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CHAPTER 1

Introduction to Medical Tourism

n American woman travels to India for state-of-the-art hip replace-

ment surgery and convalesces for two weeks at a coastal resort. An

Englishman opts for elective eye surgery in Thailand at a fraction
of the price he would pay in London (while his wife and children enjoy a
beach vacation nearby). A Canadian mother takes her child to Costa Rica
for nonemergency surgery because the waiting time under her national
health insurance plan is over one year.

State-of-the-art technology in India? Delicate eye surgery in Thailand?
Trusting one’s child to a doctor in Costa Rica? The mere names of these
countries bring to mind images of heat, unpaved roads, mud huts, and
hungry children. Most Westerners who have visited India, Thailand, and
Costa Rica have most likely traveled on a Western airline, stayed in a
Western hotel that offered modern conveniences, and ate in restaurants
serving food modified to Western tastes. It is also more than likely that their
interaction with the local population was limited to the waiter, the cham-
bermaid, and, from a distance, the local tribal dancers performing on stage.
For people with such experiences, as well as those with no experience
beyond perusal of the Discovery Channel, the idea that Thailand or India
might have state-of-the-art hospitals where highly skilled medical personnel
provide high-tech services seems ludicrous. Yet it is true. The sale of high-
tech medical care to foreigners is currently a reality in numerous developing
countries. It has come to be called medical or health tourism, and in the
course of 2006, it has captured the worldwide attention of governments,
policy makers, academics, and the press in both destination and sending
countries. It is a growing trend, despite possible risks of life-threatening
complications far from home.

Loosely defined as travel with the aim of improving one’s health, medical
tourism is an economic activity that entails trade in services and represents
the splicing of at least two sectors: medicine and tourism. Tourists from the
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United States travel to Asia for organ transplants, plastic surgery, and arti-
ficial insemination; patients from South America, the Middle East, and
other parts of Asia travel for services their local hospitals do not provide.
West Europeans and Canadians bypass the long waiting periods that are
part of their national health plans by getting medical care elsewhere.
Everyone, coming from everywhere, is shopping for a doctor in the inter-
national health services market and, as a result, enjoys a cost savings over
the alternative at home. Moreover, the travelers who buy health care usually
get a package deal that typically includes their treatment plus air transport,
transfers, accommodations, and a postoperative vacation. The vacation as a
tie-in is described by Chi Kin Yim in his study of health-care destinations
in Asia: “As part of the health care package, customers receive the bonus of
vacationing and sightseeing in a foreign country and an exotic culture.”
People want exotic vacations, but not exotic health care. They want first
world treatment at third world prices. That has become the slogan.

While medical tourism is presently small in comparison to the overall
service trade or the consumption of medical services worldwide or even the
trade in tourism services, it cannot be dismissed as either temporary or
insignificant (for example, in destination countries such as Thailand,
Malaysia, and India, health tourism is the fastest-growing segment of their
tourist markets?). According to the World Health Organization (WHO),
it is a growing trend with enormous economic implications.® As early as
1989, an Organisation for Economic Cooperation and Development
(OECD) report noted that trade in health services provided developing
countries with a competitive opportunity in this arena, given their abun-
dance of labor and availability of capital and skills in medicine. As long
as they can maintain quality levels, they might be able to generate signifi-
cant growth. In 1997, the United Nations Conference on Trade and
Development (UNCTAD), which monitors trade between countries, noted
for the first time that trade in services, including health services, could be
beneficial for developing countries.> A growing number of these countries
have the requisite manpower, the investment capital, the know-how, and
the motivation to supply medical tourist facilities. They are hopping on
the highly competitive medical tourism bandwagon. India and Malaysia are
joining the already-established destinations in Thailand and Singapore. The
Philippines is not far behind. In the Western hemisphere, Cuba has been
a medical leader for decades and sets an example for Costa Rica and
Argentina with respect to the research and development that is linked to
medical tourism. The countries of the former Soviet bloc, as well as the
Baltic states of the former Soviet Union, are using their highly skilled labor
force to lure West Europeans to their health-care facilities. South Africa
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and Jordan have also broken into this lucrative market, and more countries
join the list every year.®

How big is the medical tourism phenomenon in developing countries?
Two numbers are relevant: the number of foreign patients there are and the
amount of revenue they generate. In 2004, some 130,000 foreign patients
received medical treatment in Malaysia,” and a survey of Malaysian hospi-
tals found that there has been a 25 percent rise in foreign patients.®
Thailand receives 400,000 foreign medical tourists every year,” of which
50,000 are Americans going to a single hospital, the Bumrungrad.! Cuba
in 1995-96 treated some 25,000 foreigners.!' In 2004, 150,000 foreign
patients traveled to India for treatment,'? while the year before, some
50,000 British medical tourists traveled to Thailand, South Africa, India,
and Cuba.’® The number of foreign patients in India is growing by
30 percent every year.'4 Jordan expects to receive 100,000 visitors annually.
Argentina hopes to increase its inflow of medical tourism annually by
50 percent.!’> While some 250,000 health tourists come for medical treat-
ment to the United States every year, Costa Rica, tiny by comparison, is
able to attract as many as 150,000.%¢

These foreign patients generate revenue for the countries that host them.
For example, private medical care (including for foreign consumption) is
considered one of Mexico's most profitable economic activities.!” Health
tourism in Cuba generates some $40 million per year.!® Foreign patients
generated some $27.6 million in revenues in Malaysia in 2004." Each year
people from Latin America spend up to $6 billion on medical care outside
their countries.” Moreover, the potential for medical tourism to continue
generating income is perceived to be great. It is estimated that India could
earn as much as $2.2 billion per year from medical tourism by 2012.
Perhaps the most telling estimate of the role of medical tourism in India
came from Narsinha Reddy, manager of marketing for Bombay Hospital,?!
who said that medical tourism would do for India’s economic growth in
the 2000s ten to twenty times what information technology did for it in
the 1990s. In addition, a study by Mattoo and Rathindran found that a
representative health destination could earn $400 million annually even if
trade was limited to only 15 procedures.?

What explains this global increase in medical tourism? While demand
and supply are discussed in chapters 3 and 4, suffice it to say here that the
principal reasons for the increase in demand are demographic (people are
living longer), medical (there are increases in noncommunicable illnesses
that require the help of a specialist or are elective), economic (people have
more disposable income and sometimes even portable health insurance),
and social (people know more about the world and are willing to travel).
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People travel to get care not available locally or to spend less than they
would at home. Increases in the supply of medical tourism are directly
linked to the liberalization of trade in services, the growing cooperation
between private and public sectors, the easy global spread of information
about products and services, and, most importantly, the successful splicing
of the tourism and health sectors. The explosion of medical tourism could
not have taken place a few decades ago, before globalization made the world
seem smaller. Cheap transportation to faraway places, coupled with growing
incomes, enabled people to travel to previously inaccessible places. The
information revolution made gathering information easy by way of the
Internet while extensive media exposure of all geographical corners of
the globe brought distant countries closer in time and space.?® The volume
of international trade increased as more countries became part of the inter-
national global economy. With respect to medical tourism, liberalization of
health services and trade, as well as the lowering of barriers to entry and
foreign investment, opened up new possibilities. New telecommunications
technologies such as telediagnosis and teleanalysis reduced the barriers
posed by geography and enabled cross-border trade in medical services to
take off. Thomas Friedman, in his discussion of globalization, said, “It is
not simply about how governments, business, and people communicate, not
just about how organizations interact, but is about the emergence of com-
pletely new social, political, and business models [italics mine].”?* In a WHO
study, the following is noted about globalization: “What is clear is that it
is a multidimensional process encompassing economic, social, cultural,
political and technological components, and that iz defines much of the
environment within which health is determined [italics mine].”®

“Who would have thought of medical tourism before it became a reality?”
asked Clyde Prestowitz in his study of the phenomenal economic growth of
India, one of the countries promoting medical care for foreigners.26 Indeed,
who would have thought it possible that less developed countries could offer
sophisticated medical care to Westerners, despite the fact that the world’s
first heart transplant surgery was performed in South Africa during the
1960s,% and despite the clear portability of high-tech medicine into inhos-
pitable environments (such as the South Pole, where Dr. Jerri Nielsen self-
diagnosed, performed a biopsy on herself, and self-administered chemotherapy
with the aid of technological links to North American hospitals?®)? Yet,
medical tourism has catapulted onto the world stage and upon the global
economy, catching social pundits and futurists off guard.

With hindsight, however, we recognize that we should have seen it com-
ing for several reasons. First, medical tourism is not new. Ailing Greeks
traveled to Epidauria to visit the sanctuary of the healing god, Asklepios,
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who revealed remedies to them in their dreams. Nineteenth-century British
travelers sought out warm and dry climates to treat their lung and bone
ailments. Over the ages and across the continents, people went to thermal
and mineral waters and warm dry climates to improve their health. Ross
said it aptly: “Health tourism is a concept as ancient as prehistory and as
up-to-date as tomorrow.”” Yet, it was first designated as a commercial
activity by the International Union of Travel Officials only in 1973.%
Moreover, medical tourism is also not new insofar as many Western coun-
tries have a history of treating foreigners. The UK, for example, has
exported health services since its colonial days, and presently one-fifth of
hospital beds in London are occupied by foreigners.! The United States
also attracts international patients. In 1997, the four Mayo Clinics got
10,000 patients from abroad, and Johns Hopkins increased foreign patients
from 600 to 7,200 in just two years.>* What is different in the twenty-first
century is that tourists are traveling farther away, to poorer countries, and
for medical care that is invasive and high tech. In other words, the nature
and prevalence of the travel has changed, but the goal of the travel has not.
According to Narsinha Reddy, what has changed is that the medical tourism
phenomenon now has a name and a buzz.*> But that is not all. What has
also changed is that the economic impact for both destination and sending
countries has become much larger than in the past.

Second, over the last decade or so, as globalization spread to ever more
corners of the globe, the concept (and reality) of outsourcing has prolifer-
ated worldwide as an increasing number of businesses are shifting part of
their production process overseas. Previously limited to manufacturing,
outsourcing now includes services whose range is growing daily. For example,
American law firms are hiring Indian attorneys to do simple legal work and
even hiring doctors to provide medical expert witness services in real time.>
American high school students work with online math tutors thousands of
miles away.> Outsourcing is so prevalent that one-third of American soft-
ware engineers are expected to lose their jobs to it in the next six years.’
In the early twenty-first century, few multinationals have not engaged in
outsourcing: over 125 Fortune 500 firms have R&D bases in India.” In
the medical sector, developing countries (with India at the helm) are mov-
ing into medical outsourcing, according to which subcontractors provide
services to overburdened Western medical systems (for example, American
hospitals e-mail x-rays to India for reading). The Western medical sector is
drawn to developing countries that supply high-quality services whose range
is very broad, including finance, biotech, information technology, et cetera.
To the extent that businesses are profiting from the new possibilities offered
by the global economy, consumers are not far behind. They have been
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buying goods from all over the world; they have also been buying services.
One of these is medical care at the point of production. In other words,
they travel in order to consume the service at the point of sale. In medical
tourism, it is the doctor and the hospital that are being outsourced. As with
tangible products, outsourcing occurs because of price and availability
considerations.

