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Essentials of Health Economics

Part VT-Challenges for the future

M F DRUMMOND, G H MOONEY

The aim of this series of articles was to introduce doctors to the
essentials of health economics and to assess the contribution of
economic analysis to solving health service problems. Neverthe-
less, the Health Service is neither totally "economic" in its
operation nor is economics as a discipline completely "healthy"
in its development. Both could show signs of improvement. In
this sixth and final part of the series we, therefore, present a
personal view of the current state both of the NHS and of health
economics and (in the final article) outline some challenges for
the future.

Sources of inefficiency in the NHS

Anyone who both watches and plays sport will know that it is
often easier to stand on the sidelines criticising the players than
to do better oneself. In mounting our critique, therefore, our
comments may seem misplaced to those NHS clinicians and
managers in the "team" attempting to grapple with seemingly
intractable problems on a day-to-day basis. (Indeed this dilemma
has attracted previous comment from economists.' 2) Health
economists are, however, excluded from the team, as there are
very few positions for them within the NHS at present, so
perhaps we can view a situation better when apart from it. It is
to be hoped, therefore, that we do not display the arrogance of
which Engleman' accuses economists, an arrogance which may
be born partly of the frustration of having to watch the team's
struggles from the side of the pitch. (For this reason one of us
has become a member of a health authority.)
To put our criticisms into perspective, there is much about the

NHS that we (and most of our British health economist
colleagues) admire. For example, we see no compelling
economic reason to change the system of financing health care
in the United Kingdom. While bearing in mind the point made
earlier in the series that the choice of system is predominantly
determined by ideology, there is no evidence that any other
financing system would increase efficiency. Indeed, the evidence
is that such a move might make it even harder to ensure more
cost-effective provision in line with social priorities. Further-
more, Culyer et all pointed out that there was a "crude evol-
utionary argument that the countries now having .. . (tax-
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financed, publicly directed) ... health care systems did pre-
viously have . . . (decentralised, market) ... systems and chose
to get rid of them, whereas we know of only one country
(Australia) that has moved in the other direction."

LACK OF INCENTIVES

There is much to be proud of in the NHS, but there can be
little doubt that the way in which the NHS was established
meant that its main concern was with "demand," that is,
removal of the price barrier to patients. Little thought was given
to the supply side, and perhaps the biggest single obstacle to a
more efficient NHS is that there are very few incentives to the
providers of care to seek out more cost-effective practices. (We
do not necessarily believe the situation to be better in private
health care systems.) Neither clinicians nor administrators have
incentives for efficiency: in fact, many of the institutional
arrangements in the NHS, especially budgetary ones, often
discourage efficiency. For example, health authorities are
unlikely to purchase oxygen concentrators if they can be obtained
"for free" from the family practitioner committee budget, nor
are they likely to encourage community care options for the
elderly if there are difficulties in ensuring local authority support.
In general there is very little flexibility or virement between
budget heads and between budgets from year to year. (This is
nothing new; health service managers' views on these ideas were
expressed in a report to the Royal Commission on the NHS.5)

INSULARISM

A major side effect of having a national health service is the
degree of insularism it encourages.The proliferation of alterna-
tive methods of delivering health care in countries with decen-
tralised systems encourages debate, a growth in the understanding
of the roles the various participants (patients, doctors, and
institutions) play, and experimentation. In other countries
experimentation with different approaches (like HMOs and
regulatory procedures) has been born out of necessity. Perhaps
the United Kingdom can learn from the successes and failures
and mount some experiments of its own.6 In this context the
DHSS is to be commended for supporting experiments in
clinical budgeting7 and for improved financial information.8
(There might also be something to be learned from the slight
differences in the mode of delivery of care in the four constituent
countries of the United Kingdom.)

