
Health Economics 3
Competition in Health Care

Evaluation of Health & Life



Trends in Health Organization

 Health services were historically established as private, charitable, religious,
or governmental public services. In recent years, even in countries in which
government finances the services, a market-oriented approach has evolved,
giving the consumer choice to utilize competing health services.

 In the United States, managed care health plans receive insurance payments
per capita and select hospitals, physicians, or other services on a
competitive basis.

 In some other countries clients select health plans or sick funds that are
afterwards responsible for all care and costs, seeking competitive benefits
from providers such as hospitals or medical practitioners.



Trends in Health Organization

 Downsize the hospital sector

 Develop alternatives to hospitalization

 Develop primary health care

 Linkage between insurance and service

 Linkage between services — vertical and lateral integration

 Define basket of services

 Generic drugs

 Clinical guidelines

 Technology assessment

• Home care
• Ambulatory medical and

surgical care
• Palliative care



Necessity & controversy

 Health care organizations, whether hospitals or primary care services, must
provide quality service to the community in order to meet their mission and
to survive as institutions (standards have increased).

 The patient or consumer is, in principle, at the center of the process.
However, market analysis is essential regarding health care program costs,
contents, level of satisfaction of individuals and the community, as well as
health care providers’ (individual or institutional) satisfaction and
performance indicators.

 Since 2000, many countries have tried to introduce free market ideas of
competition into their health systems to move away from state-run health
systems.

 Introduction of free market mechanisms in a national health program
compromises universal entitlement to health care, creating different levels of
services for those who can afford to pay and those who cannot. A two-level
system introduces greater degrees of inequity between urban middle class
and the urban and rural poor.



Necessity & controversy

 To fulfill the potential of health systems, it is important to continue to
seek savings and better value for the high investment in health.

 This requires creating more efficient and effective health promotion,
health care, and insurance systems with universality and equity as
major goals (but in an efficient way).

 Strategies with the potential to achieve savings, slow growth in
spending, and improve health system performance include:



Strategies for better spending

 1. Increased public information and greater competition between health care
organizations;

 2. State mandated universal health coverage, access, affordability, and equity;

 3. Reduction of insurance administrative overhead;

 4. Financial incentives to promote efficient and effective care;

 5. Expanded efforts in health promotion and training in public health;

 6. Patient- and risk group-centered primary care;

 7. Health information technology; and

 8. Categorical grants to improve equity in health.



ELASTICITIES OF DEMAND

 Classically, elasticity of demand means that demand is related to price of a
product.

 Demand may increase more rapidly than the fall in price (elastic), or may
not change even if the price falls (inelastic), or may fall in direct relation to
price change (unitary).

 But demand in health care is influenced by many other factors
determined by the consumer, the provider, the supply, the location of
services, and the knowledge and motivation of the consumer.

 Cost to the consumer is a factor in choosing to purchase goods or seek
services. If the price goes up, then demand will decline, or vice versa. In
other words, demand is not an absolute but can be affected by supply,
price, and type of payment required for the service



ELASTICITIES OF DEMAND

 Classical market mechanisms fail in health care because there are so many intervening
factors, including the high degree of information asymmetry between provider and the
consumer, the role of third-party payers such as national or private health insurance,
and regulatory roles of government.

 Universal access through national systems of coverage are also not enough guarantee of
equity, as access is often unequal and because the consumer may not be sufficiently
informed of the potential benefit of care or prevention before making his choice.

 Cost containment can be addressed using many “market” factors in health care, such as
the supply of facilities that affect demand; reducing costs of a specific vaccine, drug, or
surgical procedure; and method of payment for doctors and hospital services.

 All of these affect the economics of health. However, where consumers have no choice
of service provider, there is risk of exploitation by providers and consumers alike.



ELASTICITIES OF DEMAND

 In classic market economic theory, the individual is seen as the best judge of
his/her own needs and decides what to buy (consumer sovereignty).

 It assumes that consumers purchase services or a health plan based on
factors such as cost and quality, as one would do when purchasing a
refrigerator. Individual decisions are made on the basis of personal
perception, information, priorities, and resources.