Third, as a result of the internationalization of health-care providers in
the more developed countries, medical staff at all levels, from the highly
specialized brain surgeon to the unskilled hospital janitor, come from deve-
loping countries. Whether they trained in the more developed countries and
then opted to stay, or whether they trained at home and then were attracted
by lucrative employment opportunities, the fact is that an increasing num-
ber of medical personnel are from developing countries. Indeed, the
Philippines exports 15,000 nurses a year, and it’s estimated that one in ten
Filipinos now works abroad.?® A study by Gupta, Goldar, and Mitra showed
that of the Indian doctors trained abroad, only 48 percent returned, and
the rest remained to work in the country of training.*> Moreover, one out
of five doctors in the world is Indian. Under those conditions, Western
patients are used to being treated by a doctor from China and by a nurse
from the Philippines. It is just one step further to buy health services in the
country of the doctor who provides them at home.

Fourth, market conditions for health care in the more developed coun-
tries have resulted in high demand for services. Part of that is due to demo-
graphics. It is estimated that the world’s population will grow to 9 billion
by 2050,%° and, as Warner noted, the potential number of those who will
travel abroad for health care is huge.! The baby boomers, some 80 million
of them just in the United States, are getting older but wanting to stay
young. They are an active generation, playing sports well into old age.*? In
the early twenty-first century, there is an increasing interest in being healthy
and in leading healthy lifestyles. As Henderson said, “This is notable
amongst the baby boomer generation who are also exposed to strong pres-
sures in modern society to conform to idealized images of bodily perfection
and resist the signs of ageing.”®® As a result, baby boomers account for 60
percent of the spa market.* And they are not alone. Older people are just
as willing to spend money on health and wellness. In OECD countries there
are currently more than 100 million people over 65, and that number is
expected to reach 200 million by 2030. At that time, it is expected that at
least half of all health expenditures will be on their behalf, and some of these
people may find it beneficial to receive care in a cheaper destination.*®

The above four points indicate why we should not be surprised that
medical tourism is booming in less developed countries, but they don
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explain the benefits for those hosting countries. In other words, what’s in
it for the destination countries that offer up their health-care facilities to
foreigners? The answer: economic growth. Medical tourism is first and
foremost related to economic growth. Not only does it bring in foreign
currency but it also has linkages throughout both the health and the tour-
ism industries. By way of the multiplier, medical tourism spills into second-
ary and tertiary sectors, producing cyclical waves of expansion.

However, in developing countries, medical tourism, characterized by
high-tech equipment and state-of-the-art methods, coexists side by side
with malaria, acquired immunodeficiency syndrome (AIDS), dengue fever,
and river blindness. More often than not, in developing countries where
medical tourism flourishes, basic health care for rural populations and the
urban poor is rudimentary. A dual medical system has emerged in which
specialization in cardiology, ophthalmology, and plastic surgery serves the
foreign and wealthy domestic patients while the local populations lack
basics such as sanitation, clean water, and regular deworming. In other
words, sophisticated techniques for bypass surgery coexist with widespread
shortages of aspirin. How can this dichotomy sustain itself? Won't the lack
of basic health care and the resulting low life expectancy, low productivity,
and low human capital formation cancel out the economic benefits of medi-
cal tourism?

Poor health is among the biggest problems in developing countries,
while medical tourism could be one of the solutions. Poor health is detri-
mental to economic growth, while medical tourism contributes to economic
growth. Thus, health care is at once both the problem and the solution. It
is through the redistributive functions of macroeconomic policy that medi-
cal tourism can contribute to the solution of health problems in developing
countries. Indeed, medical tourism can be taxed for the benefit of primary
health care that reaches the poor and the needy. Public policy can redirect
income from hospitals catering to foreign patients to facilities catering to
the local population. Thus, it is argued in this book that medical tourism
can lead to improved public health. In other words, medical tourism for
paying foreign patients can exist side by side with improvements in basic
health care. It is not an either/or proposition, but rather, both are possible
and, in fact, may even reinforce each other.

About This Book

It has been said that medical tourism is so new it can’t even be measured.
Yet, because of its phenomenal potential, it deserves the attention of schol-
ars, policy makers, investors, and the media; because of its rapid expansion,
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writing about it is akin to shooting a moving target; because of its sudden
appearance on the global stage, there has been little scholarly research upon
which to build. Indeed, the tourism literature has largely ignored it.
Surprisingly, a recent book on niche tourism that explores geotourism,
genealogy tourism, photographic tourism, and small-ship cruising does not
even mention medical tourism.*” Another book on health paid attention to
medical problems tourists encounter when traveling, as well as those they
transmit to home and host regions, yet only one chapter dealt with medical
tourism.*® Medical literature has also ignored it, as public health issues are
more pressing. Economists studying developing countries focus either on
the benefits of tourism or on the costs of health disasters. Economists
focused on Western countries address the domestic market for health care,
especially the rising costs. To be sure, there is a growing literature on out-
sourcing in general and on outsourcing in medicine in particular. However,
this research does not involve outsourcing the doctor but rather some aspect
of health care such as reading X-rays and filing reports. To the extent that
there is interest in overseas medical care, it is from the perspective of the
more developed countries, exploring the effects of outsourcing on domestic
medical care, costs, markets, et cetera. Finally, a review of books in print
on medical tourism yielded only a few guides to surgery destinations across
the globe and a memoir of a surgery experience in India.%

As a result, most information on contemporary medical tourism in
developing countries comes from government policy documents, media,
and international organizations. Since there is so much private activity, fea-
sibility studies are commissioned by industries and are conducted by con-
sulting firms. Such studies increasingly explore the potential of medical
tourism (for example, a recent comprehensive health study commissioned
by a consortium of Indian industries dedicated an entire section to the
potential of medical tourism®).

This book strives to fill the gap in the academic literature that should
not exist given the increasing importance of medical tourism. It represents
a pioneering effort to bring together the available information and place it
in a theoretical framework. With that goal in mind, the nature of this
research is described below.

First and foremost, this is a book about economic growth and develop-
ment in what was formerly called “the third world.” It focuses on select
countries of Asia, Africa, and South America. It is not a book about medi-
cine; it is not even about health care. One author is a development econo-
mist, not a physician, not even a health economist; the other is an attorney
with a specific interest in intellectual property. As such, the book is not
intended to serve as a guide for prospective patients nor is it a practical
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blueprint for how to go about setting up a medical/tourism package.
Rather, it is about medicine and health care insofar as they are related to
economic growth. The broad question posed in this research is how to
encourage economic growth and development in less developed countries
(LDCs). In other words, the book is about medical tourism as a strategy for
economic growth, focusing on how revenue from international patients trans-
lates into output, jobs, income, et cetera. The book is about the revenue
reaped by medical and tourist businesses in Thailand, for example, and how
it permeates throughout the Thai economy, not about the American health-
care crisis or where obese Germans can go to shed their pounds. The goal
of this study is to explain, illustrate, and offer suggestions on the relation-
ship between medical tourism and economic development in the twenty-
first century.

This book is organized as follows. Chapter 1 begins with a broad intro-
duction to medical tourism. The conceptual definitions, parameters of the
study, and introductory global trends set the stage for subsequent chapters.
Also, the ten destination countries selected for study are introduced. In
chapter 2, the theory that links international trade in medical and tourist
services to economic growth is explored. Given the nature of trade in medi-
cal services, dependency issues raised by social scientists during the 1960s
and 1970s are revisited. It is argued that the sale of high-tech medical ser-
vices to foreigners is different from the export of a cash crop such as peanuts
and thus will not create the dependency associated with cash crops. The
demand for medical tourism is explored in chapter 3, where an analysis of
who travels and why is offered. The determinants of demand for medical
tourism in general are compared to the determinants of demand for any
particular location. Supply of medical tourism, the other side of the market,
is discussed in chapter 4. The role of the public and private sectors is dis-
cussed, and the crucial importance of cooperation between them is high-
lighted. This necessary cooperation is analyzed with an eye on the best way
to ensure that medical tourism takes off on a solid growth path. The private
and public sectors in developing countries are then placed into the global
context since they both function within a framework set by international
organizations and both tap foreign, physical, and human resources that are
governed by international laws and regulations. Finally, the nature and
rationale of medical tourism’s tie-ins to the tourist industry are described.
Chapter 5 begins by asking why Malaysia attracts medical tourists while
Mauritania does not. In response, the advantages that selected destination
countries face when promoting medical tourism are discussed (including low
costs of services, abundant human capital, a developed infrastructure, a clear
and fair legal system, a market economy, etc.). It is in this chapter that the
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conditions under which medical tourism can be a successful growth strategy
crystallize. Chapter 6 contains a discussion of the obstacles faced by develop-
ing countries that have chosen to promote medical tourism. Having the
advantages discussed in chapter 5 does not imply that countries face no
obstacles in the promotion of medical tourism. To the contrary, there are
numerous hurdles, both domestic and international, that have to be over-
come, circumvented, and otherwise dealt with. These obstacles, discussed in
chapter 6, are barriers to trade in medical services and are mostly, but not
exclusively, legal in nature (pertaining to regulation, insurance, accreditation,
patents, etc.). Finally, chapter 7 discusses the potential of medical tourism
to alleviate the public health plight in destination countries. While it
undoubtedly adds to the public health crisis (by reinforcing a dual health-
delivery system), medical tourism can contribute to the solution of health-
care crises insofar as it is a profitable activity that can be tapped, with the
appropriate macroeconomic policy, to fund public health. In this way, it
alleviates the budgetary pressures of the public sector and enables more
widespread basic health services. This chapter contains a discussion of the
relationship between medical tourism and public health with respect to both
the crowding-out and the crowding-in effects. It is argued that an improve-
ment in public health will contribute to increasing human capital that in
turn can contribute to economic growth. It is also argued that medical tour-
ism provides the capacity to alleviate health-care crises in countries that have
the incentive to do so. Clearly, the greater a country’s advantages (discussed
in chapter 5), the greater its ability to address public health challenges.

In each of the above chapters, the political economy perspective is clear.
Such a perspective highlights the important role played by political institu-
tions at the local, national, and international levels in the provision of
medical tourism. Indeed, international organizations such as UNCTAD,
WHO, and the World Tourism Organization (UNWTO) set the frame-
work for the consumption and provision of medical tourist services, the
national governments formulate policy for it, and the local-level administra-
tion takes care of the details. The role of political institutions is clear in
tourism and even clearer in questions of health provision because health,
even if provided by the private sector, is different from other industries (as
noted in a U.S. Department of Commerce trade conference document:
“The ethical and human welfare dimensions make [the health sector] quali-
tatively distinct from most other industries and endow it with & high degree
of political sensitivity [italics mine]”!). Moreover, this book has a strong
policy bias insofar as it emphasizes the role of the public sector in enabling
medical tourism and then, once it is entrenched, in using macroeconomic
policy to alleviate the chronic health concerns of developing countries.
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Finally, the book’s political economy bias comes from its emphasis on legal
issues. Legal issues are a concern from the point of view of the consumer,
especially those coming from litigious societies such as the United States,
legal issues are a concern for private suppliers, both in their relationship
with foreign patients as well as with their governments, and legal issues are
at the core of pharmaceutical imports, insurance, standardization, et cetera.
A country’s legal framework is crucial for economic development insofar as
explicit and clear regulations, as well as adherence to the rule of law, affect
property rights, investment, and insurance. As such, the legal system is an
enabler, facilitator, and lubricator of economic activity and, therefore, of
economic development.

Moreover, throughout each of the chapters, medical tourism is placed in
the global context. Given that it is an economic activity based on trade in
services, medical tourism is internationalism par excellence; and given its
growing global proliferation, medical tourism is not an isolated economic
phenomenon that is formulated, encouraged, executed, and monitored by
countries alone. Thus, given this global perspective, the study of medical
tourism is placed into the context of twenty-first-century global character-
istics associated with globalization and the post—Cold War world.

