
USCSchaeffer
Leonard D. Schaeffer Center
for Health Policy & Economics

Multilevel Considerations for Opportunity Costs

Bill Padula, PhD
Assistant Professor

Department of Pharmaceutical & Health Economics
University of Southern California

@DrWmPadula

A Tale of Two Countries
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The US and UK Have a Great Deal in Common…
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…or Very Little in Common Depending on your 
Perspective of Healthcare Systems
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The efficiency of UK’s NHS is in large part attributable to the 
design of its National Institute for Health & Care Excellence (NICE)
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So what is NICE?
• An organization that uses clinical and 

economic evidence to recommend NHS 
coverage decisions

• Clinical effectiveness based on trial evidence 
• Economic evidence based on Cost-

Effectiveness Analysis
• aka “Economic Evaluation”
• aka “Health Technology Assessment”

• Economic evidence governed by a 
willingness-to-pay threshold
o £20,000/QALY for most therapeutics
o Up to £30,000/QALY for priority 

therapeutics
• These willingness-to-pay thresholds 

represent two interests:
o Value for Money
o Budget Constraints
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effectiveness combined with economic evaluation are 
critical to finding a sweet-spot in health system efficiency
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the US Healthcare System, we fail to make this 
understanding explicit or present policy solutions to fix 
wasteful spending on healthcare

$760 billion to $935 billion

The amount we spend on waste in US healthcare

$191 billion to $282 billion

The amount we spend on interventions to reduce waste



8

USCSchaeffer

Waste is prevalent in all of US Healthcare
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Understanding the importance of Opportunity Costs in 
Healthcare Decision-making to Minimize Waste
Microeconomic impact on Healthcare vs. Public Health



10

USCSchaeffer

Understanding the importance of Opportunity Costs in 
Healthcare Decision-making to Minimize Waste
Macroeconomic impact on Healthcare and other Social 
Services
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Understanding the importance of Opportunity Costs in 
Healthcare Decision-making to Minimize Waste
Rising Costs of Healthcare deplete financial resources 
to serve patients effectively

• Programs that face budget constraints on spending between 
technologies and services (e.g. Medicaid)
o Costs of technologies are increasing dramatically
o Budget constraints limit delivery of medically necessary services 

for other patients

• Commercial payers can overcome budget constraints by increasing 
premiums and co-pays
o Higher co-pays make patients may be more selective about when 

they access healthcare
o Higher premiums force patients out of health plans who have 

limited affordability
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Understanding the importance of Opportunity Costs in 
Healthcare Decision-making to Minimize Waste
Willingness-to-Pay Thresholds

Represents the upper limit on value-for-money that society can spend on 
certain healthcare markets before to avoid situations that require choosing 
between next best alternatives with financial resources

o Drug A vs. Drug B
o Adults with Hepatitis C vs. Children with Cancer
o Health Services vs. Public Health
o Healthcare vs. Education

UK:  £20,000/QALY to £30,000/QALY 

US: $100,000/QALY to $150,000/QALY
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Understanding the importance of Opportunity Costs in 
Healthcare Decision-making to Minimize Waste
Willingness-to-Pay Thresholds
While the UK and US have very similar per-capita GDP, the 
UK noticeably never over-extends its wealth on healthcare 
spending in order to minimize opportunities cost generation
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