 Proponents of the market approach in health care suggest that it provides
the consumer with more control and choice, and indirectly raises the
competition for consumer demand and the quality of services while
lowering costs.

 Opponents to this view claim that this market approach fails in medical care
because the issue is more complex than purchaser and provider.



Issues of Market Mechanism

 The market mechanism in health care is as much determined by supply, access, and
method of payment as by consumer choice.

 Supply of services creates demand, as does prepayment. Consumers rely on their
doctors to advise them; this is known as “the agency relationship.”

 Physicians make or recommend decisions for their patients on the basis of both
patient needs and the supply of services.

 Payment for services by a third party, such as an insurance plan or the government,
where the consumer may provide little or no direct payment, can lead to the provision
of unneeded services, particularly if the doctor has incentives of the fee-for-service
payment system.



Issues of Market Mechanism

 Someone may want to purchase additional or different services according to
their wishes for expected benefits (marginal utility), such as reduced waiting
time for an elective surgical procedure.

 The marginal cost is the cost of an extra unit of the commodity used. In classic
eco- nomic theory, the consumer decides to purchase a service when the
marginal utility is equal to or greater than the marginal cost; that is, the added
benefit is worth the additional cost. This free market approach in health care
may result in under provision of vital preventive health services, especially to
the population in greatest need.



Issues of Market Mechanism

 If medical care services operated in a free market, then consumers
would not necessarily take into account benefits to persons other
than themselves (externalities).

 (EX), if vaccines are available purely on a free market basis, many
persons would not purchase the vaccinations, due to lack of
resources or lack of awareness of the importance of the preventive
measure. This would increase the risk to the population at large by
reducing herd immunity.

 Externalities should be taken into account in public policy
decisions, valuing the benefits to society as a whole.



Issues of Market Mechanism

 Where there are many providers, they will compete with each other in
principle by offering services at lower prices in order to attract clients.

 However, this rarely occurs in medical services where fees or salaries are set
by collective bargaining. In terms of hospital and insurance services, the
existence of monopolies (ex, only one provider) or oligopolies (ex., too few
providers) prevents price competition and often results in collusion to fix
prices.

 A monopsony is a situation when there is only one purchaser, so that the
provider may be subjected to pressures to lower prices or meet additional
demands of the buyer, such as a managed care organization purchasing
hospital services.



Issues of Market Mechanism

 In a highly privatized system of health care, such as that in the United States up to
2008, demand for care is rationed through fees, co-payment by the consumer, or by
limitations set by the indemnity insurance plan and lack of insurance benefits for
many.

 Indemnity insurance plans require co-payments and deductibles, so that the
insured person has to take additional insurance to cover expenditures or pay part of
the charges. Medicare beneficiaries in the United States have two alternatives: to
pay part of their health care expenditures and have a greater variety of service
providers to choose from, or to join a managed care option which covers their
service costs, but with a restricted list of physicians. Therefore, the beneficiary must
choose between extra payments versus limited choice of service providers.



Issues of Market Mechanism

 In a public system of health care, demand is rationed through limitations on supply of
services by a requirement that the patient wishing to see a specialist be referred by a
general practitioner who plays the role of a “gatekeeper,” so that the consumer’s choice
is limited to the options decided by the general practitioner.

 This has been adopted by many health systems, including managed care plans in the
United States. This is a controversial limitation on the consumer, who may wish to
consult other specialists, but it may be essential to avoid frivolous “shopping” for care
that drives up the cost of health care.



Sharing the Risk

 Insurance for health care means sharing the risk and paying from your place of
employment to protect yourself against the costs of illness which are
unpredictable. The insuring body, whether public or private, can predict needs
based on population data. When governments provide an insurance system, they
seek to share the risks among the total population, and not only the highest risk
groups such as the elderly and the poor, as is done in the United States, where the
government has taken responsibility for these groups, leaving the general public to
arrange insurance privately or through collective bargaining at their work-place,
who are generally a healthier age group and lower risk population group. Where
the government insures the highest risk groups it is a form of adverse selection of
the highest risk population groups. Yet other risk groups are left without coverage
or basic information on health insurance.