In all the chapters, the breadth of the medical tourism sector is clear,
both in fact and in theory. Indeed, this book deals with trade, services,
health, and foreign investment. It deals with two of the biggest industries
across the globe, tourism and health. In order to effectively study the com-
bination of these industries in the aggregate, this book contains a synthesis
of parts of the following fields—health in LDCs, development studies,
tourism studies, tropical and infectious diseases medicine, public sector
economics, and macroeconomic theory.

Although high-tech medicine for foreigners has been criticized for taking
funds away from the poor in developing countries, (who are most in need
of medical care) this book proposes ways to use medical tourism to improve
public health through cooperation between the private and public sectors,
as well as through redistributive macroeconomic policy.

While the above paragraphs state what this book is about, it is necessary
to highlight what it does not cover. It does not, for example, take a moral
position. It does not discuss ethical issues such as a free market for organs
or the morality of organ transplants, infertility treatments, and sex change
operations. Moreover, it does not pass judgment on countries that provide
bypass surgery to wealthy foreigners while local populations have no run-
ning water. Also, this book does not deal with justice issues associated with
the rising economic gap between developing countries that pursue medical
tourism and those that do not.
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A few words are warranted about method. Although this book observes
medical tourism in general, some ten developing countries have been
selected for study. Given that medical tourism is a new field, there are no
reliable and comparable statistics available for these (or any other) countries.
Numerous scholars have commented on this problem. Wasserman, in writ-
ing about medical tourism, states, “Just how extensive such trade is in most
countries, to what degree it is part of deliberate trade strategies, how much
leakage occurs, and other clear-cut data are difficult ro ascertain [italics
mine].”>? Frechtling pointed out that because researchers have neglected
health tourism, empirical studies are limited and there are no statistical data
on which to draw.>? Lastly, Chanda noted that most available information
about health tourism is anecdotal in nature and data must be patched
together from existing sources.>* Despite the above data constraints, this
study strives to be empirical and relies on data presented by private sector
industry studies. It also uses World Bank statistics as well as those of other
international organizations such as WHO, UNWTO, and UNCTAD.
Moreover, personal communications with representatives of the health-care
tourist sector proved invaluable. Visits to hospitals that attract foreign tour-
ists as well as on-site interviews with industry and government leaders were
helpful in defining what is and what is not medical tourism. Finally, this
book also relied on media reports that have become visibly more extensive
as research progressed.

Introduction to Developing Countries Pursuing Medical Tourism

Which developing countries are the most successful promoters of medical
tourism?

Is it those with the most developed tourist industries? No. The gross
domestic product (GDP) derived from travel and tourism is enormous in
countries such as Antigua and Barbuda (82 percent).’® However, these are
countries to which Western tourists travel for pristine beaches, but not for
medical care.

Is it those with the highest economic growth rates? No. At the beginning
of the new millennium, many developing countries experienced unprece-
dented economic growth. One African country, Botswana, had the highest
rate of economic growth in the world in 2002.%° India’s economy expanded
by 8.2 percent in 2003,%” and China is said to have supplanted the United
States as the capitalist engine of the world.’® But while India is at the fore-
front of medical tourism, China has few facilities and Botswana has none.

Is it those most endowed with precious resources? No. Diamonds, oil,
and gold have rarely brought development to third world populations nor
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have their proceeds been channeled into the expansion of any industry, let
alone medical tourism. A handful of OPEC member countries and South
Africa are exceptions.

According to Wolvaardt, only a limited number of developing countries
are significant competitors in health-care provision on a global scale. He
notes that “most developing countries still have to grasp the opportunities
that globalization offers to their health sectors.” Most developing countries
have not grasped those opportunities because they cannot. They cannot
compete in the international health-care markets. Medical tourism is not a
universally feasible export service. It cannot be viewed as a development
option for all LDCs, and so cannot be viewed as the solution to third world
health-care problems. Medical tourism, in contrast to general tourism, has
high barriers to entry and a long list of requirements for its emergence,
success, and sustenance (discussed in chapter 5). It includes human, finan-
cial, and physical capital. It also includes a supportive government policy
as well as public administration and legal institutions that function honestly
and efficiently. There must be macroeconomic stability, a competitive open
economy, and supporting economic institutions. There should also be low
cost of production and tourist appeal. While no single one of these require-
ments is necessary or sufficient for medical tourism to take off, this list
underscores the fact that the development of medical tourism necessitates
conditions not required by other industries, even the growing ones such as
tourism in Antigua and oil in Chad.

Medical tourism is studied in the following countries: Argentina, Chile,
Costa Rica, Cuba, India, Jordan, Malaysia, the Philippines, South Africa,
and Thailand. Some of these countries have been called emerging markets,
and one is a member of the high-growth Brazil, Russia, India, and China
(BRIC) group.®® The selection of these countries and the omission of others
by no means implies that medical tourism does not exist elsewhere. To the
contrary, it exists in Singapore, Greece, Romania, and the former Soviet
Baltic states. However, these countries cannot be classified as “less devel-
oped.” Singapore, which most recently belonged to that category, now has
a per capita income that ranks it among the highest in the globe. Its medical
tourism industry, while long standing, has priced itself out of the mass
market as the rates of its services are comparable to those in Western states.
Greece has combined its hugely successful tourist industry with medical
care. Given its membership in the European Union (EU), it serves as a
cheap alternative for West Europeans. Latvia and Lithuania are also discov-
ering the benefits of medical tourism and are well poised to offer it, given
their communist legacy of human capital, developed infrastructure, and
decent overall health care. However, none of these countries is included in
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the study as our focus is on medical tourism as a development strategy
for LDCs.

Moreover, some developing countries that offer medical tourism services
have not been included in this study. Indonesia, for example, was omitted
because its services are largely limited to traditional medicine and the num-
ber of foreign patients is tiny. China, despite having come a long way from
its barefoot-doctor days and despite its efforts to promote export of health
services, continues to have very few medical service exports.®’ Chinese tra-
ditional medicine, including acupuncture, is demanded across the world,
but it is the large Chinese diaspora that has been quick to offer such ser-
vices. Indeed, Malaysia, Thailand, and the Philippines, all countries under
study, have successfully merged Chinese practices (together with their own
traditional medicine) into the export of high-tech health services. In the
Middle East, both Bahrain and Dubai are actively promoting medical tour-
ism in an effort to establish themselves as the centers of health care in the
region. Dubai expects to build the world’s largest medical establishment (so
large that it is called a city: Dubai Healthcare City) by 2010.°2 However, at
the time of writing it is still many years away from completion, so Jordan
is the Middle East destination included in the study because of its long-
standing medical tourism tradition.

The countries that have been selected for this study span the conti-
nents—four are in Asia, four in Latin America, one in Africa, and one in
the Middle East. These countries share the following characteristics: their
governments are actively promoting medical tourism, they have a private
sector with the capacity and incentive to invest in medical tourism, they
have a domestic source of human capital, their political and economic
institutions are developed, and they have an extensive infrastructure. These
countries are introduced below.

Economic Indicators in Selected Destination Countries

The World Bank ranks countries by their gross national income (GNI) per
capita in order to facilitate classifications. In 2004, the following income
categories were constructed: LIC (low-income countries) have $825 or less,
LMC (lower-middle countries) have $826-3,255, UMI (upper-middle
income) $3,256-10,065, and HI (high income) have over $10,066. The
countries under study were placed into these categories and, as evident from
table 1.1, all countries are middle income (five are in the UMI category
and four in the LMC group) with one exception. Only India is ranked as
an LMC. However, the difference between India and other countries (such
as Jordan and the Philippines) is less pronounced when we look at the GNI
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per capita at Purchasing Power Parity (PPP), justifying its inclusion into
this study. Moreover, with respect to growth rates, Argentina led the group
in 2003—4 (8 percent) while Cuba and Costa Rica lagged behind the others
(0.9 percent and 2.7 percent, respectively).

The structural transformation of the economy is useful in understanding
the level of development in the countries under study. To that end, the
proportion of the GDP derived from agriculture, industry, and services is
observed. From table 1.1, it is clear that India is the least developed country
in the study (with 22 percent of GDP derived from agriculture and
26 percent from industry). The next countries with respect to the size of the
agricultural sector are Argentina, Malaysia, and Thailand (all 10 percent).
However, in those countries the size of the industrial sector is larger than
in India (32 percent, 48 percent, and 44 percent, respectively).

The UN ranks 177 countries according to their Human Development
Index (HDI), a composite index that measures a country’s achievement in
overall human development as measured by a combination of health (life
expectancy), knowledge (literacy and school enrollment), and living stan-
dards (GDP per capita at PPP). All the countries under study are classified
as either High or Medium according to the HDI. Even India, which is
ranked in the low-income category by the World Bank, is not ranked in
the Low category of the HDI.

The above economic indicators show some of the ways in which the
destination countries under study are different from most developing coun-
tries of Africa, Asia, and Latin America. Many have achieved phenomenal
rates of economic growth and fundamental transformations of their econo-
mies. Such growth does not happen in a vacuum, in the absence of govern-
ment efforts. The countries under study have, to differing extents, had
extensive economic reforms emanating from the top. Liberalization played
a crucial role in transforming sluggish economies into dynamic power-
houses, in producing phenomenal rates of economic growth, and in laying
the groundwork for medical tourism. Asian countries such as India and
Malaysia are technologically ahead of the United States with respect to some
consumer technologies (such as cell phones and televisions). Demand for
consumer technology in South Africa and Chile has spurred research and
production and boosted the local economy. The Philippine economy is
undergoing fundamental changes aimed at putting it on a new growth tra-
jectory. India and China are becoming the world’s emerging powerhouses.
All these countries, to varying degrees, have state-of-the-art technology, at
least in the medical sector. Indeed, Thailand and Costa Rica are operating
on the technological frontier, right alongside the United States. Moreover,
the structural transformation of the economy indicates a change in what is
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produced and the way in which it is produced. In order to enable this
transformation, it is likely that relevant institutions were sufficiently
developed.