ROMANTICISM AND FAILURE TO FACE UP TO TOUGH CHOICES

Another problem is that the historical development of the
NHS has encouraged a romanticism which does not exist to the
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same extent elsewhere. The pervading view (as mentioned in an
earlier article in the series) that "all needs can be met" has meant
that the NHS has been slow to use the powerful institutions it
has (in finance and planning) to make the hard choices that need
to be made. Instead most health authorities merely respond
rather haphazardly to a series of clinical, political, and (more
recently) financial pressures. We would like to see the new
health authorities being more positive in this respect by attempt-
ing more often to make their values explicit and by facing up
to the problems of scarcity of resources more systematically.
Too often decision-making is approached in an ad hoc way (for
example, Should we do X or not ?), when what is needed is a
more comprehensive framework for planning which would lead
to greater awareness of the opportunity costs of implementing
different options.
A linked problem arises from the failure to distinguish

between technical and value judgments. For example, few would
dispute that surgeons are normally best placed to make technical
judgments about the risks surrounding particular types of
operations. Whether they are best placed to make the value
judgments about whether such operations should be carried out,
and if so how many and on whom, is, however, open to debate.
The problem is compounded when some professionals retreat to
the absolutism of medical ethics. It is misleading to suggest that
the comparison of priorities for different groups of patients is a
matter of ethics and not economics9; it is a matter of both. The
criterion of economic efficiency would suggest that the NHS
attempts to maximise the benefits to the community from the
resources available. Could any doctor disagree? Indeed we note
that in the Handbook of Medical Ethics the BMA10 instructs its
membership that, "As the resources available within the NHS
are limited, the doctor has a general duty to advise on their
equitable allocation and efficient utilisation."

LACK OF EVALUATION

On an aggregate level evaluation is noticeably absent in the
NHS in its lack of consideration of objectives and of measure-
ment of health outputs. On a more detailed level there is a lack
of evaluation of practices in the NHS, which is common to the
health services in many countries. Clinical evaluation is scarce11 12
and economic evaluation is almost non-existent.1 As we have
already mentioned in an earlier article, the methodology of
economic appraisal is far from perfect, but the opportunities for
its use in assessing new technologies, health authority plans, and
clinical choices are greatly underexplored.

Deficiencies in the health economist's contribution

Rather like the spectator at the side of the pitch, it would be
wrong for health economists to criticise the NHS "team struggles"
without examining their own contribution to date. In this series
we have argued that there are certain key economics concepts,
such as opportunity cost and the margin, which are relevant
to decisions on financing, planning, and organising health
services. In addition we have discussed economic analyses which
have tackled both strategic issues and more detailed questions
on alternative patterns of care. Although this contribution may
already be substantial, there are a number of ways in which it
could be enhanced.

Firstly, not enough economists have made themselves
available for selection to the team. Certainly the Social Science
Research Council Health Economists' Study Group,'4 while
growing in numbers all the time, would benefit from more
members committed to wrestling with day-to-day NHS problems
rather than theorising about them (although undoubtedly this
latter activity has its place).

Secondly, health economists need to improve their individual
technical skills in order to enhance their contribution to the team.

This series has highlighted areas where there is much more work
to be done, such as in measuring the benefits of health services,
modelling hospital behaviour, and planning manpower. There
are also numerous examples of bad economics. For example,
many of the earlier cost-benefit analyses, in concentrating on
those effects of health services which are easily measurable in
money terms, imply that the justification for investing in health
services is to return people to the workforce so that they can
produce more wealth for the community. Such errors are even
more dangerous if they mislead other professions.'5 On a more
fundamental level, despite economists' intentions to make the
inevitable value judgments explicit, they often fail to point out
the value judgments implicit in assessing efficiency and that this
represents only one way of looking at the world. We hope that
we have made our own position clear on this matter.

Thirdly, few health economists really understand enough
about team tactics; that is, the various contexts in which decisions
are made in health care and the social, cultural, and political
factors which prevail. Of course sometimes it is useful to have a
new member of the team who will question the tactics, but there
are still very few analyses which give the health planner or
clinician clues as to how to interpret them in the light of his own
situation. In the field of economic evaluation the first major work
to explore cost-benefit thinking in clinical decision-making was
that of Bunker et al.16

Finally, there are problems of communication between health
economists and other professions.7 While every profession is
entitled to its own terminology, economists need to explain their
concepts in everyday language, and we hope this series has
made a contribution in that direction.

The article in the issue of 1 J'anuary 1983 will continue to investigate the
challenges for the future.
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