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ADDENDUM

PART A:

p.10 reference 8: a sub-title should be added 4o read “Evans, R. G. (1984) Strained Mercy The
Economics of Canadian Health Care”. Toronto, Buttersworth

p.16 second para, line three: “Figure 1" should be “Figure 2.1”

PART B:
p. 67 footnote 37: delete reference to (Olsen, Smith et al 1999).

p. 68 last line: delete “(Hodgson and M.R. 1982) and read “(Hodgson and Meiners 1982)",

p- 71 last para: Comment: the assertion that CEA nieglects social justice may be seen as contentious
by some economists. This issue is covered at length in Chapter Five and was mentioned briefly in
Chapter Four (p. 55-56). [t raises the issue of whether equity weights attached to QALYs are a
feasible proposition, as well as the exclusion in CEA of considerations of social justice beyend
distributional justice (i.e. who receives the QALY).

p. 72 last sentence: delete “_.health status as the main objective of the health sector.” and read “..a
combination of health status and length of life as the main objective of the health sector.”

p. 73 and p. 76: Comment: the reference to CUA as “technical analysis” may seem a little unusual to
some economists, but was explained in Chapter Two (pp. 21 -25). This characterisation reflects

discussion in the priority setting literature where the term “technical approach” is used to refer to
approaches to priority setting where reliance is placed on rational decision rules and technical data
sets, rather than on the process by which decisions are taken (such as the need for stakeholder
involvement, the contested nature of rationing; the role of judgement; etc).

p. 96 quotation from Mill: delete “..human being satisfied..” for . human being dissatisfied..”
p. 100 third para: Comment: Over and above the equity rationale for government involvement
addressed in this section, there is also an important class of efficiency reasons referred to as “market

failures”. The efficiency rationale was addressed in Chapter One pp. 2-6.

p. 102 first para: Delete reference to (QOlsen 1897).

p. 200 mid page: Comment: In reference to the statement *.in normative economics the conclusions
are untestable”, it should be noted that the conclusions could be tested in terms of whether they are
consistent with the assumptions. It is also possible to test any factual assumption. However, the

transition from a positive to a normative statement requires a value judgement and this cannot be
empirically or logically “tested".

PART C:

p. 216, title to Chapter Eight: insert “Selected” to read “Selected Models of Priority Setting Proposed
by Non Economists”. As noted in the text it would be impossible in a brief “2view to cover all the
approaches and their vasious permutations.

PART D:

p. 285, first para: Comment: it may seem like a contradiction for average costs to be employed in
MEEM, while criticising league tables in Chapter Nine for reporting average CEA/C.UA results: As
noted in the text, however, reliance on average cost and outcome data is common in economic
evaluation and its validity must be considered on a case-by-case basis having regard to how
heterogeneity in the illness/patient profiles is handled; the fixed cost/variable cost balan.ce anc the
decision context. Further, the key problems noted with league tables from a priority set‘tlng
perspective, was not their reporting of average CEA/CUA ratist1 but rat.her thglr poteuntlal for ]
methodological confounding and lack of recognition for various issues impacting on “due process”.

p. 313, references: references 50-52 are all Richardson (2001). Standard practice suggests
reference 50 be amended o Richardson, J. {2001a); reference §1 to Richardson, J. (2001b); and
reference 52 to Richardson, J (2001c).

p. 328, second dot point: Comment: the statement that “equity weights wouid be used in a positive
direction only" reflects a common misunderstanding. As soon as positive weights are addecf to the
benefits received by some groups, by definition, the un-weighted groups will become negatively
weighted relative to the weighted groups.

p. 340, first para, last line: the formula for calculating YLL is missing. Insert

] _ e-—rf'.!:' 1 _ e-rMS‘f'

"YLL = - ”
r r

p. 368, past para, second last sentence: “..can be can be..". “be can” or “can be” can be deleted!

APPENDICES:

No changes.
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Summary of Thesis

This thesis addresses the topic of pricrity setting in health care — that is, it analyses the ways
in which choices are made about the allocation of scarce health sector resources between
competing demands - and is presented in five parts. In Part A the origins, setting and context
for the topic are presented. The question of whether there is a need for priority setting is
discussed, {ogether with key issues that reflect the ongoing debate about how to set priorities.
While the literature reviewed in Part A suggests that the importance and need for priority
setting is clearly established, the central question of how priority setting is to be achieved
remains strongly contested. Parts B to E of the thesis focus on this central question of what
constitutes an appropriate approach to priority setting in heaith care.

The thesis provides two significant contributions to the resolution of this question. First, in Part
B, a checklist is developed to help identify the features of an ideal approach to priority setting.
Ten criteria are developed based on four key considerations, viz: economic theory; ethics and
social justice; lessons from empirical experience; and the pragmatic needs of decision-
makers. The checklist represenis a significant contribution to our knowledge on this subject,
particularly given the current level of disagreement about the appropriate approach to priority
setting. While there are well-accepted checklists to guide the conduct of traditional micro
economic evaluation, there are no comparable checklists that reflect the particular decision
context of prionty setting, involving the assessment of multiple options for change. This thesis
is the first time that criteria from such a broad range of considerations have been brought
together to develop a framework for prionty setting that is both realistic and theoretically
sound. The needs of decision-makers are kept in focus throughout the thesis because its
fundamental purpose is to develop a framework for priority setting that will be adopted by
decision-makers — a framework which is broader than one which focuses exclusively on the
issues considered by narrowly defined economic theory or economic orthodoxy.

In Part C of the thesis, existing models of prionty are assessed against the checklist. Models
proposed by non-economists are reviewed, as well as models proposed by economists. It is
concluded that while there are current modeis for priority setting with considerable merit in
relation to some of the criteria, none of the approaches reviewed perform well against all the
criteria. This assessment gives added weight to the second contribution of this thesis; namely,
to develop and trial a model of priority setting that satisfies all the criteria in the checklist.