Descriptions such as “high-tech,” “service oriented,” and “powerhouse”
raise questions about the basis for dividing countries into less and more
developed groups. The experience of India, Malaysia, and Thailand, among
others, might bring to an end the post—World War II division of the world
into the more and the less developed countries. Both Thomas Friedman
and Clyde Prestowitz®® point out how some developing countries are willing
and increasingly able to race with the United States. Paul Kennedy sug-
gested that countries on top of the totem pole do not stay there forever,%
so by implication, the superior technological position of the United States
is not set in stone. Moreover, the economic historian Angus Maddison
noted that in the 18 centuries before 1820, the countries that are today
considered less developed produced some 80 percent of the world’s output.
The technological revolution slowed them down (so that at the beginning
of the twentieth century, their share was down to 40 percent) but in 2005,
their share was once again slightly above that of the more developed coun-
tries.®® Clearly the demarcations berween more and less developed countries
are changing, as is the composition of both groups.®®

The Tourism and Medical Sectors in the Countries under Study

Just how important are the tourism and medical sectors in the countries
under study? In answer, indicators of the relative size of those sectors are
presented in table 1.2. The proportion of GDP derived from the travel and
tourism industry (TTI) indicates its importance in the economy. According
to these data, only half of the countries under study have double-digit val-
ues, none of which exceeds 20 percent. This indicator had been used in a
previous study by the author to classify countries as “tourist-dependent,”
“tourist-friendly,” or “tourist-restrained.”®” None of the countries listed in
table 1.2 falls into the tourist-dependent category, although Costa Rica,
Cuba, Jordan, Malaysia, and Thailand are tourist-friendly (as their TTI
contributes between 10-20 percent of their GDP). While it may not be
surprising that tourism is an important component of Caribbean exports,
it is less obvious that tourism continues to be America’s biggest service
export.%

The relative importance of the medical sector is assessed by observing
the public and private sector expenditures on health as a proportion of
GDP. Only in Costa Rica and Cuba does the public sector expenditure
exceed 6 percent while Jordan and South Africa are the only countries
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Table 1.2 Indicators of the tourist and health sectors

Country Travel and Public Health Private Health Health
Tourism as Expenditures Expenditures Expenditure
% of GDP as % of GDP as % of GDP Per Person
2004 (PPP)
2002
(US$)
Argentina 6.8 4.5 4.4 956
Chile 5.7 2.6 32 642
Costa Rica 12.5 6.1 3.2 743
Cuba 13.7 6.5 1.0 236
India 4.9 1.3 4.8 96
Jordan 17.6 4.3 5.0 418
Malaysia 14.7 2.0 1.8 349
Philippines 7.4 1.1 1.8 153
S. Africa 7.4 3.5 5.2 689
Thailand 12.2 3.1 1.3 321

Source: World Travel and Tourism Council, Travel and Tourism—Forging Ahead, Country League Tables, The
2004 Travel and Tourism Economic Research, table 46; UNDDP, Human Development Report 2005, New
York: UNDP, 2005, table 6.

where the private sector expenditure exceeds 5 percent. Total health sector
expenditures per head at PPP are also presented in table 1.2. It is clear that
the less developed among the group, namely, India, followed by the
Philippines and Cuba, enjoy the lowest expenditure. For purposes of com-
parison, other countries have the following expenditure: United States—
$5,274, Canada—3$2,931, Japan—$2,133, and the UK—$2,160.

A comparison of the rate of economic growth in the countries under
study (table 1.1) and the relative size of the tourism and medical sectors
(table 1.2) shows a difference between health care and tourism. Indeed, the
countries with the highest rates of growth have the greatest health expen-
ditures, but their TTI is not necessarily the highest. The same is true when
comparing levels of development to the tourism/medical industries.



CHAPTER 2

Plastic Surgery is Not Peanuts:
Economic Growth and Dependency

edical tourism entails the splicing of two sectors, medicine and

tourism. Both are service industries that face a high income

elasticity of demand. Both are labor intensive and both rely
heavily on the Internet to spread information. However, medicine is more
high tech than tourism and has higher barriers to entry while tourism has
higher price elasticity of demand. One is precise and involves rational deci-
sion making, and the other ephemeral, resting on imagination and the
exotic and the transport into something outside of one’s own culture.!
Medical tourism thus walks on two legs. Each leg is necessary and neither
is sufficient in the creation of a successful medical tourism sector. On their
own, both tourism and medicine are high-growth industries in many parts
of the world. This chapter argues that when spliced, their potential for
growth is more than the sum of their parts.

With respect to tourism, there is no doubt that, across the globe, tourism
has become a leading economic force. The travel and tourism industry
accounts for $4.4 trillion of economic activity worldwide,? leading
UNCTAD to call it the world’s largest industry.> Lundberg et al. claim,
“Tourism has become the world’s largest business enterprise, overtaking the
defense, manufacturing, oil and agriculture industries.”® It has grown at
twice the rate of world gross national product (GNP) during the 1990s
and in 2005, it accounted for over 10 percent of world GDP° As the fastest
growing foreign income sector worldwide, tourism accounts for 8 percent
of world export earnings and 37 percent of service exports.” While most of
the tourist activity that causes this growth tends to be concentrated in
Western countries, developing countries are very impressed with its eco-
nomic potential. They have come to view tourism as a panacea because it
increases the flow of foreign currency, contributing directly to the current
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account of the balance of payments and generating successive rounds of
economic activity; leaders are therefore quick to offer their natural resources.
As Cynthia Enloe noted, countries are increasingly putting all their develop-
ment eggs in the tourist basket.?

Adding medicine for foreigners to the mix further expands the economic
opportunities of developing countries. Worldwide, health services are esti-
mated to be worth some $3 trillion,” and the health-care sector is among
the highest growth sectors in the mid-2000s.!° Trade in medical services is
a small but growing component of overall medical care. As a result, medical
tourism has been described as having endless opportunities and benefits for
developing countries that manage to break into the market.

To the extent that tourism is a panacea for destination LDCs, then
medical tourism is a medium through which the transfer of wealth occurs
between the more developed and the less developed countries, and it pro-
pels countries along a growth trajectory. One crucial consideration that
prevents medical tourism from being a panacea is the fact that, like tourism
in general, it depends on foreign consumer demand. Indeed, the entire
medical tourism sector is based on exogenous factors over which neither the
private nor the public sectors have any control. Other than economic incen-
tives, marketing efforts, and perhaps currency devaluations, little can be
done to increase foreign demand. Such powerlessness cannot but bring to
mind past historical periods when countries of Asia, Africa, and Latin
America were economically dependent on Western capitalist states. During
colonialism, and often no less during the post-colonial period, developing
countries were tied to Western economies in a complex system of inter-
national exchange based on deteriorating terms of trade. These one-way
dependency relationships were the focus of the Dependency Theories of the
1970s. In this chapter, it is argued that medical tourism does not foster
such dependency. Indeed, depending on the export earnings of a cash crop
such as peanuts is very different from attracting consumers to high-tech
services that are unavailable or inaccessible in their home countries. In this
way, medical tourism stands apart from tourism in general, and so, it has
unique implications for economic development.

Medical Tourism Takes Off: The International
Environment as Enabler

With the conclusion of the Cold War and its bipolar division of countries,
scholars rushed to describe the international environment that followed its
demise. Despite the initial buzz created by Fukuyama’s idea that history died,
and with it, the divisions among countries, others disagreed and identified



Plastic Surgery is Not Peanuts e 23

emerging distinctions that seemed no less divisive. While chapter 1 briefly
described some contemporary issues involved in naming and classifying
developing countries, the descriptions below are more global in perspective.
Samuel Huntington, for example, divided countries by culture and proposed
the “big cultural divide.”!! Robert Kaplan focused on regions with ethnic
strife and those without.!? Barnett and Gaffney divided the world into the
functioning core of globalization (including Western democracies, Russia,
and Asias emerging economies), and the nonintegrating gap (including
countries that remain disconnected from globalization due to political cul-
tural rigidity, such as the Middle East, or because of poverty, such as Central
Asia, Africa, and Central America).!® This is similar to Thomas Friedman’s
division of countries into those that buy into the flat world and those that
do not.!* Countries have even been divided according to their membership
in a world trade club (such as Birdsall and Lawrence’s modern trade clubs
that include multilateral associations such as the UNWTO and regional ones
such as NAFTA, MERCOSUR, and APEC"Y).

Each of these post—Cold War concepts of the world share an acknow-
ledgment of globalization and its tendency to tie countries in a complex set
of economic relations. Such globalization entails a large increase in eco-
nomic, social, and cultural interdependence between countries of the
world.’® While countries have been linked to the international economy for
centuries (witness the role of global trade in eighteenth century imperialism,
dependency relations in the twentieth century, export promotion policies of
the 1980s and 1990s, etc.),!” what is new in the current era of globalization
is the volume and the nature of international economic interaction.!®
Another new factor in globalization is the predominance of services. Indeed,
Prestowitz claims that contemporary globalization is different from previous
ones because it is less driven by countries or corporations and more by
peaple.’? People are the providers of services. Moreover, the world economic
environment of the twenty-first century is characterized by the international
trade of those services.

Globalization, the growing importance of services, and the increased
international trade of those services are all discussed below with special ref-
erence to tourism, health care, and medical tourism.

Globalization

In the twenty-first century, not only has the sheer magnitude of flows of
capital, goods, services, and labor increased, but the speed, pervasiveness,
and impermanence of international transactions have also become apparent.
Advances in technology and the spread of information have altered the
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nature of exchange, specialization, and communication between economic
entities. During globalization, a concentration of power in the hands of
corporations has undoubtedly occurred. Participation in the global economy
decreases the power of state governments to control their own economic
destinies as a collective economic destiny becomes global. Moreover, global-
ization gives populations across the world greater exposure to different
peoples, values, and habits. Communications, media, and the Internet cross
boundaries, as do people who come into contact with foreigners when they
travel to foreign lands. Thus, it comes as no surprise that globalization
affects the health sector, the tourist sector, and therefore also medical
tourism.

With respect to health, globalization helps spread communicable diseases
as more than two million people cross international borders every day.?
Increased trade in live animals and animal products has increased the spread
of foodborne diseases (such as mad cow disease) and also trade in cigarettes
and tobacco products has increased. A WHO study noted that globalization
affects health and health affects globalization.?! It affects health insofar as
it enables economic growth, which in some cases reduces poverty (which is
clearly tied to health issues). At the same time, poor public health prevents
a country from being incorporated into the global economy as it keeps
productivity low.

Tourists represent globalization par excellence as there is consensus in the
social science literature that the link between tourism and globalization is
strong. Donald Reid said that tourism is one of the main products being
globalized while Frances Brown argued that it is one of the main forces driv-
ing globalization.?? According to John Lea, “There is no other international
trading activity which involves such critical interplay among economic,
political, environmental, and social elements as tourism.”? Thus, through
consumption, production, and investment of tourist goods and services, even
the poorest third world countries become linked to the global economy.

Therefore, both health and tourism are an integral part of transnational
economic activity associated with globalization. The cross between them,
namely medical tourism, is thus also a part of globalization insofar as it is
enabled by it and, by its very nature, reinforces further globalization.

Increasing Importance of Services

In the last two decades of the twentieth century, services have emerged as
the largest and fastest growing sector in the world. It is responsible for some
60 percent of global output and an even greater share of employment. In
many countries, these numbers are much higher.
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This comes as no surprise, given the overall growth of the world eco-
nomy. When a society experiences economic development, fundamental
alterations occur in the structure of its economy.?® This structural transfor-
mation entails changes in the sectoral distribution of national income.
Indeed, the contribution of the agricultural sector to national income
declines while the contribution of manufacturing grows a lot, then stabilizes
and even contracts. The importance of the services sector continues to rise
in the course of economic development. The industrial classification of the
labor force also undergoes changes during the structural transformation
process. The role of agriculture as the principal employer diminishes while
that of manufacturing first increases, and then tapers off. Services continue
to absorb labor. The demand for agricultural workers keeps pace with the
demand for the product those workers produce. Since the demand for
agricultural goods does not keep up with overall increases in consumption,
the demand for agricultural workers falls off. At the same time, the demand
for industrial and service sector workers increases along with consumer
demand for their products. In addition, labor saving technological change
takes place in agriculture and manufacturing, while service sector produc-
tion tends to be labor intensive, thus absorbing large numbers of workers.

Expansion of the service sector leads to the expansion of the overall
economy in part because the sector is composed of industries that lubricate
the growth process. Indeed, the development of financial services enables
savings and borrowing to occur, leading to investment. The development
of telecommunications services enables the spread of information. Transpor-
tation services enable the movement of goods and services across a country
and between countries. Education and health services build up the stock of
human capital. Legal services and business accounting services reduce the
costs of transactions.

