                            Developing Countries              World Bank Report
        demand is price inelastic                                              John37                                                                      Sub-Saharan Africa                   Critical Analysis of Evidence
                                                                                                    Ellis, Martins & Zhou33                                       International                              Empirical study
                                                                                                    Fox & Edmiston34                                                 Africa                                           Working Paper
                                                                                                    McPake, Normand & Smith29                             International                             Book
                                                                                                    Mwabu12                                                                  Developing Countries              A Review
                                                                                                    Pendzialek, Simic& Stock30                                International                              Systematic Review
                                                                                                    Ringel, Hosek, Vollaard & Manhovski32           International                              A literature Review
                                                                                                    Shaw & Ainsworth36                                             Africa                                           Discussion Paper
                                                                                                    Zhou et al.31                                                           Rural China                                Empirical study
Negative effects                                                                                                                                                           

1.     Market failure and inefficiency as a result of         Arrow40                                                                    International                             A Review
        uncertainty; asymmetry of information;                    Chen and Toxvaerd44                                            International                              Empirical study
        and externalities                                                             Donaldson & Gerard41                                        International                              Textbook
                                                                                                    Dupas16                                                                   Developing countries              A review
                                                                                                    England et al.45                                                      Developing Countries              WHO Report
                                                                                                    Glied & Smith14                                                     International                              Textbook
                                                                                                    Mwabu12                                                                  Developing countries              A review
                                                                                                    Nguyen42                                                                 Vietnam                                       Empirical Study
                                                                                                    Novotny & Zhao43                                                 International                              Empirical Study
2.     Inequalities in the provision of healthcare              Arrow40                                                                    International                             A Review
        services & charges creating a regressive                Dupas16                                                                   Developing countries              A review
        system in the provision of health services               Ellis, Martins & Zhou33                                       International                              Empirical study
                                                                                                    Gilson46                                                                   Africa                                           Empirical Study
                                                                                                    Gilson, Russell &Buse49                                     Developing Countries              Empirical Study
                                                                                                    Munge & Briggs47                                                 Kenya                                           Empirical Study
                                                                                                    Onarheim et al.35                                                  Ethiopia                                      Empirical Study
                                                                                                    Schokkaert& de Voorde18                                   Developing countries              Book
                                                                                                    Steinhardt et al.48                                                 Afghanistan                                Empirical Study
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reliance on government sources of revenue,
the principal argument in favor of user fees
in healthcare is one related to efficiency
driven by neoclassical economic theory.
This regards health care as no different from
any other good or service and assumes that
potential users of health care can make
rational decisions about the number and
nature of the health services they need. This
assumption underpins the idea that the allo-
cation of all goods and services in an econ-
omy, including health care, should be based
on market prices. This market-based alloca-
tion of goods and services is Pareto-effi-
cient at competitive equilibrium.12 Meaning
that under certain conditions, the allocation
of resources is such that one person’s situa-
tion cannot be made better without making
another person’s situation worse off. The
Pareto-efficient equilibrium can be
achieved by using the price mechanism and
in this case market prices will coordinate
economic activities so that, demand and
supply of commodities are simultaneously
equal at every market.12

Based on this neoclassical economic
theory, user fees in the health sector can be
justified only when the value of public
health services financed through user fees
exceeds the value of health services that
users could otherwise obtain from a private
health service provider.13 This simply
means that user fees are suitable only where
the marginal benefit of every additional dol-
lar of user fees on public health services
exceeds the marginal benefit of every addi-
tional dollar in private health services.
Under a perfectly competitive market, equi-
librium prices reflect both the marginal ben-
efit of consuming healthcare goods and the
marginal cost of their production.12 This
means that the prices households are willing
to pay for health services convey a message
to service providers of the kind of services
consumers want and at what quantity. The
prices that service providers charge for
health services would inform households of
the costs of the health services the house-
holds are willing to consume.12,14,15 In the
end, the decision of the consumers of health
services whether or not to seek healthcare
and what kind of healthcare will depend on
the price they face. In such a perfect com-
petitive market, a consumer knows all there
is to know about the products they wish to
consume, and it will be very difficult for the
provider to influence the demand for such
services.16 Households will not purchase
health care services if the costs attached to
those services exceed the benefit expected.
For example, a person suffering from a sim-
ple cold may decide not to seek medical
attention if the cost of treatment and travel
time are high. But for a person affected by

severe malaria the benefits of medical treat-
ment are likely to exceed the costs, even if
the costs are high.

