
The Redistributive Effects 
of Healthcare Financing in 

Nigeria1

H. Eme Ichoku
Department of Economics

University of Nigeria, Nsukka
hichoku@yahoo.com



Introduction
The deregulation of healthcare financing and 
supply in Nigeria has shifted the healthcare 
system towards the competitive market 
ideals. Households’ decision to utilize 
healthcare is identical with healthcare 
financing. This financing arrangement has 
potentials for income redistribution in a 
society with already high levels of 
inequalities in resource redistribution. 



Objectives of the study

This study attempts to achieve three main 
purposes: (a) to examine the extent this system 
of healthcare financing leads to catastrophic 
expenditures by households (b) to analyze the 
extent of impoverishment arising from 
healthcare spending. (c) It also uses the 
Aronson, Johnson, and Lambert (1994) 
decomposition framework to analyze 
redistributive effects in terms of vertical and 
horizontal inequities as well as reranking effect.



Healthcare Financing in Nigeria

Healthcare financing is characterized by:
Declining budgetary provisions since 1980
Proportion of total budget taken by health is, on 
average, less than 3%
Government expenditure per capita is $2
Household health per capita expenditure $13
Total health expenditure per capita expenditure 
is far less than $34 average for the low income 
countries (LIC) 



High user charges in public health facilities
Healthcare market dominated by numerous 
supplies: One-flat clinics, drug stores, 
maternities, street drug vendors etc. all 
dominated by the profit motive
Market determined prices in the private health 
sector (in many cases money deposit must be 
made before treatment, treatment stops when 
deposit is exhausted)



Methods
For the analysis of the incidence of catastrophic 

and impoverishing effects of  healthcare 
financing we use modified versions of the FGT 
class of poverty indices. 

Catastrophic threshold is defined as that 
percentage of a household’s income above 
which a given health expenditure is considered 
to be inimical to the survival of the household.



Experience from household surveys show that on 
average, households spend between 3-5% of total 
income on health (Russell, 1996)
Gertler and van der Gaag (1990) suggest that, 

typically, the price elasticity of demand for 
healthcare services exceeds unity at prices higher 
than 5% of nonfood expenditure implying that at 
this level financing healthcare would become a 
heavy burden for a typical household.



This study used several thresholds to 
analyze catastrophic health spending
It also pro-poor weighting scheme to 
reflect the fact that the social decision 
maker might be averse to catastrophic 
spending among the poor.

The impoverishing effects are estimated 
using the FGT class of indices



We use the Aronson, Johnson, and Lambert 
(1994) decomposition framework:

Where: RE= Total redistributive effect, 
V=vertical inequity, H=horizontal inequity, 
R= reranking effect
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Data

The data for the study was obtained from 
a household sample survey of Enugu
State (S.E. Nigeria). Survey was 
conducted in 2004, using standard multi-
stage sampling design
A total of 1500 households (5814 
individuals) were sampled, 3 households 
with conflicting information were dropped 
from final list of households



Table 1 Distribution of Gross and Health Expenditures by Quintiles
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Fig. 1 Evidence of catastrophic, impoverishing & re-ranking effects



Table 2 Incidence and Intensity of Catastrophic Payments
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Table 4 Results from AJL Decomposition Based on Per Capita Income
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Conclusion
This study has shown that when the decision to utilize 

healthcare is co-terminus with the decision to 
finance healthcare, the healthcare financing system 
is likely to lead to high incidence of catastrophic 
healthcare financing, impoverishment, reranking
and inequities, both vertical and horizontal. The 
incidence of catastrophic financing is likely to be 
higher if the policy maker is averse to inequality in 
catastrophic financing. Hence policy response is 
likely to depend on the extent the social decision 
maker is sensitive to the welfare of the poor. 



The large incidence of impoverishment arising 
from direct healthcare financing also calls 
attention to the urgent need to reform health 
financing in Nigeria. There is need to separate 
healthcare utilization from healthcare financing if 
majority of the people are to utilize healthcare 
services. Finally, the fact that healthcare 
financing is not redistributive in Nigeria confirms 
that healthcare is financed in proportion to 
households’ ability to pay, implying that 
households that cannot afford to pay are denied 
healthcare services. 
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