While the structural transformation (and the rising importance of ser-
vices) was identified by Simon Kuznets on the basis of the Western develop-
ment experience, LDCs have more or less followed the same pattern. India,
the developing giant, is a case in point. Its phenomenal growth during the
1990s is largely due to the growth of its services sector. According to the
World Bank, during this time the services sector grew at an average annual
rate of 9 percent, contributing some 60 percent of overall growth.?> Growth
has been most pronounced in information technology and business process
outsourcing (BPO) services, followed by telecommunications, financial ser-
vices, community services, and hotels and restaurants, each of which has
grown faster than GDP.

However, not all LDCs have followed this pattern. Exceptions are
especially clear in countries whose growth is due to a single commodity
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(such as coffee or tourism). Such growth does not produce capital-intensive
projects usually associated with modernization nor does it entail the prolif-
eration of big factories traditionally at the core of development. Given these
exceptions, scholars such as Donald Reid have argued that it is necessary to
distinguish between LDCs and More Developed Countries (MDCs), as the
manifestations of structural transformations will be different, while Sinclair
and Stabler have said that viewing the structural transformation in the usual

sense is misguided in the case of countries where tourism is important.?®

Increasing International Trade in Services

The service sector grows because there is demand for it. That demand is
both domestic and international in origin. When services (and related
goods) are sold to residents of other countries, then the industry is classified
as an export and has balance of payments implications.

Increasingly, services are being traded across borders. Indeed, trade of
services grew by 6 percent per year during the 1980s and 1990s. Its share
in total world trade grew from 15.6 percent in 1980 to 18.9 percent in
1999.% According to the World Bank, exports of services experienced one
of the fastest rates of growth in the world: over 17 percent per year (more
than twice the rate of domestic services).?

International trade in services is a relatively new concept. According
to Adlung and Carzaniga, “Unlike the bulk of agricultural and industrial
production, services have long been considered not to be tradable across
borders . . . The only significant exceptions have been services directly
related to the exchange of goods (transport, insurance, etc.) and, more
recently, to tourism.”? Slowly, the service trade began to expand. It
expanded to technical support, financial services, airline reservations, and
catalog sales that were shipped overseas.’® As noted in chapter 1, there is a
growing trend to do the same for legal work, as companies and law firms
outsource legal work to Indian lawyers. This is part of BPO services.
According to the World Bank, in 1997 some 96 percent of all software
exports from India were in the form of information technology services
while BPO services (including medical transcriptions) were only 4 percent.’!
Four years later, BPO services grew to 24 percent, experiencing an average
annual growth rate of over 1000 percent in the last five years.

This growing international trade in services gave rise to growth in scholarly
attention to trade as well as the establishment of rules regulating trade.
With respect to the former, an entire literature has sprung up devoted to
the difference between trade in goods and in services (asking if traditional
trade theories, based on trade in goods, also apply to services®?). The debate
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deals with the intangibility of services, and the separation of location of
production and consumption in space and time. Banga found that, because
of the unique characteristics of services, namely nontransportability and
intangibility, there is a need for a new theory of trade in services.??

With respect to an international legal framework to regulate trade in
services, in 1995, the General Agreement on Trade in Services (GATS) was
introduced. It spelled out a system of legally enforceable conditions and
rules for service trade and in the process confirmed how important trade
in services had become. GATS distinguished between four modes of supply
of services across borders. Mode 1 refers to the cross-border supply of
services that does not require the physical movement of either supplier or
customer. Mode 2 entails the movement of the customer to the location
where the supply is in order for consumption to occur. Mode 3 refers to
the supply of services in one country by legal entities from another country.
Finally, Mode 4 is the provision of services by providers who are temporar-
ily moved in order to provide the service. Medical tourism falls under
Mode 2, given that the patient moves to the country of the provider in
order to consume medical care. Mode 3 is also relevant for this study
insofar as it includes the supply of services in one country by a legal entity
originating in another country. That covers foreign ventures operating
in LDCs.

In conclusion, medical tourism could not have taken off in the absence
of a globalized environment in which there is an increase in the importance
and trade of services. This environment is thus an enabler.

Self-Perpetuating Circular Flows: Medical Tourism
and Economic Growth

This book proposes that medical tourism is related to economic growth in
developing countries in two distinct ways. According to the first, discussed
below, medical tourism brings about growth and development because it is
a source of foreign currency, investment, and tax revenue. In turn, that
growth and development diffuses through the economy and results in eco-
nomic institutions that can support further expansion of medical tourism.

The second way in which medical tourism is related to economic growth
has to do with public health. While it is discussed in depth in chapter 7,
suffice it to say here that medical tourism is a lucrative industry that earns
profits that can in turn be used to improve public health. That in turn
will increase labor productivity, human capital, and longevity, all of which
will further enable the expansion of the medical tourism industry. In the
initial stages of medical tourism, it is unlikely that revenues will be large
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enough to make a dent in public health-care provision. Over time, however,
tax revenue might be significant enough to be siphoned back into the local
equipment and services and infrastructure. Under those circumstances,
medical tourism might subsidize local patients who have no money to pay
for services. It just might make a difference for the 6 million people who
die every year from AIDS, malaria, and tuberculosis, as well as the 7 million

children who die from curable infectious diseases.*

Economic Growth

Many economists have argued that participation in the global economy is
positively related to economic growth.*® Whether it occurs through trade
of goods and services or through financial flows, such participation often
stimulates domestic production, increases employment, stimulates growth-
promoting competition, increases tax revenue, increases the flow of foreign
currency, and, as Dollar and Kray point out, reduces poverty in developing
countries.’® In the short run these effects might not occur, and then coun-
tries erect trade barriers, restrict the flow of foreign investment, curtail the
activities of multinational organizations, restrict immigration and emigra-
tion, and limit exposure to foreign cultures by restricting tourism. However,
the long run growth experience in countries such as Hong Kong, Taiwan,
Singapore, and South Korea has reignited the hope that foreign investment
and export-oriented policies are a panacea for LDCs.”” Many of these
countries are hoping trade in tourist and medical services will do the same
for their economies for the reasons discussed below.

International Trade in Health and Tourism Services

Most sales in the tourist and medical sectors are made within domestic
borders. While those sales are significant in size, they do not generate for-
eign currency income. In both sectors, revenue in foreign currency is earned
by cross-border exchange, namely, through international trade. Foreign cur-
rency is precisely the reason these services are traded, as Gupta noted in a
study of Indian health care.’®

What exactly is traded in tourism and medicine in order to bring foreign
currency into local hands?

In the former, foreigners buy transportation, accommodations, restau-
rant meals, and entertainment. They rent cars and tennis rackets, they hire
tour guides and travel agents, they have a massage, and they watch a local
dance performance. According to the World Bank, such services are impor-
tant as visitor expenditure outside their hotels can range from half to nearly
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double of the in-hotel expenditures.*® These services are all considered a
country’s exports.

With respect to health care, GATS defines health services as the follow-
ing: specialized services by doctors, nursing services, physiotherapeutic and
paramedical services, hospital services, ambulance services, residential health
facilities services, and services produced by medical and dental laboratories.*
With respect to movement of consumers, UNCTAD defines patients seek-
ing health care in foreign countries as: those who travel seeking specialized
and surgical treatments using advanced technology not available at home,
those who travel seeking services of prestigious institutions, those who travel
for convalescence, those who travel to avail themselves of specific natural
endowments such as hot springs, those who travel for medical treatment
linked to recreational tourism, those who travel for outpatient medical or
dental treatment that is similar to what they can receive at home, but is less
expensive or not available.!

Trade in health services also includes imports: importing professionals,
technical training abroad, services for building and designing health facili-
ties, and also domestic population going abroad to buy health care.

In putting these pieces together so as to understand medical tourism in
developing countries, it is useful to turn to trade theory. Ricardo’s theory
of comparative advantage states that the patterns of trade are determined
by differing levels of production efficiency across countries. Because of this,
each country should specialize in whichever good it produces most effi-
ciently (i.e., has a comparative advantage in), and in the short run, everyone
will benefit from trade. Each country then must determine its efficiencies
given its endowments and existing technology. Does this mean that devel-
oping countries should open up to trade by importing health care and
exporting something else? The Heckscher Ohlin theory says that a country’s
endowments (such as natural resources, land, capital, and labor) rather than
the relative efficiencies of production, determine its comparative advantage.
So countries with abundant capital should produce and export those goods
that use a lot of capital, and those with abundant labor should produce and
export goods that use a lot of labor. Under these circumstances, what should
developing countries produce and what should they import?

In response, the main point is that factors of production are not fixed
in developing countries (or any country, for that matter). Therefore, while
in the 1960s, the ten destination countries introduced in chapter 1 might
not have had the resources to produce medical tourism, today they do.
Today they have abundant capital, both physical and human. As described
below, these countries have domestic capital and are also open to foreign
capital; they train highly skilled health personnel and, most importantly,
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they retain them. As a result, it is not surprising that they produce and
export medical tourist services.

What about the tourist part of medical tourism? What is the abundant
factor of production in tourism? While nature is certainly important
(including beaches, wildlife, and the native population—also known as the
exotic factor or natural capital), tourism also entails investment in accom-
modations, airports, roads, and restaurants. Diamond’s research clearly
showed that tourism requires capital investment (as well as skilled labor,
namely human capital).? At the same time, however, tourism is a highly
labor-intensive sector in which personal, one-to-one services are sought out
(including those of the chambermaid, waiter, prostitute, and guide). All of
this points out that when it comes to tourism, it is difficult to identify the
principal factors of production.

For some countries, the comparative advantage in the production of
health services aimed at the foreign market and tied to tourism, supple-
ments their long-standing trade in medical capital. They have also been
exporting their medical personnel for decades: some have provided foreign
aid by sending abroad their medical teams (China did this to Asian and
African countries; Cuba did it in Africa and South America). Others have
been sending capital, and making investments to establish hospitals in for-
eign countries.

Direct Foreign Investment

Foreign investment is growing across the globe. Indeed, the proportion of
net financial flows from the private sector in MDCs to the private sector in
LDCs rose from 18 percent in 1980 to 82 percent in 2000.%> Perhaps more
interesting is the fact that its composition has changed. As the importance
of the service sector grows across the world, a shift is occurring in direct
foreign investment: it is moving away from manufacturing and agriculture,
and into services. Naturally, foreign investment responds to profit possibili-
ties that are greatest in the sector with the strongest derived demand.
Profit-secking foreign and multinational firms provide the supply that
the tourist industry seeks by becoming part of the tourist industry, an
enormous umbrella business that includes a multitude of small and not-
so-small subcomponents within the areas of travel, accommodation, food
and beverage, ground transportation, attractions, recreation, and retail.
They also participate in funding the secondary demands of tourism, includ-
ing industries that produce automobiles (for rental cars), cameras and film,
sunscreens and tennis rackets. When visitors consume hotel accommodation,
car rental, air travel, and food, they indirectly induce investment in these
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sectors. They do the same when they consume health services. However, as
discussed in chapter 4, in the medical sector there is less foreign investment
than in nonmedical tourism, as most investment tends to come from
domestic sources.

In turn, foreign investment in the tourist industry enables further
growth of service industries, thus forming a reinforcing cause and effect
cycle. Investment in these services (such as businesses services, telecommu-
nications, hotels, and restaurants) is large, as they are the greatest recipients
of foreign multilateral investment. The World Bank noted that these ser-
vices are exactly the ones that receive the greatest amount of foreign direct

investment,

thus fueling the growth cycle.