The healthcare market just like many
markets, constitute the economy and
requires scarce resources to produce.12,16,17
Therefore, a price mechanism for allocating
healthcare services such as user fees signals
the scarcity of health care resources and
promotes efficiency in their provision and
consumption. To consumers of healthcare
services, user fees, whilst not the same as
market prices, provide an incentive to
utilise healthcare resources well. This
incentive was a result of budget constraints
faced by households, in such that they
would not spend part of this constrained
budget on unnecessary health services
depriving themselves benefits from con-
suming other important goods and
services.18 Implementing user fees for
health services creates an efficiency
enhancing effect as budget constraints by
household will provoke a rational response
to the use of health services, hence reducing
unnecessary demand for healthcare.3,12
Therefore, charging fees should make the
users of public health services more sensi-
ble in their demand for services. If the fees
reflect the relative cost of services, then
charging higher fees at hospitals than at
clinics for same service would encourage
proper referral practices and discourage
patients from seeking those services at the
hospitals.

The potential psychological effects of
price in healthcare

Although not widely researched in the
health sector, price may also have important
psychological effects beyond the rational
comparison of cost and benefit. The effec-
tiveness of some healthcare goods is
dependent upon the behavior and compli-
ance by the healthcare user. User fees can
enhance allocative efficiency by the psy-
chological effects of prices mainly through
the sunk-cost fallacy and price-placebo
effect. Thaler’s sunk-cost effect theory,19
suggests that paying for the right to a good
and services increases the chance it will be
used to its full potential. This idea operates
when a consumer uses the product to avoid
a feeling that they would have wasted their
money if they do not make use of the good
or service they paid for.20,21,22 This idea is
common in other markets such as the enter-
tainment industry,16 but it can also be appli-
cable to health products, such that when a
consumer pays for a health service, they
will comply with treatment. Preventive
services such as the use of mosquito nets
will be used to full potential as the con-
sumers would feel the need to use the net
considering they paid for it. The placebo-

price effect theory depicts that when a con-
sumer pays a higher price for a good or
service, it increases their psychological
investment in the good or service, thus
boosting its perceived impact.19
Implementing user fees for public health
services may have a placebo-price effect on
the consumers if they perceive price to be
an indicator of quality or effectiveness. 

Prices and moral hazard
Implementing user fees for health serv-

ices could improve efficiency by discourag-
ing ex-ante moral hazard (the behavioural
change of patient before the illness),23-26
such that when health services are costly
people are more motivated to stay healthy.16
When curative services are costly, people
will be motivated to invest in preventive
services, for example, if the cost of injury is
high, people will avoid drinking and driving
to avoid road traffic accidents. Contrary to
that,16 argues that user fees could reduce
preventive and primary healthcare invest-
ments leading to higher costs of curative
services in the future. This implied that
charging fees for primary healthcare servic-
es could delay seeking of preventative and
primary healthcare leading to complications
requiring higher and expensive services.
The World Bank27 argued that the first point
of contact in a healthcare system ought to be
primary healthcare either at a clinic or
health post where health services are usual-
ly less costly than at hospital level. This
means that health care users will make a
choice to utilize the affordable services at
those facilities rather subvert the referral
system and seek the more expensive service
in hospitals. In a health system where there
are no fees or fees are uniform across all
levels of care, clients may not consider the
cost of health care services,28 rather they
will opt to utilize services at higher levels of
care for minor health problems which are
offered at the clinics. 

