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Questions to be discussed
1. Main objective of health economics

2. Areas of health economics
3. Principles of health economics

New terms:  
Health system: set of interrelated elements (environment, education, labor conditions, etc) having as objective the transformation of some sanitary resources (inputs) into a health status (final output) through the production of health care services (intermediate output).
Healthcare market: interaction between providers and consumers of health care services (and insurers)

Information on the topic
Health economics is about understanding both medical and nonmedical resource-allocation decisions that affect health under conditions of scarcity and uncertainty.
 Pharmaco-economics is the area of health economics that focuses on the economic evaluation of medicines. Because budgets are never large enough, health managers must constantly decide which of several courses of action to follow. They may make choices among programs, among program goals or objectives, or among strategies or activities for achieving specific goals.  
Evidence-based medicine and pharmaco-economic analysis play a much greater role in medicine selection. Highlighting a few basic economic concepts critical for understanding issues in public health may be useful. They are scarcity, opportunity cost, marginal benefits and costs, and incentives.
Scarcity. Resources are never sufficient to do everything. Choices have to be made about the best ways to use the resources that are available. Resources are not limited to money; time is a scarce resource as well, as every busy program manager knows.
Opportunity cost. Choices that entail opportunity costs go beyond money alone. They take into account potential benefits that are given up in order to follow a chosen course of action—benefits that could be derived from committing resources to the next-best alternative. For example, if running a training course in inventory man-agement means that another course in rational medi-cine use cannot be conducted, the forgone course is theopportunity cost of running the inventory management course. The concept of opportunity cost is helpful in evaluating alternatives by looking explicitly at the trade-offs they involve.
Marginal benefits and costs. When resource-allocation decisions are made, the question is often not whether to allocate all or nothing to a particular activity, but whether to spend a bit more or a bit less. The additional costs of doing a bit more are called marginal or incre-mental costs, and the additional benefits that result are called marginal benefits. The relationship between the additional costs and benefits is usually called the incre-mental cost-effectiveness ratio. For example, ministries of health are rarely faced with decisions about whether or not to provide vacci­ nations; however, a program manager might have to decide whether to keep the clinic open for another hour at the end of the day. To make this decision, the manager would estimate the marginal cost of keeping the facility open (in terms of extra salaries, utilities, and so forth) and compare this cost to the marginal benefit (in terms of numbers of additional children who would be vacci­ nated during the extra hour). The incremental cost-effectiveness ratio would be expressed as the cost per extra child vaccinated. The opportunity cost of keeping the clinic open for another hour would be the activities forgone as a result: for example, resources may no longer be sufficient to conduct an educational outreach session.
Incentives. An incentive is some kind of compensation (a reward or penalty that is monetary or otherwise) that influences the behavior of individuals or organizations. For example, governments may provide a financial incentive to parents to ensure that their children are fully immunized. Governments have an incentive to provide preventive health care because it should reduce the demand for and thus the cost of providing more expensive curative care. In practice, however, patients and communities strongly demand curative care. Governments can also create incentives to influence the behavior of individuals or organizations. In charging fees, for example, they can discourage individuals from making unnecessary visits to health facilities for minor complaints. This assumed tendency to overuse facilities if they are made available free of charge is known as “moral hazard.” However, many studies have shown that user fees reduce care-seeking behavior among poor patients, which may have negative health outcomes.
Health economics is a branch of economics concerned with issues related to efficiency, effectiveness, value and behavior in the production and consumption of health and healthcare. Health economics is important in determining how to improve health outcomes and lifestyle patterns through interactions between individuals, healthcare providers and clinical settings. In broad terms, health economists study the functioning of healthcare systems and health-affecting behaviors such as smoking, diabetes, and obesity.

A seminal 1963 article by Kenneth Arrow is often credited with giving rise to health economics as a discipline. His theory drew conceptual distinctions between health and other goods.[3] Factors that distinguish health economics from other areas include extensive government intervention, intractable uncertainty in several dimensions, asymmetric information, barriers to entry, externality and the presence of a third-party agent.[4] In healthcare, the third-party agent is the patient's health insurer, who is financially responsible for the healthcare goods and services consumed by the insured patient.

Health economists evaluate multiple types of financial information: costs, charges and expenditures.

Uncertainty is intrinsic to health, both in patient outcomes and financial concerns. The knowledge gap that exists between a physician and a patient creates a situation of distinct advantage for the physician, which is called asymmetric information.

Externalities arise frequently when considering health and health care, notably in the context of the health impacts as with infectious disease or opioid abuse . For example, making an effort to avoid catching the common cold affects people other than the decision maker  or finding sustainable, humane and effective solutions to the opioid epidemic.

Health economics is a discipline divided into 3 areas, 1) health policy, 2) health service organization and 3) economic evaluation in health. Pharmaeconomics is a subdiscipline of the last one.
The key concept underlying health economics is that an effective health care intervention, such as the prescribing of an appropriate drug, can be recommended for patients who will benefit, but if the drug is not cost-effective these patients will be using resources that would produce greater benefit for other patients at the same cost.
n the face of rising expenditure, the National Health Service has sought to develop ways to prioritise the available health care resources, so as to provide the most health benefits to the population that it serves. In 1999, the creation of the National Institute for Clinical Excellence (NICE) signalled this move towards clinical practice decisions based on evidence of clinical effectiveness as well as cost-effectiveness.

Economic evaluations are tools that health economists use to assess the cost-effectiveness of health care interventions. This involves looking at both the benefits and the costs of interventions. With most new health technologies or a new drug, extra clinical effectiveness will be associated with an extra cost. Once deployed, the resources used to meet these extra costs are no longer available for other interventions. Economic evaluations help decision makers determine whether the cost of this extra effectiveness provided by the new drug is worthwhile, within the budget available. They are not supposed to replace the judgement of health professionals, but instead should support both health professionals and decision makers in making informed decisions.

Costs in economic evaluations

Evaluating the costs of a health care intervention first requires the perspective of the economic evaluation to be defined. This will determine which categories of cost are relevant to the analysis. A number of perspectives can be adopted in an economic evaluation. For example, an evaluation could be conducted from the viewpoint of the provider institution, the purchaser of health care, the health service or society. As an illustration, an analysis from the perspective of a hospital might include staff costs, hospital stay costs (also referred to as “hotel costs,” these include costs of cleaning, heating, laundry and meals), drug costs and diagnostic testing costs. In comparison, taking a wider NHS perspective would mean including other costs, such as prescription costs for drugs used by the patient after discharge. Health economists agree that economic evaluations should be conducted from the perspective of society, which includes all costs associated in the evaluation, for example, the cost to the patient of time off work. However, in practice, evaluations tend to be conducted from more narrow points of view.

The following terms are ones that may be encountered in the description of the categories of cost in economic evaluations:

Direct costs

Direct costs are those directly associated with the health care intervention. These can be divided into  direct health care costs, such as nurse and doctor salaries, drug costs, the cost of laboratory tests needed for the intervention; and direct non health care costs, such as the patient’s cost of transportation to and from treatment centres.

Questions or Tests for self-evaluation
1. What is health economics?
2. What do health economists do?
3. Concept of economic evaluation
4. What are the different types of economic evaluation?
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