As with international trade, foreign investment represents both an inflow
of foreign currency as well as an inflow of investment capital that translates
into tangible facilities, tools, buildings, equipment, and the like. The eco-
nomic activity generated by those objects of investment, as well as their
construction and management, bring additional foreign currency into the

country, further stimulating its economy.

The Accumulation of Physical and Human Capital

Physical capital accumulation occurs when some portion of present income
is saved and invested in order to augment future output and income.
It includes all new investments in land, machinery, and physical equipment.
While investment in these is directly related to output, investment in infra-
structure (such as roads, sanitation, and communications) indirectly facili-
tates economic activity. Since the early 1900s, economists have focused on
the important role of such capital accumulation for economic growth.
Solow’s neoclassical growth model of 1956 claimed that growth depends on
the accumulation of physical capital. The Harrod-Domar model of the
1950s formally linked economic growth to the accumulation of capital, and
subsequent scholarly research has expanded and strengthened this link.%>
According to the original model, the savings rate is crucial since it is posi-
tively related to capital accumulation, which in turn is positively related to
output (indeed, evidence from countries with high savings rates, such as
Japan, show unequivocal benefit from this source of capital). Public savings
and debt compensate for a deficiency of private savings. If private and
public domestic savings are still inadequate for the desired levels of capital
accumulation, then international sources of capital fill the gap (such as
multilateral and bilateral flows of capital).

Within the development literature, whether savings and investment is an
engine of growth in developing countries has been discussed for decades,
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starting with the discussion between Arthur Lewis and Albert Hirshman in
the 1950s.% Lewis contended that savings and investment was crucial for
development while Hirshman said that development was crucial for savings
and investment. Afterwards, questions of diminishing returns to investment
in physical capital were followed by endogenous growth theories claiming
that the accumulation of knowledge could offset diminishing returns.
Whichever comes first, Meier and Rauch state, “Few doubt that investment
in physical and human capital, financed primarily by domestic savings, is
crucial to the process of economic development.”¥ One group of scholars
defined capital as including not just physical capital, but also human capi-
tal. Both Lucas (1988) and Romer (1986) argued that knowledge and
human capital added to growth because they increased productivity, so
societies that invest more in human capital will have more growth.%
Grossman and Helpman argued that growth then follows from investment
in education of future workers and training of existing ones.?’

In the discussion of human capital, two concerns are raised for develop-
ing countries. The first has to do with the production of human capital,
and the second has to do with its retention. Indeed, it is not just a question
of training workers, but also keeping them so that they do not leave and
contribute to another country’s labor force. While the particulars of how
destination countries train and retain their health tourism workers is dis-
cussed in chapter 5, suffice it to say here that in order for a country to
retain its trained workers, it needs to be able to provide them with employ-
ment. Medical tourism is an industry that provides work for both skilled
and unskilled workers. While that is true for nonmedical tourism also, the
proportions are very different, as much of nonmedical tourism occurs in
the informal sector in which jobs are labor intensive and low paying.”

The Multiplier Effect

Trade and foreign investment in medical and nonmedical tourism contri-
bute directly to raising the gross domestic product. They also have a mul-
tiplier effect insofar as they result in forward and backward linkages
throughout the economy. The arrival of a tourist/patient has linkages that
result in industrialization extending well beyond the tourist/health sectors,
as well as rises in employment, incomes, and aggregate demand. These in
turn increase production, employment, and income as the country moves
on a growth trajectory. While sales and output multipliers are relevant,
employment and income multipliers are the most important measure of
tourism’s role in economic growth. They measure the ratio of the initial
increase in tourism expenditure to its final impact on employment or
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income. The higher the multiplier coefficient, the greater the amount of
additional employment or income created by an increase in tourism expen-
diture. In typical LDCs, each dollar spent by tourists creates $2 to $3 of
output in the economy (so the coefficients range between 2 and 3°!).

The UNWTO claims that the tourism multiplier has a large growth
potential for the following reasons.’? First, tourism is consumed where it is
produced, usually in conjunction with other products and services. Second,
since tourism is labor intensive, a broad range of workers receive its income
and, in turn, spend it in the local economy. Third, given tourism’s diversity,
the scope for broad participation is large, leading to development of the
informal sector.

The net effect of tourism multipliers on the macroeconomy may be
lower than expected due to leakages associated with the dependent nature
of tourism.

Medical Tourism and Dependency

Dependency models were popular in the development literature during the
1970s.5 Although many varieties existed, the common denominator was
the unequal nature of the economic relationships between MDCs and
LDCs. Such theories drew on imperialist economic relations, but were
applied to the post-colonial period, especially in countries where economic
independence did not follow political independence. The key concepts were
dominance and dependence, as the summary provided by Dudley Seers
shows: foreign capital and transfer of technology play a negative role in the
receiving region; the internal policies of the receiving region are inconse-
quential in comparison to the power of the international forces so there
must be strong government intervention; there are no benefits in the form
of development (as measured by an improvement in the quality of life) in
the less developed country; the role of international capitalism is great in
generating the expansion of industrial capitalist countries while underdeve-
loping the receiving regions; there is blocked development in the receiving
region.>® In other words, dependency prevents development and industriali-
zation except of a distorted kind. In contrast to those that view the negative
effects of trade among regions of differing levels of development as insig-
nificant, adherents of dependency theories claim that those effects are at the
forefront of all intraregional and extraregional economic relations. They
further claim that the less developed (usually agricultural) regions are at a
disadvantage when exchanging their product with the more developed
(nonagricultural) regions. The key to this analysis is the nature of the
region’s output, namely, the region’s economic base, and the consequent
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dependency on the international markets that develops (with respect to
both the sale of their primary product and the purchase of inputs and
technology for production). Agricultural regions are at a disadvantage
because they face unfavorable terms of trade when they export primary
products. Such terms of trade have repercussions on income, technology,
and development, all of which become characterized by a dependent link
to outside economies.

Most components of dependency theories went out of fashion in the 80s
and 90s, since those decades were characterized by the promotion of market
economies and big capitalism. Yet, at the turn of the new millennium some
dependency concepts have been resurging. Indeed, those who are opposed
to globalization and view it as an American-led method of global exploita-
tion might also recognize some features of dependency.

Tourism has borne the brunt of the contemporary dependency literature.
Britton applied the original dependency theory of the 1970s to tourism,>
while Hall and Tucker edited a volume on the contribution of post-
colonialism to tourism studies.”® The terms “neo-colonialism” and “imperi-
alism” have been used repeatedly in the literature. Both are part of the
discussion below on dependency in tourism that focuses on key issues of

the dependency scholarship.

Tourism-related Dependency in Developing Countries

After the breakup of the Soviet Union, Cuba stayed afloat largely as a result
of its foreign tourists—medical and leisure—who provided $2.1 billion in
2003 (half of the country’s hard currency revenues).”” This did not please
the communist authorities because it highlighted Cuban dependency on
foreign markets. They are not alone in their apprehension. Numerous
scholars as well as LDC leaders believe the tourist industry’s dependency on
the West is dangerous.

The roots of their sentiments lie in the fact that LDCs supply tourist
services purchased mostly by consumers from the MDCs. Thus, economic
activity both directly and indirectly generated by tourism depends on for-
eign demand that is all too often inconsistent and volatile. If tourism plays
an important role in a destination country, then its GDP is dependent on
foreign demand, and a drop in tourist visits translates into a decrease in
national income.

Moreover, investment in the tourist industry often comes from foreign
sources (usually Western), further fostering dependency. According to Jozsef
Borocz, “For destination societies, the high concentration of capital in the
intricately interwoven hotel, airline and tour operator branches may create
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classic situations of foreign trade and direct foreign investment depen-
dency.”® The more dependent the destination countries, the weaker their
bargaining position, and therefore, the greater the preconditions set by
foreign investors. The chief of these is repatriation of profits, as hotel and
restaurant businesses want complete control over their profits. When profits
are repatriated, destination countries experience leakages and negative exter-
nalities that often outweigh the positive effects of multipliers and linkages.
In addition to profit repatriation, other aspects of foreign investment in
tourism also produce leakages, including imported skills, expatriate labor,
imported commodities and services, imported technology and capital
goods, and increased oil imports. Leakages reduce the impact of tourism on
economic development and so raise questions about who the beneficiaries
of tourism really are.

In addition to foreign investment, tour operations are also conducive to
leakages and other negative externalities. Most Western tourists travel
to developing countries as part of a prepaid package that is paid up front,
to Western tour operators. When a holiday is all-inclusive, only a tiny
portion of tourist expenditure reaches the destination country (John Lea
found that only 4050 percent of the tour retail price remains in the host
country; if both airline and hotels are foreign owned, this number drops to
22-25 percent.”).

Such evidence of dependency in LDC tourist industries led some schol-
ars to state that the relations between Western states and developing coun-
tries are fundamentally no different from what they were at the peak of
colonialism. The volatility of demand and the outflow of profits are remi-
niscent of the disadvantages of monocrop economies in which developing
countries exported raw materials and crops despite decreasing terms of
trade. Indeed, to the extent that LDCs have replaced raw materials with
tourism, they are no less dependent on the West than they were previously.
According to Cynthia Enloe, “Tourism is being touted as an alternative to
the one-commodity dependency inherited from colonial rule. Foreign sun-
seekers replace bananas. Hiltons replace sugar mills.”®® By putting all their
development eggs in the tourism basket, are LDC authorities depending on
the West to provide them with an engine of growth?

Plastic Surgery is Not Peanuts

While the tourist industry in many developing countries may indeed foster
dependency relationships, medical tourism is an exception. It does not raise
the dependency concerns that dependency theory so clearly delineates. As
hinted in chapter 1, medical tourism in the countries under study tends to
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be high tech and state of the art; the facilities are sophisticated and clean;
the service is impeccable. Medical tourism is not sold to cruise passengers
on a land package, like handicrafts at a port stall. It is not sold on the world
markets through large Western multinationals that control the entire vertical
production process. It is not a cash crop extracted from the land. Indeed,
none of the five characteristics of dependency theory described by Dudley
Seers are applicable to medical tourism. The foreign capital and technology
that was transferred did not play a negative role on the receiving regions, as
will be argued in chapters 4 and 5. In the case of medical tourism, internal
policies (discussed in chapter 4) are more important than international
forces. While it is too soon to judge what the benefits of medical tourism
will be for development on a national level, there is no doubt that income
is being generated and that there are spillover effects throughout the econ-
omy. Moreover, the role of international capitalism is not large as most
investment in the medical part of medical tourism comes from domestic
sources (this is different for nonmedical tourism such as hotels and rental
car businesses). Lastly, the development of medical tourism does not block
economic development and prevent industrialization. It might be argued
that the development is distorted since it fosters health care for rich foreign-
ers and away from public health, but that is a preventable possibility, entirely
in the hands of the public sector policy (to be discussed in chapter 6).

The above aspects of dependency relate to the big picture and the sweep-
ing effects of foreign capital on third world countries. Honing in on the
markets for the goods produced by those countries will shed further light
on why medical tourism is not like peanuts. The issue of elasticity of
demand, both price and income, is crucial.

Simply put, in the colonial and post-colonial periods, many developing
countries produced cash crops for export while importing manufactured
goods. The terms of trade worked against them because of different elastici-
ties of demand for agricultural and manufactured goods. The global demand
for primary products is characterized by relatively low income elasticity of
demand—in other words, as incomes across the world rise, the demand
for agricultural products will not rise proportionally (people will not buy
significantly more peanuts just because they have more money). Income
elasticity of demand for manufactured goods is high since people will buy
more cars, music systems, and refrigerators as their income rises. With
respect to price elasticity of demand, again there is a difference between
agricultural and industrial goods. Price elasticity for primary products such
as food is low while it is relatively higher for manufactured goods.