The Macro Economic Evaluation Model (MEEM) is described in Part D, together with an
overview of its development, potential uses and case study applications. Because problems
associated with data needs are a dominant theme that emerges from the empirical evidence,
a chapter is dedicated to the question of how the information needs of MEEM were made
tractable. It is important to note that the major case study of MEEM was not a theoretical
exercise, but rather a real priority setting problem involving the development of Australia's
national cancer control strategy. The case study was subject to real time and policy
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constraints and, consequently, it provided a sound basis for assessing whether or not MEEM
constitutes a rigorous and sensible approach to priority setting.

The merit and performance of MEEM was assessed in two ways. First, a formal assessment
is presented using the explicit evaluative criteria of the checklist. Second, an informal
assessment is presented based on the reaction of those whe sought the cancer control
evaluation, as well as the feedback from the broader research community. MEEM performs
very soundly in both assessments. The thesis concludes by noting that two further major case
studies in mental health and cardiovascular disease have been commissioned on the strength
of the cancer study, and that this represents an important external endorsement of the
practical value and acceptability of MEEM.

Part E of the thesis contains supporting documentation explaining the MEEM approach.
Appendix One provides a list of publications released during my candidature that are based
on research undertaken in developing MEEM. Appendix Two provides further detail on
aspects of the major case study, particuiarly in relation to the macro evaluation of the options
for change.
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team to undertake the task under my direction, usually involving two statisticians and one
junior health economist. The membership of the research team changed over time as the
estimates and the associated methods were developed and refined. { would like to
acknowiedge the assistance of Kathryn Antioch, Maneerat Pinyopusarerk, Anne-Marie
Waters, Lyn Conway and Ruth Penm, who were all members of that research team at various
points and contributed to the developmént of the cost estimates.

in Chapter Eleven an overview is provided of the CO! methadology (Section 11.2) focussing
on the methodology utilised in the cancer estimates employed in the major case study. The
brief description is based on a joint AIHMW/CHPE publication (which | co-authored) released to
document the methodology (Mathers, Stevenson et al. 1998). As the focus of the thesis is on
priority setting, rather than COI analysis, no attempt is made to present the COl methodology
in detail or to trace its development from my initial approach. A brief account of the history of
the COl work is giver: below in order to document my contribution. References are provided to
publications (many involving myself as first or co-author) where the detail of the costing
approach is available.

Originally referred to as the “Macro Economic Evaiuation Model (MEEM) project”, COI
estimates were developed under my direction for the reference year 1989/90, both in relation
to direct costs to the health care system and a range of indirect costs. The MEEM project also
developed a set of summary measures of disease impact in tenms of potential years of life lost
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(using ABS cause-deleted life tables) and heatth service use. | would like to acknowledge the
advice and assistance of Dr Colin Mathers and Chris Stevenson with the early heatth
outcome data sets used in first case studies. The MEEM project produced a series of reports’
in support of the National Heaith Goals and Targets program (Carter and Penm 1993; Carter
and Penm 1993; Carter, Pinyopusarerk et al. 1993) and the NHMRC analysis of the potential
impact of various health promotion and screening interventions in clinical practice (Carter,
Pinyopusarerk et al. 1993).

Following completion of these reports, | moved to the National Centre for Health Program
Evaluation in Melboume (as the Centre was then called) to pursue, amongst other thingsz. the
development of MEEM in a more formal way through my Ph.D. candidature. Given the
imponrtant role | envisaged for the COI/BOD estimates in the MEEM approach to priority
setting (refer Chapter Ten), | continued my involvement in the work 1 had begun through
collaboration with the AIHW. Under the new leadership of Dr Colin Mathers, the AIHW project
team (re-named to the “Disease Costs and Impact Study” (DCIS) to reflect the AIHW/NCHPE
collaboration and my focus on MEEM) continued to develop the methodology and improve the
comprehensiveness of the estimates. Work continued, for example, on a comprehensive
accounting of disease costs across all chapters of the International Classification of Diseases
(ICD-9) and the methodology was revised and extended to include health services accounting
for over 90% of recurrent health expenditure. The revised methodology, which included new
databases as they became availablie, was used to develop comprehensive estimates for the
reference year 1993/94. A series of repoits were released’ containing the revised and
updated estimates, including a report on ICD-8 Chapter Two - Neopliasms (Mathers, Penm et
al. 1998) utilised in the major case study (refer Chapter Twelve).

The Major Case Study

The major case study of MEEM reported in Chapter Tweive was undertaken for the Cancer
Strategies Group (CSG) of the National Health Priority Action Council (NHPAC) to assist with
a review of Australia’s cancer control stfategy and to trial an economic approach to priornty
setting. it was funded jointly by the Commonwealth Department of Health and Aged Care and
the Victorian Department of Health and Family Services, The detailed results have been
published separately and copies are available on request from the Centre for Health Program
Evaluation (CHPE) (Carter, Stone et al. 2000; Carter, Stone et al. 2000) or from the CHPE
website (http:/ariel.unimelb.edu.au/chpe/). The full report runs to 227 pages and is presented
in summary form in Chapter Twelve, supplemented by key extracts provided in Appendix Two
(Part E). The results of the case study have also been integrated into the proposed National

" Members of the research team were encouraged to develop and first author associated papers for
publication, viz: (Antioch, Waters et al. 1992; Conway, Pinyopusarerk et al. 1993; Antioch, Waters et al.
;995; Antioch, Waters et al. 1995; Waters, Jelfs et al. 1996),

| accepted the position of Deputy Director of the Health Economics Unit, as the former occupant
SNProfessor Helen Owens) had left to take up a position with the industry Commission.

See, for example, (Mathers, Penm et al. 1998; Waters, Mathers et al. 1898; Mathers, Vos et al. 1999).
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Cancer Strategy, which has been distributed for public comment and feedback by the CSG
. (Cancer Strategy Working Group 2001).

The timing of CSG's review, together with the size of the task, required that | put together a
small team of researchers to assist me in impiementing the economic approach to priority
setting 1 had proposed. The members of the research team, their time commitment, together
with our respective contributions are set out below.

Members of Research Team for the MEEM/PBMA Trial

Project Director: A/Professor Robert Carter, Centre for Health Program Evaluation (CHPE).
Wrote the project submission for the study and negotiated its implementation and funding.
Wrote the detailed evaluation protocol for the technical analysis, directed the application of
the evaluation methods, and assisted in preparation of all intervention briefing papers. Guided
the Working Group (refer membership Appendix Two) through all aspects of the
MEEM/PBMA priority Setting process, involving a series of meetings over a nine month
period. Wrote-up the trial results, including the published reports, drawing on the technical
analysis contained in the intervention briefing papers and Working Group decisions.