Sharing the Risk

 Sharing risk is the basis of insurance, but those left outside of insurance protection
or with inadequate coverage are at risk for major economic loss due to illness. Those
with insurance may also seek extra coverage or co-insurance to protect themselves
against costs of uninsured health needs, such as drugs or dental care.

 Often those with the greatest need are those least able to get the desired or
required services. Persons who have no source of income cannot be consumers or
make decisions to purchase health services on the free market. Rather, they are
dependent on free charitable services.

 This problem may be addressed by a number of economic alternatives, such as
providing low-income individuals with free health insurance under Medicaid or with
vouchers to purchase services.



Coclusion about Market

 Decisions or actions of patients are influenced not only by cost and access, but also by
knowledge and attitudes toward care. A person unaware of modern birth control, or
living in a society that discourages or limits its use on religious or political grounds, is
not able to make an informed decision about its use.

 Market mechanisms in health work in different ways in different health systems.

 Even where care is a free service and it is seen as a right for everyone, there are
financial and human resource limitations in the supply of services.

 Market mechanisms have a major role in the reform of many health systems by giving
consumers the choice of provider, even if this means choice of health care plan such
as with managed care systems.

 Financial incentives are used to promote quality care, such as immunization or
preventive procedures such as Pap smears, or disincentives to reduce unnecessary or
wasteful services, as in the limitation of hospital bed supply.



MEASURING COSTS

 Costs in health can be analyzed in various ways.

 Direct costs of services are those paid by the patient or by the insurer or sick
fund on behalf of the patient, including costs of the hospital or other provider.

 Indirect costs of an illness to the patient, his family, and society, include loss of
income due to time off work or lowered productivity as expressed in work or
school absence, and poor quality of product or learning capacity.



COSTS

 Opportunity cost refers to the resources used that could have been applied to
other uses. Hospital land and building costs, for example, could be allocated for
other purposes, such as primary health care facilities or facilities outside the
health sector such as after-school programs for children. Increasing the proportion
of the GNP spent on health care may limit society’s ability to spend money on
education and other important social programs.

 Social costs include indirect expenditures for health and illness such as the total
value of lost production and costs of social support for a person whose health and
work capacity have been impaired by illness.

 Private costs include out-of-pocket expenditures that an individual makes to
purchase health care plus related expenses such as payments for health insurance,
loss of wages, purchase of pharmaceuticals, and co-payments for health services.



ECONOMIC MEASURES OF HEALTH STATUS

 Economic analysis assesses not only input, as in costs and resources, but also
output, as in extension of years of life and reduction of disability, morbidity, and
mortality.

 Greater functional levels that improve the quality and quantity of life are output
measures of health care.

 This should be part of an economic evaluation of the use of national or personal
resources.



DALY/ QUALY

 Disability-adjusted life years (DALYs) and quality-adjusted life years (QALYs) are
measures of the total burden of disease as a guide to population health status (both
of death and disability).

 DALYs are calculated as the present value in years of disability-free life that might be
lost as a result of premature death and disability occurring due to a disease in a
particular year.

 QALYs measure life expectancy adjusted by changes in quality of life measured by
assessing two or more aspects of health, such as pain, disability, mood, or capacity to
perform self-care or socially useful activities such as paid employment or housework.

 DALYs and QALYs are constructed by using expert evaluation to estimate the degree
of impairment (normal, impaired, or incapacitated) from specific diseases. These
include impairments such as loss of ability to communicate; sleep disturbance; pain;
depression; and sexual, eating, and mobility dysfunctions



 The value of the health status of an individual can be expressed in numerical
values for comparisons. The values of the total scores are then added together
and the overall score calculated out of a maximum value for comparison.

 This allows a measure of health status and may be used for the purpose of
comparing the effectiveness of alternative interventions.

 This is subjective depending on the perception of the assessor, and inter observer
variability may be high.

 While such measures do not include all factors which may contribute to
development of a disease, they contribute to using the economic impact of
disease as part of health planning by pooling mortality and economic indicators.