Then tourist interest in the developing world exploded. It was rare to
have an abundant factor of production (natural capital) whose demand was
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growing across the world. In other words, tourism has a high income elastic-
ity of demand, as it is a service whose demand is very responsive to increases
in income. For that reason developing countries rushed onto the tourism
bandwagon. Just how lucrative could this new business be? That depended
on the elasticity, so numerous studies of tourism set out to calculate income
elasticity.®! One study found the income elasticity of demand for foreign
travel to be 3.08, implying that when income rises, demand for foreign
travel rises faster. Another study found that, although travel demand is elas-
tic, there is a difference between short distance and long distance travel .2

In addition to income, consumption of tourist services varies with price.
Just how sensitive are tourists to changes in the price of foreign travel? How
much does price have to increase in order for them to forgo their trips? The
answer to these questions lies in the price elasticity of demand: the higher
the elasticity, the more sensitive tourists are to price changes. Elasticity is
dependent on a variety of factors. Among these is the nature of the good in
question: is it a luxury or necessity? Clearly travel is not a necessity,
although, in high-income economies, it undoubtedly appears more fre-
quently in the consumption function. Also relevant is the relative impor-
tance of the product in the individual’s budget: the higher the importance,
the higher the price elasticity (Sinclair and Stabler have shown how the rela-
tive and absolute importance of tourism in people’s expenditure budgets has
risen dramatically®®). The price elasticity also depends on the time available
for travelers to adjust to price changes. Houthakker and Taylor studied U.S.
consumers and found that price elasticity for foreign travel was highly inelas-
tic in the short run (0.14) and became elastic in the long run (1.77).%

Therefore, by specializing in tourism, low-income countries can, in the
words of Sinclair and Stabler, “escape from the low product quality, low
expenditure and low income pattern which generally constrains their deve-
lopment.”® They go on to suggest that growth differences between more
and less developed countries (according to which the former produce goods
with high income elasticity and the latter those with low income elasticity)
often become self perpetuating, and tourism offers a way to break out of
that cycle.

Is that cycle more easily broken when the tourism in question is medical
tourism? The answer is unequivocally yes. Although it has some dependency
issue components, medical tourism enables countries to participate in the
international economy with exports whose demand is growing even faster
than for general tourism. Indeed, the income and price elasticity of demand
for medical tourism are not only different than for peanuts, they are also
different from those of nonmedical tourism. This occurs because higher
incomes translate into increased discretionary income, some of which will
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be used for nonessential health care. The evidence of demand for nonemer-
gency medicine is clear, much of it directed at elective surgery such as
plastic surgery, bunion reduction, knee replacement, Lasik eye surgery, and
porcelain teeth caps (discussed in chapter 3). Traveling to LDCs for these
services and adding a tropical vacation at the end is an increasingly appeal-
ing option for those with rising discretionary income. Therefore, if income
stagnates in the West, income growth in developing countries will continue
to provide a market for global medical tourism.

Foreign patients are also sensitive to price. In fact, the primary reason
why tourists travel to developing countries has to do with price consider-
ations. If those prices rise, demand would undoubtedly fall off as other
considerations (cost of travel, being away from home for medical care, etc.)
come into play. Moreover, there is variety within medical tourism as not all
medical services have the same price elasticity (as health economist Christina
Rennhoff pointed out, people are more price sensitive in the case of dental
work and mental care than, for example, in the case of gastrointestinal
problems®).

Together, income and price elasticity of demand for medical tourism
suggests that the terms of trade in exporting countries will not be as unfa-
vorable as if the export in question were cashews, or, for that matter, non-
medical tourism. The instability of export earnings for both cashews and
leisure tourism is high, given its dependency on factors such as volatile
demand, seasonal changes, and fashion. Those factors are not relevant for
medical tourism. Still, despite its difference from cashew nuts, medical
tourism is nevertheless dependent on international markets, albeit in a
generic way, the way that all export industries are. While scholars have
argued that depending on the export of raw materials is less conducive to
growth than depending on the export of television sets, no one has yet
compared TVs with medical tourism in terms of the growth that is gener-
ated by tourism. In this book, it is argued that for some destination coun-
tries, medical tourism has phenomenal potential, presently even exceeding
manufacturing industries.

Moreover, medical tourism in developing countries might introduce new
forms of dependency. It might result in reverse dependency relationships in
which the West may increasingly depend on developing countries to pro-
vide its medical care and alleviate the pressures on its medical system.®
Indeed, when the debt-ridden British National Health Service sends blood
samples to India for analysis and has the results returned through e-mail,
is this not an indication of dependency?®® A similar reversal in dependency
roles might take place on the micro level, between patient and doctor.
Power relations are different in medicine, and a German patient under the
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scalpel of a Philippine surgeon has little use for racist emotions. Indeed, the
very concepts of servility are reversed when a Western patient is in need of
care and an Eastern doctor can provide that care.

In conclusion, we argue that instead of fostering dependency, medical
tourism empowers countries because it promotes the accumulation of
human and physical capital, and provides the potential for sustained eco-
nomic growth. In the context of a globalized world with interconnected
markets and countries, medical tourism has another effect. Rather than
fostering dependency on more developed countries (and so contributing to
a growing gap between rich and poor countries), medical tourism is likely
to contribute to increasing the gap within developing countries.



CHAPTER 3

Offshore Doctors: The Demand for
Medical Tourism

edical tourism is niche tourism, like ecotourism, religious tour-

ism, and adventure tourism. Robinson and Novelli describe

tourist niches as depending on the existence of a market as well
as an audience for the product.! Such tourism does not draw masses but
rather it appeals to a select number of people whose demand is big enough
to generate sufficient business. Medical tourism, with its component medi-
cal and tourist parts, has both a market and an audience. Unlike ecotourism,
in which a traveler will choose a destination and then seck an ecology focus,
in medical tourism the traveler chooses medical care first, and only then
pairs it with a destination and possibly even a vacation tie-in.> As all
tourism is goal oriented (in the sense that travelers want to see a sight, or
experience a tribal encounter, or touch a historical artifact, or simply party),
so too medical tourism occurs with a specific goal in mind. The traveling
patient aims to purchase a particular service and to achieve a defined health
goal. That patient seeks to maximize utility subject to his income con-
straints. In that calculation, medical services dominate, but nonmedical
services, including the accommodations, restaurant meals, excursions, and
ground transportation, are not insignificant to the total experience.

In his efforts to minimize costs of health care, the patient has become a
tourist. In his efforts to maximize utility, Homo Turisticus has become a
niche seeker. That particular niche calls for a seamless integration between
the medical and the hospitality industries. The result of this integration is
the market for medical tourism, discussed in this chapter.

To understand this market in developing countries, one must examine
both demand and supply. With respect to demand, we must ask: who are
the international patients, where do they come from, and why are they
seeking health care outside of their own home states? What else are they
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hoping to experience in less developed countries? We assume they are ratio-
nal consumers who voluntarily partake in foreign health care, although we
cannot make assumptions about their proximate motivations. There are
push and pull factors that need to be explored, as medical tourism is rarely
just about cost savings. Alternatively we question whether they fell ill while
they were in a developing country (on business or pleasure), or whether
they traveled specifically for medical care. Understanding who medical tour-
ists are, where they come from, and what determines their demand is crucial
for nurturing the industry, guiding its future expansion, and understanding
its potential for growth in developing countries. In other words, under-
standing demand for medical tourism will clarify its possible role as a lead-
ing sector in economic development.

This tourist demand does not exist in isolation and cannot indepen-
dently realize the industry potential. As with any market, the supply of
medical tourism must complement demand since in the absence of either,
there can be no transaction or exchange. Supply, discussed in chapter 4,
complements this chapter insofar as together they cover the entire market.

The Services in Demand

Medical tourists in developing countries consume services in two sectors,
health care and tourism. While overlapping, these sectors are nevertheless
distinct.

Medical Services

The breadth of medical tourism is growing only one step behind providers’
imaginations. Creative services that compete in novelty, quality, and rele-
vance are popping up daily. International patients seek services ranging
from surgery to massage, recuperation to exercise. They purchase modern
diagnostic medicine such as bone density tests as well as traditional healing
such as acupuncture. They seck out Transplant Tourism that involves travel-
ing to countries for the purposes of obtaining an organ. Pregnancy Tourism
also takes place, as when women travel to give birth where their child can
receive a coveted citizenship (such as the United States or Ireland).
Orthodontal or Toothache Tourism happens for dental work, while Fasting
Tourism is popular among the obese, and Science Tourism among the sci-
entists.” Detox tourism occurs when patients from Islamic countries have
alcohol related problems: They seek to cure incognito.* There is even
Suicide Tourism, namely traveling to countries where liberal policies on
euthanasia allow an ailing patient to choose their time of death.’



Offshore Doctors e 43

In their study of health and tourism, Goodrich and Goodrich define
health-care tourism as “the attempt on the part of a tourist facility or des-
tination to attract tourists by deliberately promoting its health-care services
and facilities, in addition to its regular tourism amenities.”® They studied
some 24 mostly more developed countries and did not include complex
medical procedures. So too Hunter-Jones, in her study of the role of holi-
days in managing cancer, distinguished between health tourism, spa tourism,
health-care tourism, and wellness tourism, but did not include invasive,
complex procedures.” Henderson expanded the health care alternatives as
per the following typology. She divided health-care tourism into three cate-
gories: spas and alternative therapies (massage, yoga, beauty care, etc.), cos-
metic surgery (and other nonessential medical procedures), and medical
tourism (such as health screening, heart surgeries, joint replacements, cancer
treatment).® In this study, the classification of services is different from
Henderson’s insofar as it gives prominence to diagnostic services. This
broadening is warranted given the reality of the mid-2000s consumer
demand. Also, Henderson’s cosmetic surgery and medical tourism categories
are spliced in this study. This is necessary to reflect the fact that, while in
the 1980s plastic surgery was the principal surgery sought abroad, in the
twenty-first century it no longer dominates the market. Finally, in this study
the preferred umbrella term for the entire industry is medical tourism rather
than Henderson’s health-care tourism. This reflects the growing encroach-
ment of medicine even in spa and wellness services, an encroachment that
might be perceived as a marketing tool, a trend, or even an egregious misuse
of terms in order to lend credibility to a service. Whether justified or not,
the use of the word medical is real and this study responds to that reality.

Medical tourism services are studied below in the following categories:
invasive, diagnostic, and lifestyle. There is no evidence of services sold to
foreigners that are outside these categories as not all medical services are
tradable (for example, Canadians do not travel to South Africa for the treat-
ment of mental illnesses such as bipolar disorder). Moreover, some services
must be consumed close to home, such as those demanded by patients
physically unable to travel, or when emergency care is needed following an
accident.

Invasive procedures refer to those that are performed by specialists for
people with noncommunicable diseases. The most popular invasive proce-
dure continues to be dental work. Its popularity is due, in large part, to the
fact that treatment is fast and recovery even faster, allowing the inter-
national patient time and energy for an exotic vacation. Also relevant in
dental care is that the costs are rarely covered by the patient’s insurance
(some dental work may be covered, although it is limited to a number
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of visits or procedures per year). Plastic surgery is also a popular invasive
category of procedures, as those also are not covered by insurance.
Increasingly, the invasive procedures performed in developing countries
have spread out to include delicate eye surgery, cancer treatment, and joint
replacements. Invasive procedures are high tech and rely on state of the art
machinery.