Senior Project Officer;: Ms Christine Stone, Epidemiologist, seconded from Public Health
and Development Division, Victorian Department of Human Services, full-time (6 months).
Assisted with the project organisation, documentation and reporting formats. Led work on the
colorectal cancer screening briefing paper; the skin cancer prevention briefing paper and

-

commenced work on the skin cancer diagnosis paper.

Project Officer: Ms Jane Hocking, Epidemiologist and Public Heallth Trainee on Placement,
Public Health and Development, Victorian DHS, full-time (3 months). Led work on the cervical
cancer screening briefing paper and commenced work on the PSA testing paper.

Project Officer: Ms Cathy Mihalopoulos, Research Fellow (Health Economics), CHPE, parn-
time (2 months). Led work on the two Psychosocial Care briefing papers

Project Officer: Mr. Steven Crowley, Senior Lecturer (Health Economics), CHPE, part-time
(1 month). Led work on the fruit and vegetables briefing paper.

Project Adviser on equity weights: Dr Stuart Peacock, Senior Lecturer (Heatth Economics),
CHPE. Prepared briefing paper on development of the equity weights.

Project Adviser on DALYs and @Risk simulation software: Dr Theo Vos, Pubiic Heaith
and Development, Victorian DHS, Assisted project staff in use of DALYS and @Risk
simulation software for sensitivity testing. Assisted with preparation of the tobacco control and
fruit & vegetables briefing papers
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Preface

My interest in the Macro Economic Evaluation Model (MEEM) started in the early 1990’s in
response to a quite specific problem but has since been sustained by a number of broader
considerations — particularly the sheer scale of the economic evaluation task required to make
a real impact on resource allocation.

The specific problem related to a task that, at the time, | was not able to resolve to my
satisfaction. | was a member of a Working Party convened under the auspices of Australia’s
National Health and Medical Research Council (NHMRC) to examine what advice should be
promulgated to medical practitioners in the field of periodic health checks. The Working Party
was attempting to develop guidelines covering screening, counselling, immunisation and
chemopropylaxis based on epidemiological evidence of efficacy, together with other socially
relevant criteria. The number of potential interventions numbered well over 150 and it wasn't
fong before Working Party members tumed to me for input on how the economic credentials
of the various candidates could be assessed and integrated into their report. | have been
trying to answer {hat question (and versions of it in other policy contexts) ever since!

This thesis represents my attempts at providing a method to answer that question.

While a little jate for the Periodic Health Checks Working Party, | am comforied by the
knowledge that their question of how to prioritise multiple interventions in a limited time frame
is still very relevant today. In fact, my major case study for this thesis (Chapter Twelve) was
undertaken for another Working Party, that on this occasion, | could help in a more concrete
way.

My problem in advising the Periodic Health Checks Working Farty was twofold. First, many of
the interventions under consideraticn had not at that time been evaluated from an economic
perspective. The cost-effectiveness literature was (and still is) very incomplete and the
epidemiological filter was not likely to reduce the interventions to a number that could be
evaluated through conventional economic methods within the time and resources available.
Trolling the availabie cost effectiveness literature provided some help, but that still left many
gaps, together with a range of issues involved in utilising the “League Table” approach to
priority setting (refer Chapter Nine} — particularty comparability of study methods and context,

My second problem was that economic aralysis requires a comparator, with the most
meaningful from a policy perspective being current practice. The available evaluation
literature was focussed more on effectiveness than efficiency, and where cost-effectiveness
studies were available, very few involved the Australian setting. What was required was
comprehensive inforrnation on health care expenditure patterns in Australia in a form that
could be related to current care pattems and options for change. Unfortunately, the
information then available was not in this form. The Austraiian Institute of Health and Welfare




pubiished information on health care expenditure, but it was classified by institutional setting
(hositals; nursing homes; efc) and by broad non-institutional categories (medical services:
pharmaceuticals; etc), with no linkage to the diseases/conditions to which the expenditure
was related. The inability to describe expenditure on current practice, even in genreral terms,
made it virtually impossible to provide the economic advice that the Working Party needed
with any level of rigour.

What was required, it seemed to me, was a new and innovative approach that was based on
economic principles, but which worked at a multi-project level, rather thar on an individual
project level. The challenge was to develop a theoretically sound framework that was broad-
based, which could encompass all pertinent interventions to the research question, but which
was feasible in terms of data requirements and the research effort required. Solving this
challenge gave rise to MEEM.

MEEM staried life as a technical approach - i.e. focussed on decision rules and associated
algorithms (see Chapter Two) ~ to rescive the problem oi evaluating multiple interventions in
the area of health promotion and/or iliness prevention. The concept of benefit was based on
health gain only, measured using changes in cases detected/prevented and/or mortality.
Since this initial focus in the early 1990's, MEEM has evolved in 3 number of ways, reflecting
my continual involvement in priority setting tasks — in particular Program Budgeting and
Marginal Analysis (PBMA) and disease specific modeling — together with ongoing study of the
theoretical and empirical priority setting fiterature. More specifically, MEEM evolved in four
basic ways, viz:

o First, the technical specification of decision rules and the associated arithmetic was
tempered by an appreciation of the importance of “due process” — that legitimacy
comes from both an acceptance of the logic behind the decision rules, together with
the decision-making process by which the outcomes were derived,

e Second, empincal evidence from a vanety of sources highlighted the importance of
judgement in arriving at sensible priority decisions, as opposed to decisions based on
the automatic application of decision rules;

+ Third, the narrow definition of benefit which focussed only on health gain was
broadened to reflect considerations that are important to decision-makers and the
general community - such as equity, importance of the problem, evidence base, and
acceptability/feasibility; and

+ Fourth, the initial focus on health promotion and iliness prevention was broadened to
encompass the complete disease pathway from prevention through to palliation.