DALY/ QUALY

 DALYs and QALYs are useful economic measures to provide a common basis
for comparison of different cases, settings, and time changes by using
mortality, disability, and quality of life as measures.

 They are used as proxy health status indicators to analyze different
approaches to health policy, to justify specific interventions, and determine
priorities.

 The World Bank, WHO, and other organizations are examining alternative
indicators to link health and its underlying determinants of the total burden
of disease and disability, and to refine the process of establishing priorities
for research and decision making for interventions.



 Gains in life expectancy from preventive or curative medical interventions may be
measured from published data sources.

 (EX) The gain in life expectancy calculated for a patient who survived cardiac arrest
by placement of an implantable pacemaker is calculated as 36–46 months or who
had bone marrow transplantation for recurrence of non-Hodgkin’s lymphoma is
calculated at 72 months.

 For preventive measures, the average gains for the total population appear smaller.
(EX) Cervical cancer screening, for example, increases the life expectancy of all
women by 3 months, but for a woman whose cancer of the cervix was detected
early, the gain is an average of 25 years.

 This methodology relies on published studies, and can be of great value in
comparison and analysis of alternative strategies and health care priorities.



COST-EFFECTIVENESS ANALYSIS

 Cost-effectiveness analysis (CEA) in health care is the net gain in health or in reducing
the burden of disease from a specific intervention in relation to its cost. It is used to
determine the least expensive way of achieving the goal, by comparing alternative
methods of intervention in order to make a choice.

 The most cost-effective method is the one that achieves the same goal using the
fewest resources. A low cost per DALY gained indicates a high degree of cost-
effectiveness, and therefore an intervention that should be of high priority, given
limited resources.

 Alternative methods of treatment may also be compared, such as use of medication
compared to surgery, day surgery as compared to inpatient care, or treatment in the
community as compared to hospital inpatient care.



COST-EFFECTIVENESS ANALYSIS

 (EX) expanded programs of immunization are the most cost-effective services for
developing countries where vaccine-preventable diseases are the major causes of
loss of DALYs for the population.

 (EX) Other cost-effective programs include preventing iodine and vitamin A deficiency
and treating intestinal worms, even though these are relatively lower causes of lost
DALYs.

 (EX) The Disease Control Priorities Project (2006) examined 25 priority health
conditions in low- and middle-income countries, assessing their public health
significance and the cost-effectiveness of various clinical and public health
interventions. Such analyses help to construct a basket of essential services on the
basis of comparative cost- effectiveness. Highly cost-effective interventions include
vitamin A supplementation, measles control, and directly observed chemotherapy for
TB. A high-cost but highly effective intervention is chemotherapy for leukemia in
children under age 15. This intervention is justified as benefits are high. The same
chemotherapy in a 75-year-old would present a low DALY value.



COST-EFFECTIVENESS ANALYSIS

 CEA studies examine issues such as day surgery versus inpatient surgery, operations
versus medications (e.g., for peptic ulcers and coronary heart disease), public versus
individual dental prevention (e.g., fluoride versus dental hygienist care), and
community versus institutional care.

 (EX) A comparison of life years gained for patients with end-stage renal disease in the
United States found that renal transplantation was less expensive ($3600 per year of
life gained) compared to home dialysis ($4200 per life year gained) and hospital
dialysis ($116000 per life year gained). Moreover, transplantation provides a higher
quality of life. This was perhaps the first example of “cost– utility” analysis, where life
years gained were weighted according to quality of life. This can be expressed as the
cost-effectiveness per QALY.

 Policy decisions based on such findings are constrained by difficulty in obtaining
sufficient donor kidneys and lack of personnel and facilities suitable to carry out
transplantation effectively.



COST-EFFECTIVENESS ANALYSIS

 Surgical removal of the gallbladder and even cancers of the colon are now done with
endoscopy instead of the traditional abdominal cholecystectomy. Endoscopy is less
traumatic with faster recovery, so the patient is discharged from the hospital on the
next day and returns to work within a day or two, while the patient with abdominal
cholecystectomy requires a much longer hospital stay and recuperation at home
before returning to work.