Price inelastic demand and revenue gen-
eration effect of user fees

Elasticity measures how responsive or
the rate at which demand/quantity of a good
or service change with change in price,
income or prices of substitute or comple-
ment goods.29,30 When analysing user fees in
healthcare, it is important to know about
how healthcare demand responds to
changes in price, known as price elasticity
of demand. Price theory suggests that if the
price of a good or service rises then the
demand of that good or services will fall
and vice versa.31,32 When the demand for
health care services is said to be inelastic,
consumers will not be very responsive to
changes in price32,33 and there will be only a
slight drop in demand for healthcare ser-
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vices, but expenditure will increase.12,34
Therefore, a system of user fees will raise
revenue for public health facilities when
health care demand is highly inelastic. The
demand for many curative health services is
expected to be relatively inelastic, in large
part because there are few close substitutes
for medical services.32 This means that there
will only be a small effect in demand from
raising fees for health services. This inelas-
tic price effect means that a modest fee on
curative services would increase revenue
without a negative effect on their utiliza-
tion. For example, severe health problems
like cardiac attack and cancers, are consid-
ered to be ‘in-elastic’ of demand of the peo-
ple. In such a case, people will sell their
properties like cattle, land, etc. to meet the
high prices of health care services. This is
obviously of importance when governments
in developing countries consider policy
objectives; Is it to raise revenue or to deter
use of low-value services? 

Proponents of the price system argued
that user fees could not only encourage effi-
ciency, but also consumers might opt for
cheaper and alternative treatments that are
as effective and safe as public health facili-
ties.12,30,31An additional argument made by
the World Bank,3 was that revenue generat-
ed from user fees could allow for expansion
of underfunded essential health services,
which in turn helps governments rectify
problems with allocation of basic health ser-
vices. User fees were seen to be increasing
financial resources in the health sector3,35,36
which could ease budgets for healthcare in
developing countries.37 Introducing user
fees would lessen the economic burden on
government in trying to fund healthcare, by
shifting part of the costs of healthcare to the
users.3 The increased revenue from user fees
in developing countries was expected to
support public health in general and most
importantly areas of public health impor-
tance such as preventive services and
immunizations.3,36 This means that revenue
generated through user fees should be rein-
vested and be allocated to cost-effective ser-
vices that improve the health of the poor. 

Arguments against price system in
healthcare

There are also counterarguments
against relying on user fees as a model for
financing and allocating healthcare servic-
es, particularly in developing countries.
One argument challenges the neoclassical
assumption of perfect markets, suggesting
instead that health care markets are unable
to yield a Pareto-efficient outcome because
of what is known as “market failure.”12,38,39

Market failure and inefficiency of price
system

Healthcare markets fail to ensure effi-
ciency because of the combined effects of
three characteristics: uncertainty; asymme-
try of information; and externalities.40 A
person’s demand for health care is charac-
terized by uncertainty. People do not know
when they will get sick or will need a par-
ticular health care service, they can be
unsure of the consequences of illness and
cannot easily work out the price of health
care or what treatment will cost them.34,41 A
particular medical need might arise at a
time where the patient’s income is not suffi-
cient to meet the treatment expenses.
Despite the fact that the patient may have
sufficient income to cover medical costs,
paying for health services may adversely
affect the household budget, pushing fami-
lies into poverty. Therefore, the uncertainty
about health care is that the cost of future
treatment carries the risk of inability to pay
for the required treatment or may be too
expensive even if treatment can be
afforded.12 In the face of uncertainty, there
are benefits to be gained from insurance,
which pools risk and helps spread the costs
of health care.16 However, insurance insu-
lates people from price, deliberately so in
order to reduce uncertainty, and this under-
mines reliance in user charges and the price
mechanism (a problem that health econo-
mists refer to as moral hazard). 

Price theory also assumes that users are
well informed about their need for and the
quality of any health services being trad-
ed.12 It is questionable whether this assump-
tion applies in relation to health care, espe-
cially for complex or rare conditions.
Patients are unlikely to know all there is to
know about health care services such as the
diagnosis of their illness and treatment they
will need, and they rely instead on service
providers to decide what treatment is
required (an issue of information asymme-
try). In short, it is the service provider who
typically shapes a patient’s demand for
health care services. The patient enters into
an agency relationship with the service
provider,12 whereby the market yields a
Pareto optimum outcome only if the health
care service provider acts in the best interest
of the patient.12,42 In that case, there is a pos-
sibility that the provider may be influenced
by self-interest when treating the patient,
even if only sub-consciously. A system of
user fees must be accompanied by strong
policies by the government that makes it
difficult for the violation of efficiency con-
ditions, such that the necessary information
is passed to patients regarding their health

and health provider behavior is regulated.14
The third cause of market failure is