The result of this evolution is a more robust and practical macro evaluation model that has
passed the test of practical application in one major case study. While success in one setting
does not establish validity-in other settings, it does represent an important test of the )
hypothesis that MEEM meets the challenge of providing a theoretically sound framework that
is broad-based, can evaluate muttiple interventions, is feasible in temms of its data
requirements and the research effort required, and is acceptable to stakeholders. The signs
are very positive, not only from those involved in the case study and community feedback, but
because two further major applications of the MEEM approach are underway in mental health
and cardiovascular disease, based on the strength of the case study. The work to date does
lend credence to the claim that MEEM is a valuable contribution to the evaluation tooikit.

Related to the development of MEEM, but an outcome of consequence in its own right, is a
checklist of ten criteria to help answer the question: “What constitutes an “ideal” model of
priority setling?” The checklist, presented in Chapter Seven, has simifarly evolved and
broadened to reflect my assessment of the considerations that should guide models of priority
setting. An assessment of economic theory is important to provide a sound theoretical
framework. An assessment of ethics and social justice is necessary, because of its
fundamental importance in making normative judgements. The lessons from empirical
experience and the needs of decision-makers are aiso important, because the fundamental
purpose 6f a checklist is to guide the development and/or selection of models of priority
setting that wili be used by decision-makers. This thesis is the first time, to my knowledge,
that criteria from such a broad range of considerations have been brought together to develop
a framework for priority setting that is both realistic and theoretically sound.

| close this preface with the observation, that in my view, there has been a tendency for
econhomists to have a methodological “one size fits all” appreach to the variety of decision
contexts that confront policy-makers — and that method has been a reliance on detailed
project specific evaluation. While such project specific evaluation is undoubtedly very
important, its role: may have been overplayed and this may have contributed to the limited
impact that economic evaluation has had on policy decisions — a problem which economists
around the world have bemoaned. The essential contribution of this thesis is develop and trial
an explicit "macro evaluation” appreach — i.e. an approach to evaluation deveioped
specifically for the priotity setting context where muiiiple interventions are being assessed.




PART A: THE RESEARCH QUESTION

Chapter One: The Need for Explicit Priority Setting

¥

“There is everv reason to expeci that the management of scarce resources will remain one of
the defining characteristics of all health care systems.” (p. 108) (Klein, Day et al. 1996}

1.1 Introduction:

The need to make choices about the aiiocation of resources between competing demands
exists in all health care systems and is increasingly being seen as an issue of growing
importance. In this chapter the importance of priority seiting is examined, together with the
reasons why policy-makers in a number of countries are now addressing the issue with
renewed interest. Three reasons are discussed, viz:

+ The rejection of the “free market” as the mechanism of choice to allocate heaith
sector resources and the conseguent need for an alternative mechanism,;

¢ The growing evidence that the deployment of current resources is far from
optimal; and

e The continued growth in health care expenditures, both in absolute terms and as
a percentage of GDP.

1.2 Definitions

Before exploring these issues, it is worth pausing briefly to clarify terminology — in particular
use of the words “rationing” verses “priority setting” and “explicit” verses “implicit” approaches
to priority setting.

Rationing is a word whose semantic origins covey a sense of reason (i.e. same Latin
rootstock as rationality) but which in practice is emotionally laden. David Hunter, for example,
uses the term rationing in the sense of patients being denied effective treatments due to
funding restraints, rather akin to wartime rationing (Hunter 1997). Similardy, David Hadom
argues that the withholding of care that is acknowledged to be necessary due to inadequate
resources “can legitimately be called rationing” (Hadorn 1891; Hadorn and Brook 1991). This
has led some authors to suggest restrictions on the way the term is used. Rudolf Klein and
colleagues (Klein, Day et ai. 1996), for example, argue that the word should be reserved to
describe the process by which resources are allocated to individuals at the point of service
delivery. The more neutral temn of “prigrity setting”, could then be reserved to describe the
process of determining the budgets and their distribution to institutions and services, which
constrain the decisions about care for individual patients. Joanna Coast et al. (Coast and
Dot.ovan 1996), on the other hand, seek to restrict the use of the term “pricrity setting” to




denote the use of explicit systems for the distribution of scarce health care resources. They
argue that “while implicit choices will inevitably affect the final distribution of resources, they
are not part of the process of setting priorities.”

Others, such as Chris Ham (Ham and Coulter 2000), see liftle point in drawing such hard and
fast distinctions between the terms "ratidning‘ and "priority setting™, as the terms are often
used interchangeably. Certainly in the literature, the two terms are often employed |
synonymously to describe the variety of ways in which choices in heaith care are made,
whether they affect individuals, communities or countries. For this reason, while | have
sympathy for the various semantic distinctions proposed, Ham’s position is adopted in this
thesis.

Next to the distinction between “implicit” and “explicit” rationing. Implicit rationing is
sometirnes mistakenly equated with an absence of rationing, while explicit rationing is
assumed to mean the introduction of a policy to ration health care. In this thesis, the term
“impiicit” is used to describe the approach to rationing where neither the decisions themselves
nor the basis for those decisions are clearly expressed. “Explicit” is used to describe the
alternative approach where both the decisions and the basis on which they are arrived at are
cleary specified. This means that explicit rationing may encompass the technical methods
that inciucle decision rules, together with approaches that emphasise the process by which
decisions are taken. This distinction between approaches that emphasise rational decision
rules and those that emphasise the correct process is an important theme to emerge from the
theoretical and empirical literature. It is discussed at greater length in Chapter Two. Note also
that this definition of explicit is broader than that used by some authors ((Redmayne, Kiein et
al. 1992)) where explicit is used in the narrower sense of specifying a list of conditions and/or
treatments that will not be treated and/or made available.

1.3 Rejection of the free market approach in the health sector

In the oiihodox neoclassical theory of prefect competition, the free market is relied upon to
answer the three fundamental economic questions that all societies must answer — i.e. what
should be produced? (allocative efficiency); how shouid it be produced? (technical/productive
efficiency); and who should receive it? (distributive equity). Economists often argue, therefore,
that if there is no impediment to the free operation of markets, the market mechanism will
ensure that resources are allocated to minimise opportunity cost ang maximise community
welfare (Donaldson and Gerard 1993). However the assumptions built into the traditional
“market” model are unlikely to occur in the real world, and in health care there are reasons
why markets might “fail". There is an extensive health economics literature in which the
reasons for market failure in health are presented and discussed ((Culyer 1971, Sen 1977,
Evans 1984; McGuire, Henderson et al. 1988; Le Grand, Drapper et al. 1992; Rice 1998;
Huriey 2000)). The existence of market failure provides an efficiency rationale for government




intervention (and hence a role in priority setting), over and above any equity rationale that
may motivate government action.