 The newer procedure is easier on the patient and safer. Cost–effectiveness analysis
must take into account not only the medical and hospital costs, but also the social
costs of lost work time for the patient and caregivers.

 (EX) Computed tomography (CT) scanning, once considered costly and for special use,
has become a valuable part of investigation of many conditions and is used
frequently, often in place of costly, dangerous, and less effective procedures
previously used to investigate many conditions.



COST-EFFECTIVENESS ANALYSIS

 Care of the infirm elderly, up to a certain level of disability, in a private home with
outside help, including meal preparation and delivery, nursing, physiotherapy, and social
worker visits, is less costly than care of the same patient in an institution. Home care
promotes earlier hospital discharge and recuperation at home.

 These assessments must take into account social costs and transfer of costs of services
provided in an institution, such as food, laundry, heating, and electricity to the patient’s
family.

 Home settings promote improved recovery, avoidance of hospital infections, and a
general feeling of well-being of the patient. For persons with severe illness or many
disabilities, requiring a higher degree of nursing and/or medical care, institutions are
more cost-effective than home care.



COST-EFFECTIVENESS ANALYSIS

 Respite care sometimes provides support for a family in caring for a patient with
multiple disabilities, delaying more costly institutional care.

 Research comparing treatment of psychiatric patients in a large mental hospital,
in the psychiatric ward of a general hospital, and in a day treatment center shows
day treatment center care to be least costly, but some measure of the severity of
illness and need of care has to be added to this assessment.

 Planning mental health services and facilities with reduced hospitalization
requires adequate resources for mental health care in the community in order to
prevent chronic mental patients from becoming part of the homeless population
as has happened in many large cities.



COST-EFFECTIVENESS ANALYSIS

 Sometimes the least costly method is the least effective. For example, a study showed
that prevention of pregnancy by the withdrawal method is least costly but is far less
effective than use of the birth control pill. Abortion as a method of birth control may be
less costly than use of the pill, but, in addition to the ethical issues, it produces
complications and contributes to excess morbidity and mortality in subsequent
pregnancies, both for the mother and the newborn.

 Cost-effectiveness analysis takes into account both the cost and effectiveness of
interventions, as a measure of value for cost, but does not answer the question of
whether or when the intervention should be done. Management of health systems is
part of the New Public Health. It reflects the priorities and capacity development of a
broad spectrum from health promotion through prevention to institutional care.



COST-BENEFIT ANALYSIS

 Cost-benefit analysis (CBA) compares the expense of a specific program to its
expected monetary yield or savings.

 Costs include direct expenditures as well as the indirect costs of loss of productivity
and loss of contribution to society.

 Direct benefits include prevention of premature loss of life through reductions in
morbidity and mortality and the associated savings in medical care costs, such as
hospitalization, doctors’ services and drugs used, and the attachment of economic
value to this.

 Indirect benefits include savings to the patient’s family in terms of expenditures to
visit the patient (transportation costs) or time away from work to look after a sick
child or relative. Other indirect benefits also accrue to society, in terms of savings in
reduction of lost work time by the patient or his or her family during an illness.



 The assessment of costs and benefits involves three stages: enumeration, measurement,
and explicit valuation.

 Assessing a particular treatment, or enumeration, requires measurement of change in
health status, in the cost of use of resources, as well as in the patients’ productive output.

 Economic appraisal depends on determination of the many factors needed in managing a
public health problem and its expected outcomes. Explicit valuation, or estimation of the
cost of a variable, is based on determination of the economic value of these factors.

 Many factors need to be taken into account and simplified; consequently, the estimations
of the costs are approximations rather than exact figures.

COST-BENEFIT ANALYSIS



COST-BENEFIT ANALYSIS

 The benefit-to-cost ratio, if viewed solely from the point of view of the health
sector, was lower. Such a result might prevent the health system from adopting a
beneficial program if the benefit-to-cost study is too narrowly applied.

 The decision to adopt a specific program may include a CBA but is often made on
other grounds, including public and professional opinion as well as political
factors.