The diagnostic sector in developing countries is booming as people travel
for blood screening, bone density testing, heart stress tests, lipid analysis,
and electrocardiograms. Countries providing these tests must have capabili-
ties as high tech and up to date as the most advanced sites if they are to
compete in the global markets. International patients, especially those from
the West, do not trust health screenings on outdated technology. After their
diagnosis, some patients choose to remain for treatment while others return
home with their results to consult with their familiar physician. Increasingly,
preventive health screenings are done while on vacation.

Services included in lifestyle medical tourism cover a broad range. They
focus on wellness, nutrition, stress reduction, weight loss, antiaging, and
quite simply, pampering. Lifestyle medicine often combines traditional
techniques (such as yoga), with state-of-the-art technology (such as exercise
machines). Among the traditional health services, the following are the
most important: ayurveda (in India), yoga (in India and Thailand), and
acupuncture (in Malaysia, Thailand, and the Philippines). They have
become extremely popular in the West and people travel to their countries
of origin in search of original methods.

Lifestyle medicine in developing countries tends to be supplied by clinics,
hotels, and spas. In their efforts to lure customers, health-focused hotels and
spas have expanded their range of services. Given the demand for facilities
that offer life-enhancing, stress-reducing, and skin-improving techniques,
Misty Johanson shows how the resort industry has changed to focus on
wellness tourism as a more “holistic approach to physical conditioning,
essentially redirecting marketing and development efforts on spa amenities
that center on mind, body and being.” Spas are offering a comprehensive
program that is based on extensive doctor interaction. At a time of managed
care, when doctor-patient interaction in the United States has become
shorter and shorter, having the undivided attention of a physician for an
extended period of time is in demand. As a result, several spas have extended
services to include preventive medicine such as sleep psychology, vitamins
and supplements, physical therapy, and holistic healing.!® All of this points
out that lifestyle medicine is undergoing rapid change such that some sup-
pliers are, as Ross noted, “making hospitals more like spas and spas more
like hospitals. Such facilities integrate alternative medical therapies with
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conventional western medicine. They perform operations and otherwise
treat and rehabilitate people who are sick or injured, but they do so in a
more congenial, resort-like atmosphere.”!!

Included in lifestyle medicine is travel for the sake of recuperation. These
tend to be trips close to home and visits to friends and family who can
provide assistance and peace of mind to convalescing patients. Under stress-
free and relaxing conditions, it is believed that bodies are more likely to
heal. A study by Hunter-Jones focused on cancer patients who found that

post-treatment holidays eased their symptoms of depression, fatigue, and
lack of self-confidence.!?

Tourist Services

In the aftermath of their invasive or diagnostic procedures, patients and
their families seek out tourist attractions, friendly locals, low cost of living,
exotic experiences, and some tangible souvenirs to take home. They become
tourists. What can they hope to find in the countries under study?

Several decades ago, when exotic-locale tourism first took off, the attrac-
tion was the three Ss: sun, sand, and sex. Most tourist resorts were on
beaches with clean water and pristine sand. Resorts catered to Western
tastes, and activities such as parasailing and scuba diving were available.
To the extent that tourists wanted to venture off the resort, they explored
ancient sites and museums. Those otherwise inclined visited theme parks,
religious sites for the devout, and nature preserves. Ecotourism has been
growing in importance, as the three Ss are being replaced by the three Ts:
traveling, trekking, trucking.!?

Such active side trips are likely to appeal to families of prospective
patients. The patients themselves might be more or less inclined towards
relaxation and quiet recuperation, depending on the nature of their medical
treatment. The more invasive the procedure, the less interested they are in
tourism. Nevertheless, there is enough evidence of the splicing of tourist and
medical services that the three Ss of LDC tourism have now been replaced
by four Ss: sun, sea, sand, and surgery.14 In the case of India, it has even

been said that, “courism and medicine have become synonymous.”*®

Who Are Medical Tourists?

International patients differ with respect to their countries of origin, the
kind of medical services they seek, as well as the proximate motivation for
seeking the care. It is useful, therefore, to distinguish between people who
buy LDC medical care because they happened to be in the country at the
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time they became ill, and those who embarked on the trip especially to
consume specific services.

Incidental Medical Tourists

Some eight percent of travelers to developing countries require medical care
while on their trip (or immediately after).!® Usually it is for the treatment
of diarrhea, although for travelers to Africa, the primary reason is malaria.
These are not illnesses tourists plan for, and therefore, their treatment is
also unplanned. To the extent that these patients made use of LDC health
facilities, that was not the primary goal of their trip so they are not, strictly
speaking, medical tourists who have traveled with the purpose of improving
their health. They are nevertheless included in this study because they
demand the same services as other foreign patients. While there are no dis-
aggregated statistics on the numbers of such incidental medical tourists in
the countries under study, some sporadic evidence is available: for example,
of the tourists and businessmen who traveled to Thailand in 1977, five
million got sick and one half of those received medical care.!”

Foreigners who require incidental medical care in developing countries
can be divided into two categories according to the duration of their visit.
Long-term stayers include students pursing training or degree courses that
require residence of several months or years. Cuba, South Africa, and India
attract students from neighboring countries where the educational system is
inferior and/or costlier. In the course of their studies, these students are likely
to have medical problems that are resolved by the local health-care system.

Another group of long-term stayers are foreign workers. They are
migrants or expatriates working in multinational or national enterprises
(in countries such as Chile, many expatriates came with the spread of mul-
tinationals in the 1980s and 1990s'®). Like students, given the duration of
their stay, it is expected that they will use the health-care system.

Retirees from more developed countries sometimes move to less devel-
oped (and warmer) countries where their pensions go further and they can
more comfortably live out their old age. For this reason, Americans are
drawn to Mexico and Costa Rica. Japanese retirees are known to spend
entire winters in beach resorts across Asia where their expenses are lower
than at home (this phenomenon is called long-stay tourism, a growing
niche).’ Given their age and the duration of their stay, these retirees are
likely to become ill and use local medical services.

Foreign residents of LDCs are unlikely to use the national public health
system. Instead, they will use private sector services that medical tourists or
wealthy citizens use.
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The second category of incidental medical tourists consists of ordinary
tourists who travel for a short period of time to enjoy beaches, jungles, and
historical sites. Globally, such tourists made 700 million international trips
in 2000, up from 25 million in 1950.%° It is no surprise that some of them
got sick while on their trip. They did not plan to buy health-care services,
but they were forced to do so. These are usually emergency care services,
since routine care or minor health concerns will be shelved until a traveler’s
return home. The chances of healthy people becoming ill while traveling is
higher than if they stayed at home, given freely floating respiratory illnesses
in airplane cabins as well as exposure to digestive and other illnesses that
may not exist in one’s home environment. Moreover, some types of tourist
activities are more likely to result in accidents that require care (for example,
mountain climbing, skiing, scuba diving, or hurricane chasing?!).

Given that international travel is expected to rise in the future (the
UNWTO predicts 935 million people will travel in 2010, nearly double
the 500 million people who traveled abroad in 1993?%), incidental medical
tourism is also expected to rise.

In addition to short stay tourists who fall ill, business travelers also
unexpectedly partake of medical services. Their chances of getting sick are
higher than those of tourists since, in addition to the usual illnesses associ-
ated with travel, they are also likely to feel stress while traveling, forget to
take their medicine, eat food that does not agree with them (and in large
quantities), and skip their regular exercise. Both individual businessmen and
their employers have recognized this reality and are responding. With
respect to the former, there is a growing trend for business travelers, espe-
cially those from the West, to partake in wellness and exercise services in
their hotel. In a study of trends in business travel, Johansen notes that
hotels have revitalized their spas to offer guests health and wellness services
in response to demand. Many business travelers are too busy to have basic
health tests performed at home so some hotels have come to the rescue.??
When meetings are completed, business tourists can have cholesterol screen-
ings, stress tests, risk assessments, and exercise consultations. Lifestyle spe-
cialists are on call for them. Employers are also responding to incidental
sicknesses of their workers by offering broader and deeper health insurance
plans. Out of necessity, these plans must offer maximum flexibility with
respect to location of treatment.?* Also, employers are signing up with
emergency companies that fly people out of the zone where they cannot get
health care. International SOS is one such American firm that had 11,000
rescue missions in 2004.%

At the time of writing, a new form of medical care for incidental illnesses
while traveling has become available: health care on airplanes. Emirates
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Airlines, soon to be followed by Virgin Atlantic, has installed a medical
program that takes passengers’ vital signs and relays them back to a hospital
for diagnosis.?® It enables passengers to have their blood pressure measured,
as well as pulse, temperature, blood-oxygen levels, and carbon dioxide.
While the intent is to diagnose health problems that arise on long-haul
flights, the technology is in place for the consumption of nonacute medical
services.

Medical Tourists Seeking Medical Tourism

Medical tourists who seek treatment in developing countries are a hetero-
geneous group. They are male and female, they are old and young, and they
represent varied races. They hail from countries at different levels of develop-
ment and with different political systems. Such characteristics of international
patients are largely irrelevant for the development of medical tourism. There
is one characteristic of patients that lends itself for a useful classification:
income. A binary division into rich and poor patients enables us to link,
albeit roughly, consumption of medical services to personal resources under
the assumption that, at the extreme, the rich and the poor consume different
health care. There is no clear demarcation marking the boundary between
rich and poor, and the boundaries between the services consumed by each
are fuzzy at best. Still, one might say that the rich international patients
demand high-tech services accompanied by an exotic vacation (luxury medi-
cine), while the poor international patients tend to just barely cross the bor-
der to use another country’s medical services (border medicine). This simple
difference enables us to distinguish between luxury medicine and border
medicine (see table 3.1). In theory, both offer invasive, diagnostic, and life-
style services. In reality, however, border medicine tends not to be lifestyle
oriented, and to the extent that it is invasive, the procedures are rarely elec-
tive. Both rich and poor foreigners are consumers of traditional medicine,
although its packaging differs according to the budget it caters to.

Poor medical tourists do not consume the high-tech medical services but
rather purchase basic services through the public health system. They use

Table 3.1 Medical tourism by patient income

Rich patients Poor patients
From MDCs Elective invasive, Diagnostic, Low-tech invasive, Diagnostic,
Lifestyle Border medical care
From LDCs Elective invasive, Diagnostic, Border medical care

Lifestyle
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the closest facilities, immediately across the border from their homes. They
also do not vacation before or after their medical treatment. Their demand
is for nonelective medical care, as they have neither the time nor the incli-
nation for elective or lifestyle medicine. While all countries under study
have border medicine, Thailand’s border regions are inundated by poor
patients from neighboring countries.?” Chile also has ample border medical
tourism and is bracing for more when the international highway connecting
northern Argentina, eastern Bolivia, and western Brazil is completed.

Two clarifications are in order. First, while border medicine tends to
attract the poor in neighboring countries, this does not imply that the rich
in those neighboring countries do not travel to the same destination for
medical care. To the contrary, there is evidence of luxury medical travel
from neighbors of all the countries under study. Indeed, India receives
patients from the Gulf States as well as nearby Bangladesh, Mauritius,
Nepal, and Sri Lanka. Chile and Argentina both provide medical services
to neighboring residents, as their medical systems are more sophisticated
and modern. Most of the demand for first-rate medical centers in Chile
comes from upper income and upper-middle income patients from Bolivia
and Peru, and to a lesser extent, from Ecuador.?® However, the wealt