In recent years, there has been a surge of interest in reforming the organisation and delivery
of health care systems by replacing government regulation with a refliance on market forces.
This has ied several economists, particularly Thomas Rice (Rice 1998), to provide
authoritative reviews of the traditional market model, its underlying assumptions and
applicability to health, These authors (Fuchs 1996; Evans 1998; Reinhardt 1998; Hurley
2000) have challenged in particular, the implicit assumption behind the resurgence of interest
in market competition, that “economic theory” demonstrates that competition in health care
will lead to superior social outcomes. They argue persuasively that the belief in the superiornty
of market-based systems stems from a misunderstanding of economic theory as it applies to
health. Rice summarises the position thus:

“As will be shown, such conclusions are based on a large set of assumplions that are not met,
and cannot be met in the health sector. This is not to say that competitive approaches in this
sector of the economy are inappropriate; rather, their cfficacy depends on the particular
circumstances of the policy being considered and the environment in which it is to be
implemented. There is, however, no a priori reason fo believe that such a system will operate
more efficiently, or provide a higher level of social welfare, than alternative systems that are
based instead on government financing and regulation. This argument is further bolstered by
the fact that so many other developed countries have chosen to deviate from market-based
health systems. " (p. 3) (Rice 1998)

While the various assumptions behind the traditional market model can be set out in
considerable detail (for example, see (Rice 1998)), their essence is as follows. Consumers
and producers of goods are assumed to have perfect information about the opportunity costs
and the value of the goods being produced and consumed; individual consumers and
producers are assumed not able to influence price; and the benefits from consuming the
goods are assumed to accrue only to the individual consumer. In short, the perfectly
competitive market would be characterised by informed consumers able to effect demand,
and a competitive and responsive supply system. In reality, however, there are:

« uncertainties, both in relation to the need for and the effectiveness of health care
(and the insurance solution in turn poses the dangers of moral hazard and
adverse seiection),

» asymmetry of information between producers and consumers, which leads to an
agency relationship between producer and consumer, and the danger of supply
induced demand;

o externalities and merit good characteristics in heaith care (i.e. one individual’s
consumption of health care is likely to affect other individuals' weffare, either
because of reduced risk of infection or harm, or because individuals have




concem for the well-being of others and health care needs can be catastrophic) ;
and

e pure public good characteristics in health care that make it difficult to leave
production and distribution to the free market (i.e. “non excludabiiity” makes it
difficult for markets to work, while “non rivalry” makes it unnecessary — such as
environmental protection that produces clean air).

The existence of market failure means that if the allocation of health care resources was left
to the market, 1oo little of some goods and too much of others would be produced. Because'
the market cannot be relied on to allocate health care resources efficiently, there is an
efficiency rationale tor governments to intervene in the funding and provision of health care
(Evans 1984; Rice 1998). Consequently, there must be some mechanism for detenmining how
much to spend on health care and how to allocate health care resources between different
services.

It is important 10 acknowledge, however, that in responding to market failure, governments
often create impediments to the free operation of markets (such as licensing requirements
that impact on freedom of entry and/or funding arrangements that bias choice). The possibility
of “government failure™ clearly exists as the mirror image of market failure. It is quite possible
that government intervention may further distort rather than ameliorate problems associated
with market failure and/or that governments may carry out their priority setting tasks
inefficiently. Historically, it has in fact been the need to develop tools and decision aids to
assist government in making resource allocation decisions in place of the market that has
given rise fo the growth in economic evaluation and related decision theory oriented
approaches. Thus whiie the presence of market failure is a necessary pre-condition to justify
government intervention on an efficiency rationale, it is not a sufficient condition unless any
government failure invoived is less distorting than the market failure it is trying to address. In
this context it is opporiune that economists and policy-makers in a number of countries are
addressing the issue of priority setting with renewed interest.

It also imporiant to recognise that while “marke! failure” may provide an efficiency rationale for
government intervention in the health sector, it is by and large not the main reason why
governments become involved. Rather than pursuing efficiency, most governments intervene
for reasons associated with equity and social jusiice. Market-based systems ration access to
health care on the basis of ability-to-pay and/or people's ability to acquire heaith insurance.
Under this system individuals are required to set and fund their own priorities. Societies
generally choose not to use this system of allocation for health care — among various

reasons, chief is the widespread concern that citizens have access to health care in

* Sometimes referred as the “dead hand” of government in comparison with Adam Smith's reference to
markets as the “invisible hand".




accordance with their needs, not in accordance with their ability-to-pay. Thus in all developed
countries a form of health care insurance is made available, and in most countries there is
also government intervention, albeit to varying extents, to re.. ulate the production and
distribution of health care. Having intervened initially for largely equity-based reasons, most
governments would still seek to avoid and/or minimise the possibility of government failure.
The dominant presence of governments in heaith care markets, whether for efficiency and/or
equity reasons, shifts the prime responsibility for priority seftting from the individuai to
politicians, bureaucrats, managers and clinicians; and places it on the policy agenda. Often, it
must be said, important aspects of priority setting are left to doctors, and decisions shaping
patient access to health services are made implicitly in the privacy of the clinician’s consufting
rooms, implicit decision making, however, has come under increasing pressure in the face of
resource constraints, evidence of significant small area variations in service and rising patient
expectations.

1.4 Evidence of market failure

Also important to the recent focus on priority setting has been the growing perception that
resources allocated to health services are not deployed in an optimal fashion. Weinberg has
described this as arising from an “inteliectual crisis™ in the scientific basis of clinical practice —
“a situation in which clinicians commonly do not know the best treatment regimen and in
which clinical decisions are based on personal (doctor) preferences or inadequately justified
judgements” (quoted in (Richardson 1998)).