 A CBA can give a prioritized ranking to alternative interventions, and thereby
help in the decision-making process. Ranking according to the relative costs and
benefits can help a health ministry to choose among putting resources into a
high-technology hospital, home care, expansion of an immunization program, or
investment in primary care services.



 Both CBA and CEA include initial as well as ongoing costs, but they must take into
account that the future value of money will be less than the present value,
referred to as discounting.

 The costs as well as benefits to be derived from the project must be calculated as
they accrue, so that a portion of the effect is observed the next year, and a
portion the following year.

 The cumulative discounted value is called the net present value (NPV). Cost-
benefit analysis is commonly used. In recent years, the gold standard for
assessing the feasibility and the ranking of potential interventions has been the
cost per QALY. The costs and QALYs lost under a null scenario, where no
intervention is provided, are used as a baseline.

COST-BENEFIT ANALYSIS



COST-BENEFIT ANALYSIS

 Second, a calculation is made as to the costs and QALY losses associated with the
current scenario of pro- vision (e.g., Pap smears once every 5 years). This will
enable the average cost-effectiveness ratio (ACER) in terms of costs per QALY to
be calculated (from the differences in costs and QALYs between the current and
null scenarios).

 Finally, a calculation will be made as to the costs and QALY losses associated with
the various proposed scenarios (e.g., Pap smears annually and human
papillomavirus vaccination).

 This allows for calculation of the incremental cost-effectiveness ratio (ICER) in
terms of costs per QALY comparing the costs and QALYs between the proposed
and the current scenarios



COST-BENEFIT ANALYSIS

 Projects whose cost per QALY exceed three times the GNP per capita are deemed not 
to be cost-effective. Those whose cost is between 1 and 3 times the GNP per capita 
and less than the GNP per capita are cost-effective and very cost-effective, 
respectively. Projects whose net cost is negative, as a result of savings in treatment 
costs exceeding the project costs, are deemed to be cost saving. 

 The choice of a cost-effectiveness threshold is a value judgment that depends on 
several factors:

 1. Who the decision maker is and what the purpose is of the project;

 2. How a decision maker values health outcomes and money, how he or she is willing to substitute one 
for the other, and what his or her attitude is about risk;

 3. The resources available. 



Cost–Utility Analysis

 This is a method of analysis in which the outcome of a program or intervention is measured by
outcomes such as the cost per Quality Adjusted Life Years (QALYs).

 Cost–utility analysis (CUA) integrates economic information and epidemiologic information as to
the proposed intervention. The primary outcome measure is the incremental cost-effectiveness
ratio (ICER) defined as net cost per QALY, where:

 ICER = net costs ( intervention cost- treatment costs) and

 QALY = Decrease in morbidity and mortality (as measured by quality - adjusted life years gained)
due to the project: CUA, CEA, and CBA are used for different purposes.

 CUA has been criticized by some economists because this method is based on the incremental
cost calculation, and it does not take into account the overall health system and population. It
is, how- ever, widely used under the pressing and frequent need for CEA of health projects.
Each health project could be evaluated on the basis of its incremental cost per extra QALY
provided to patients, as in the case of new drugs for treatment of advanced cancers such as of
breast or colon.



THE VALUE OF HUMAN LIFE

 The main anticipated benefit of a health intervention is the saving of
human life. Placing an economic value on life is useful in calculating the
benefits of specific interventions or perhaps for compensation to the
family of a person who loses his or her life as a result of, for example,
negligence by a doctor or plant manager.

 The value of a human life in economic terms was first calculated by
William Petty in 1699 while developing his idea of political arithmetic. In
1876, William Farr used life tables to calculate economic equivalents.
More recently, economists have introduced other methods of quantifying
the value of human life, such as calculating the value of human capital,
willingness to pay for services, years of life saved, and more precise
evaluations involving QALYs and DALYs saved.



THE VALUE OF HUMAN LIFE

 Ethical and political conflicts surround the issue of calculating the
economic value of human life.

 A materialistic approach would evaluate human life based solely on
the value of contributions that the individual might make to society.

 A humanistic approach would place virtually unlimited value on a
human life according to the ethical principle that saving one life is
as important as saving all human beings.