externalities. These are examples of costs
incurred or benefits that are enjoyed by peo-
ple other than the one consuming the good
in question. Externalities in health care
include the adverse health consequences of
environmental tobacco smoke43 and the
benefits of herd immunity enjoyed by fami-
lies who do not have their child vaccinat-
ed.44 Free markets tend to under-provide
goods where there are beneficial externali-
ties, (such as vaccination) and over-provide
goods where there are harmful externalities
such as tobacco use. One needs to be careful
therefore that any reliance on user-fees does
not deter the use of services where there are
substantial positive externalities. This often
means recommendations to keep actions to
prevent or treat infectious disease outside of
any user-fee system.45

Inequitable access to healthcare services
A second argument against user fees

relates to their differential impact, especial-
ly in relation to rich and poor. User fees will
likely lead to proportionately greater reduc-
tion in use of health care services among the
poor than the rich.16,18 This implies that even
if user fees are set below the average cost
but are high enough to reduce the demand
for health care services more among the
poor than the rich, then public health spend-
ing will be regressive as benefits will accrue
to the rich. Although user fees do not reduce
demand for health care services by the poor,
they will have negative redistributive
effects because in paying more for their
health services the poor will be left with less
money for other essential services than the
rich will do.16

Frivolous use of public health services
is already deterred because travel and time
costs to reach health services are usually
high.35,46 This means that charging user fees
for primary health care services may cause
delays in seeking care by the poor who are
price sensitive. These delays will give rise
to complications requiring expensive cura-
tive services hence jeopardizing efficiency
in the health system. The rich will enjoy
more subsidized free services than the poor
even when services were made available in
the same area for equal access. This is
because the rich have more wealth, which
enables them to meet the cost of time and
traveling to obtain care. Therefore, a system
of price discrimination by charging fees
only to those who are able to pay, would
make it easier for governments to scale up
services to underserviced population
through the revenues generated, and this
will also remove unfair inherent subsidy
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through free care.47,48 A more equitable
health financing system is the one which
will charge those who can afford to pay to
subsidize the poor, thereby reducing
frivolous use of benefits by rich and reduc-
ing high costs of providing services to the
poor.49

Conclusions
This paper has reviewed the economic

theories and assumptions that provide the
rationale for using a price system to finance
health care services in developing countries.
It was every government’s responsibility to
intervene in raising sufficient revenue for
health in response to the macro-economic
stress in most Sub-Saharan African coun-
tries. Although insurance consideration is
an important factor when it comes to risk
sharing mechanisms (through a health
insurance or progressive taxation), user fees
became an option to financing of public
health care services in those countries. The
option to institute user fees was based on
the neo-classical economic theory and the
principle that suggests efficiency can be
improved through a pricing strategy. All
equity concerns being addressed through
price discrimination, a system of user fees
would allocate health care resources effi-
ciently. The assumption being that the price
system would signal to consumers what
they must pay for health care services hence
giving them an incentive to utilise those ser-
vices well. Also contentious is the assump-
tion of perfect markets, where prices would
reflect true marginal benefits of consuming
healthcare goods and marginal cost of their
production. In addition, user fees could be a
useful way to increase additional funding
for health when demand for healthcare is
highly inelastic.

However, opponents of user fees argu-
ments indicated that the health care market
is imperfect, that is, the perfect market the-
oretical implications cannot be applicable to
the health market simply because demand
for health care is not independent of supply
as it the case in a perfect market. Available
evidence has put forward argument in either
favour of or against a system of user fees in
the health sector especially in developing
countries. The literature reviewed yields
robust insights to these arguments’ empiri-
cal relevance and the reassuring linkage
between the findings in different develop-
ing countries. 

Although the application of user fees in
the health sector is justified by the perfect
market theory, there are concerns that in the
health sector a perfect market does not
exist. Therefore, it will not be a viable way

to rely on the price system to allocate
resources to the population when markets of
many health care goods and services are not
available or are imperfect. This suggests
that need to create institutions that would
facilitate creation of new markets or which
can improve the performance of existing
ones in developing countries. For example,
enforcing insurance laws could help in cre-
ation of progressive mandatory insurances
and private health insurances as supplemen-
tary to attract the wealthier population.
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