Evidence of inefficiency has taken two main forms, viz:

o first, the compilation and publication of results from cost-effectiveness studies that
suggest a significant potential for improvement in allocative efficiency (Department of
Health 1994; Tengs, Adams et al. 1995); and

+ second, widespread evidence of small area variation in procedure rates for the same
intervention not explicable by differences in population characteristics. This evidence
has been documented both within a humber of countries [Paul-Shaheen, 1987
#236)(Ham 1988; Leape, Park et al. 1990)[Folland, 1990 #235)(Renwick and
Sadowsky 1991; Richardson 1998; Richardson and Robertson 1998; Richardson,
Robeitson et al. 1998)[Goddard, 1998 #234] and between countries (McPherson
1990).

McPherson demonstrated that the rate at which well-defined procedures are deiivered per
1000 population vary by surprising amounts between similar developed nations: 519% for
hysterectomy; 579% for cholectystectomy and 431% for appendectomy (McPherson 1990).
The research of Renwick and Sadkowsky (1991) and Richardson and Robertson (1938)




suggests that similar practice variations exist in Australia. These differences give strong prima
facie support to the view that, relative to best practice, some populations are being
significantly over-serviced, while others are being significantly under-serviced. Such evidznce
of inefficiency underpins the quest for a priority setting mechanism able to identify desirable
resource shifts.

1.5 Cantrolling the growth in health care expenditure

For mast governments, including those countries reviewed in Chapter Six, there is a cost
containment element to their interest in prionty setting. The Swedish Parliamentary Priorities
Commiission (The Swedish Parliamentary Priorities Commission 1995) concluded, for
exampie, that:

“Prioritisation due to resource constraints has always existed and will always be necessary in
the caring sector. If the issue has risen 1o the fop of the international agenda of debate about
health care it is because those resource constraints have become more severe under the twin
pressures of governments seeking to restrain the growth of public expenditure and rising
demand for health care as the result of demographic and other trends. " (Quoted in Klein p.
100 (Klein, Day et al. 1996))

While from an economic perspective the appropriate level of health care expenditure is
essentially a matter of social choice {Richardson, 1988 #1], governments remain conscious of
the taxation implications of their health policy. While there is no inevitability about the level or
source of health care funding, there are nonetheless genuine reasons for concern. In the first
three post-war decades the rate of economic growth in Australia was sufficiently high to
support a rising trerd in demand. But with the slowing of GDP growth in the 1980’s and
1990’s there is reason 1o question whether the economy can sustain a continued growth in
health expenditure into the 215 century. In particular, to question whether the government can
continue to underwrite an expansion of the health sector at its historic rate.

Underlying the concern over expenditure growth are a number of more fundamental
developments that have a bearing on the performance of health care services. Three impacis
on demand are usually highlighted (Richardson 1998, DHAC 1999a). First, there are the
demographic changes, including the ageing population and the decline of the population of
working age. While ofien overstated, these demographic changes will undoubtedly increase
the demand for health care and limit the ability of heaith services to respond to this demand
(Duckett and Jackson 1999; Richardson and Robertson 1899; DHAC 1999b). Second,
advances in health care technology and medical science wilt also give rise to growing
demands for health care services. The pace of innovation is not slowing and poses significant
implications for the funding and provision of services. Third, the expectations of a more
educated and informed population are rising as those who use services demand higher
standards of care.




Another less discussed factor, is the productivity impact of labour intensive verses capital
intensive sectors of the economy. Heailth care is a labour intensive industry, with
approximately 70% of the heaith budget spent on salary and wages in most countries. it is
therefore an industny, where productivity tends to rise more slowly than the rest of the
economy; yet salaries and wages tend to rise in line with productivity-driven increases in the
rest of the economy. Hence there tends to be a persistent rise in the cost of deliven’pg any
given bundle of heatlth care services. Investment in nev: health care technology may extend
the limits of the possible, or improve quality, but only rarely does it contribute to a decrease in
costs. Those systems with more government control over salaries and wages in the health
sector -~ like the UK, Sweden or Australia — are conspicuously more successful in containing
cost inflation than those like the United States which rely more on the free market. But the
long-term trend is similar everywhere: the cost of providing any given level of health care
tends to rise over time.

In a period when the scope for increasing expenditure is iimited and under close scrutiny,
there is a need to search for ways of using existing budgets more efficiently. Certainly, most
would accept that the population cannot expect Medicare to deliver unrestricted access to all
possibie medical care. A related concern is the desire to ensure access to available services
on an equitable basis.

1.6 Money or science to the rescue?

Most commentators, particularly economists, see rationing as inevitable. From this
perspective the relevant issues are who should take the decisions about allocating resources,
how they should be made and what critenia should be used. Some, however, contest the
inevitability of rationing. For those of this view, an appeal is usually made 1o science to
eliminate waste or for resoltution through increased funding or to a combination of both,

The appeal for more funding reflects a view that government parsimony is to blame, that
health care budgets reflect neither demand nor need, but rather a series of ad hoc political
decisions. There is no magic formuiae, however, which aflows governments or their critics to
determine the “Aght” or “appropriate” level” of funding (Kiein, Day et al. 1996; Richardson
1898}, Nor does appeal to international comparison resolve the issue. Higher expenditure in
other countries may reflect a range of factors, such as higher salary and wage rates, health
sector resources being used less efficiently, different disease patterns, different income
ievels, or different social choices. International comparison certainly doesn't support a
conclusion that spending eliminatcs thi¢@ need for prionty setting or rationing. American
scholars (Fuchs 1974) (Mechanic 1979), for example, were among the first to draw attention
to the issue of rationing, despite the act that the proportion of the national income devoted to
health care is considerably higher than any other country. As Kiein comments, “the literature
on rationing sneaks with an American accent” (p.99) (Kiein. Day et al. 1996),




Those countries that have taken priority setting seriously enough to appoint special
commissions (refer Chapter Six) all vary in the level of heafth care expenditure and the way in
which heaith care is organised. Neither greater generosity in the financing of collective health
care sysiems, nor their replacement by systems driven by individual preferences?, can
provide a way of escaping the dilemmas of collective choice. Even if more funds were made
available for health care in Australia, decisions between competing claims on resources
would still have to be taken. While the reality of priorily sefting seems independent both of the
jevel of funding and the structure of any particular heatth care system, the form that it takes,'
the way it is perceived and the degree of visibility cernainly vary from country to country.

it is also significant that developrments in health care delivery systems have not obviated the
need for effective approaches to priority setting. While initiatives such as purchaser/provider
split, managed competition and managed care have all been introduced to promote allocative
and technical efficiency, these arrangements require information from priority setting models
to facilitate discriminating purchasing and utilisation of public health sesvices. These
developments in heaith service funding and delivery are thus complementary to, and not an
alternative for, a formal approach to priority setting.

