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“Any student of Econ 101 knows that economists
measure costs by opportunity costs, meaning
everything that is given up to get something else.”
Alan Krueger
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“The general approach taken is to
use routinely available data to look
at the relationship between overall
NHS expenditure and patients’
health outcomes.

By exploiting
differences between PCTs in
expenditure and outcomes, it is
possible to infer the costs of
generating health improvement
from NHS services at the margin.
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In principle, this is what is needed
as the basis of the NICE cost-
effectiveness threshold as it
provides an indication of the health
forgone through the services
displaced by the additional budget
effect of the Institute’s guidance.”

National Institute for
Health Research
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Econometric challenges

= simultaneous equation bias
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= multicollinearity

INTERNATIONAL CROSS-SECTION ANALYSIS OF THE
DETERMINATION ORTALITY

= selection of explanatory variables

= omitted variable bias

= definition and measurement of variables

= functional forms
= |agged relationships

Instrumental variable i

/Jnobserved factor

Health expenditure—> Health outcomes




Examples of instrumental variables used
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Country

Proportion of households that are lone pensioners (etc)

Proportion of population providing unpaid care

Number of graduating nurses

Proportion of nurses nearing retirement age

Publ

lic expenditure

Institutional arrangements (funding formula rules)

|+

From mortality to a generic health measure

Cost per QALY
(life year and
quality effects)
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Change in overall expenditure
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Health opportunity costs in more plural systems

NOBODY KNEW
THAT HEALTH
CARE COULD BE
SO COMPLICATED.

— PRESIDENT DONALD TRUMP

New Increase in Reduced Losing Roughly
technology /' premium \ affordability coverage |~ $100k per
included in causes ~"| increases QALY
package increase in mortality
uninsured
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Elements of Value
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Challenge: Map each element
into an underlying economic
framework for value
assessment.
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