THE VALUE OF HUMAN LIFE

 By placing infinite value on human life, society provides doctors with precious
resources to save one human, without considering that this may be at the expense
of other lives.

 For example, the cost of a heart transplant which may add quality and years to one
person’s life may be equivalent to the cost of a program on prevention of heart
disease that might save many more lives.

 International agencies spend hundreds of millions of dollars to eradicate polio, a
much feared, crippling, but usually non-lethal disease, while measles, often
thought to be a common benign disease, kills over hundreds of thousands of
children annually.

 The valuing of human life is not meant to fuel ethical argument, but rather to
provide a measurement tool for the planning of priorities and litigation needs of
health planners.



THE VALUE OF HUMAN LIFE

 In health economics some arbitrary measures are used in order to demonstrate
alternative ways of using limited resources.

 The implicit social value (ISV) of life rates a program by the lives it saves, and
assumes that, in a democratic society, all lives have the same intrinsic value.

 Governments made some decisions showing inconsistency in the appraisement of
ISV. A United Kingdom government decision not to introduce childproof drug
containers implied an estimated value of a life saved at less than $5000, while the
same government decided to change a building code that implied a valuation of
$50 million per life saved. Estimated costs per person year of life saved may vary
among specific public health interventions: annual mammography for women aged
40–49 is estimated to cost $62,000 per life year saved, as compared to $2700 for a
program of mammography every 3 years for women aged 60–65.



implicit social value

 The implicit social value (ISV) of life is summarized in the following equation: 

 ISV = (sum of costs - sum of benefits)/ sum of life years saved

 As an example, in the United Kingdom, home dialysis was provided in the 1960s despite 
the fact that the social costs were $5000 more than the calculated social benefits. In other 
words, society was willing to pay $5000 to keep one member of society alive for 1 year. 
From this decision, we can infer an ISV of at least $5000.



THE VALUE OF HUMAN LIFE

 Early economists valued life in terms of loss of net output to society, or
the future loss of earnings minus the future loss in consumption resulting
from the premature death of an individual.

 This human capital method is still widely used because of the simplicity of
its calculations. However, it does not take into account the grief of the
family. It places a negative value on the life of a pensioner who is no
longer a worker and “producer” in society, and gives no value to work
done in the household, such as cooking, home maintenance, and rearing
children. Nor does it give value to the intangible social and psychological
benefits of the multigenerational family for all its members.



THE VALUE OF HUMAN LIFE

 Another approach to valuation of life is based on courtawards for
compensation. It is a highly subjective method, often based on the
court’s interpretation and judgment of degree of contributory
negligence, such as whether the injured person in a car accident
was wearing a seat belt at the time, or may be based on assumed
earning power of the individual in the years of work lost.



THE VALUE OF HUMAN LIFE

 A major method is the willingness-to-pay approach, where valuations of life are
based on what individuals are willing to pay for reductions in their probability of
dying.

 For example, how much would persons pay for new car tires, or how much extra
would they pay in order to travel on an airline with a better safety record? How
much will a patient be ready to pay above his or her insurance coverage to have a
world-famous surgeon operate on him or her as opposed to accepting the
surgeon available within the health service?

 Such measurement is difficult to perform and is often based on asking questions
about hypothetical situations. Answers are also influenced by the income level of
the respondent, by their attitude toward risk, and by the probability of death.



THE VALUE OF HUMAN LIFE

 The issue is not only theoretical. If the cost to prevent HIV transmission to newborns is 
$3000, and the number of cases of HIV-positive pregnant women who may trans- mit the 
virus in a developing country is such that a very large part of the national budget for 
health may go to this purpose, while there are insufficient funds for basic immu- nization, 
then choices need to be made, and they may be painful ones. 

 All societies must make choices in priorities and in allocation of resources. Choosing to 
build large superhighways and neglecting public mass transit is a decision which assumes 
certain social values, but will cost lives and health because of downstream effects such as 
increased pollution, motor vehicle injuries, and deaths.

 This lecture is based on Theodore Tulchinky, Elena Varavikova- The New Public Health –
Elsevier Academic Press 2009