The appeal to science is made on the basis that resources are at present being wasled
because they are not being used effeclively or efficiently and that scarcity is therefore largely
self-induced {(see, for example (Roberis 1996)). in the 1980s and early 1990s ths assumption
was that improving management practice could eliminate waste. By the mid-1990s, however,
the consequent rise i'n spending on management was, in itself, seen by many as an example
of waste. The emphasis switched to increasing efficiency by invoking what Klein called “the
new scientism” (Klein, Day et al. 1896) or more broadly known as evidence-based medicine.

In the UK, for example, health authorities were exhorted to purchase nnly procedures with
demonstrated beneficial outcomes. Clinical practice was to be based on the systematic,
scientific evaluation of the effectiveness of health care interventions. Countries around the
world have focussed on the development of clinical guidelines and academic centres have
been set-up to synthesise and to diffuse the results. While there is certainly an important
potential in this evidence-based medicine (EBM) movement to improve resource allocation, it
is important {0 recognise its limits, Advocates of EBM caution against having unrealistic
expectations of what cost savings it can deliver. Sir John Scott, a leading medical academic in
New Zealand, for example, comments that while he has been preaching the doctrine of EBM
for the past 35 years he is now more realistic about the benefits (St John 1997).

2 As experience in the United States demonstrates, the government would still have to provide
insurance for those who cannot afford to do so for themselves and there wouid stit be a need for
poliitical decisions as to the approprnate level of funding.




There are a number of issues at stake here:

+ Randomised {5als are not appropriate in all circumstai.ces and the experientiai
learning of the: medical profession shouid not be too readily dismissed;

» Evidence of efficacy from well-conducted trials is not the same as evider:ce of
effectiveness in real life settings, where interventions are applied on a mass scale
by clinician; less skilled in the technigues concermned;

o Evidence about effectiveniess is not the same as evidence about cost-
effectiveness and does not tell us anything about allocative efficiency;

» The expectation that guidelines and protocols can be used to promote “best buy”
purchasing needs to rest on a practical understanding of the professional
decision-making process, including the need for flexibility in application to
individual patients and the inherent variation and uncertainty in clinical practice;
and

e The potential to release resources through the elimination of ineffective practices,
whilst an important initiative to pursue, will not take away the need to make
choices between competing uses for the availabie budget.

To quote the Director of Public Health of the Cambridge Health Commission in the United
Kir.gdom (Zimmern 1995):

“[E]ven if purchusers were able to remove at a stroke all procedures agreed to be inefficient
and ineffective, the resources released would almost immedialely be consumed by the tide of
unmel need for the remaining efficient and effective interventions. Thresholds for referral
would drop and patients, previously shielded from the health care system by the gatekeeper
GP, would benefit.” )

Overall, therefore, it does not seem plausible to assume that the mobilisation of science will
necessarily — 2r even probably — dispose of the necessity for making difficult choices in the
allocation of resources. Priority setting in health care may not be new, but it is increasingly
seen as an issue of growing importance. The combination of constrained resources and
increasing demands has led policy makers in a number of countries to address the issue
more directly than in the past. As a consequence there is a search for new policy instruments
alongside the continuing use of waiting lists and clinical discretion as methods of rationing.
This has led politicians and managers in a number of countries to address the challenge of
rationing more explicitly by setting up committees and expert groups.

In conclusion, as Alan Williams argues, priority setting is now no longer simply a matter of
eliminating ineffective health care, but an inescapabie problem with important equity
implications; viz:




“[T7he recent rapid growth in effective health care has led us 1o the point where no
country(not even the richest) can afford to carry out all the potentially beneficial procedures
that are now available, on all the people who might possibly benefit from them. So priority
setting can no longer be a matter of elimiriating ineffective activities (that is, it is now more
than a matter of becoming more efficient in the low-level sense of getting on to the production
possibility frontier). Priority setting now has to deal with the much more contentious high-
level efficiency problem of choosing where to be on the production possibility frontier, that is,
which mix of efficient activities to select from those that are open to us. This is a matter of
allocative efficiency rather than technical efficiency and, inevitably, contains equity
considerations, that is, views as to how the welfare of one person is io be weighted against the
welfare of another person.” (p.173) (Williams 1988)

1.7 References

1) Coast, J. and J. Donovan (1996). Conflict, Complexity and Confusion: The Context for
Priority Sefting. Priority Setting; The Health Care Debate. J. Coast, J. Donovan and S.
Frankel. Chichester, England, John Wiley & Sons.

2) Culyer, A. (1871). Mt Goods and Welfare Economics of Coercion.” Public Finance 26:
546-71.

3) Depariment of Health (1994). Register of Cost-Effectiveness Studies. London,
Department of Meaith, UK,

4) DHAC (1999a). Health Expenditure: lts management and sources. Canberra,
Commonwealth Depariment of Health and Aged Care.

5) DHAC (1999b). "Ageing gracefully: An overview of the economic implications of
Australia's ageing population profile". Canberra, Commonwealth Department of Health
and Aged Care.

6) Donaldson, C. and K. Gerard (1943). Economics of health care financing: the visible
hand. Hampshire, MacMillan. '

7) Duckett, 8. and T. Jackson (1999). Do the eidery cost more? Casemix funding in acute .
settings. Nursing Older People. R. Nay and §. Garrat. Sydney, Maclennan.

g) Evans, R. (1984). Strained Mercy. Toronto, Buttersworth,

9) Evans, R. G, (1998). Towards a healthier economics: reflections on Ken Bassett's
problem. Health, Health Care, and Health Economics: Péerspectives on Distribution. M.
Barer, T. Getzen and G. Stoddart. Toronto, John Wiiey and Sons: 465-500.

10) Fuchs, V. (1974). Who Shall Live? New York, Basic Books.

11) Fuchs, V. (1996). “Economics, values and heaith care refonm.” American Economic
Review 86(1-24).

12) Hadorn, D. (1991). “Setting health care priorities in Oregon. Cost-effectiveness meets the J
rute of rescue.” J. Am. Med. Assoc. 265: 2218-25.

12} Hadorn, D. and R. Brook (1991). The health care resource allocation debate: defining our
terms. Designing a Fair and Reasonabie Basic Bes:efit Package Using Clinical
Guidelines: A California Proposal, Sacramento, California, California Public Employees'
Retirement System. :

14) Ham, C,, Ed. (1988). Clinical Practice Variatiuns: Assessing the Evidence in_Heaith Care.

London, King's Fund.

10




18) Ham, C. and A. Coutter (2000). Intreduction: Intemational Experience of Rationing (or

Priority Setting). The Global Challenge of Health Care Raticning. A. Ceulter and C. Ham.
Buckingham, Philadelphia, Open University Press.

16) Hunter, D. (1997). Desperately Seeking Solutions: Rationing Health Care. London,
Longman.

17) Hurley, J. (2000). An Overview of the Normative Economics of the Heatith Sector,
Handbook of Health Economics. A. Culyter and J. Newhouse. Amsterdam, North-Holland.
Volume 1A.

18) Klein, R., P. Day, et al. {(1996). Managing Scarcity: Priority Setting and Rationing in the
National Health Sesvice. Philadeiphia, Open University Press.

19) Le Grand, J., C. Drapper, €t al. (1992). The Economics of Social Problems. Basingstole,
MacMiilan Press.

20) Leape, L., R. Park, et al. (1990). “Does inappropriate use expliain small area vaiiations in
the use of heaith care services.” Journai of the American Medical Association 265(5):
669-72.

21) McGuire, A., J. Henderson, et al. (1948). The Economics of Health Care: A Introductory
Text. London, Routledge and Keegan Paul.

22) McPherson, K. (1990). international differences in medical care practice. Heaith Care
Systems in Transition: The Search for Efficiency. OECD, Paris, OECD.

23) Mechanic, D. (1979). Future Issues in Health Care: Social Policy and the Rationing of
Medical Services. New York, The Free Press.

24) Redmayne, S., R. Kiein, et al. (1993). Sharing out resources. Purchasing and priority
setting in the NHS. Birmingham, NAHAT.

25) Reinhardt, U. (1998). Abstracting from distributional effects, this policy is efficient. Health
Health Care and Health Economics. M. Barer, T. Getzen and G. Stoddart. Chichester,
Wiley.

26} Renwick, M. and K. Sadowsky (1991). Variations in surgery rates. Canberra, Australian
institute of Health.

27) Rice, T. (1998). The Economics of Health Reconsidered. Chicago, Health Administration
Press.

28) Richardson, J. (1998). The health care financing debate. Economics and Australian
Health Policy. G. Mooney and R. Scotton. Sydney, Allen & Unwin,

29) Richardson, J. (1998). How much should we spend on health services? _The Tasks of
Medicine: An Ideology of Care. P. Baume. Sydney., Maclennan & Petty.

30) Richardson, J. and |. Robertson (1998). Variation in Procedure Rates across Statistical
Local Areas in Victona. Melboumz=, Centre for Health Program Evaluation.

31) Richardson, J. and (. Robertson (1999). Ageing and the cost of health care services.
Melbourne, Centre for Health Program Evaluation.

32) Richardson, J., 1. Robertson, et al. (1998). The Impact of New Technoiogy on the

Treatment and Cost of Acute Myocardial Infarction in Australia. Meihourne, Centre for
Health Program Evaluation.

1"




33) Roberts, C. (1996). “The Wasted Millions.” The Health Service Joumal 106: 24-27.
34) Sen, A. (1977). “Social Choice Theory: A Re-examination.” Econometrica 48: 53-90,

35) St John, P. (1997). “Market Forces Attack Cooperation in New Zealand.” New Zealand
Doctor 5 April.

36) Tengs, 7. O., M. E. Adams, et al. (1995). “Five-hundred life saving interventions and their
cost-effecliveness.” Risk Analysis 15: 368-390,

37) The Swedish Parliamentary Priorities Coimmission (1995). Priorities in Health Care;
Ethics, economy, implementation. Stockholm, The Swedish Parliamentary Priorities
Commission.

38) Williams, A. (1988). “Priority Setting in Private and Public Health Care.” Journal of Health
Economics 7(2); 173-183.

39) Zimmerm, R. (1995). “Insufficient to simply be efficient.” Health_Service Journal
24(August): 19.

12




Chapter Two: Key Issues that Set the Context for Priority Setting

“There is a sense in which priority setting is what economics is all abou ... If economists
cannot make a contribution to the process of priority setting, it is hard to see o which other
aspecls of health care economists can contribute.” (Mooney 1994)

“Explicit rationing sounds fine in theory — who could possibly be against it in an ideal world?
Bui the world is not ideal. It is messy, turbulent, embivalent, and as Handy notes, full of
paradox which is ‘inevitable, endemic, and perpetual’ (Handy 1994)(p. 17). The trick is not to
seek to eliminate paradox, but to manage it.” (Hunter 1997)

2.1 Introduction:

In this chapter the key issues that provide the sefting and context in which priority setting
takes place are presented. These issues provide an important touchstone to reality that will
be refeired to in various chapters throughout the thesis. The list is drawn from the work of a
number of authors prominent in the field of priority setting’. The key issues are:

1. Understanding the choice between implicit and explicit approaches to priority
selting;

2. Recognising the imporiance of the different levels at which prionty setling takes
place in health care;

3. Understanding the debate between technical and process oriented approaches to
explicit priority setting, and

4. Resolving the question of whose judgement should be included in the priority
setting process — particularly attempts to consult and involve ti: public.

2.2 Implicit verses explicit approaches to priority setting

In recent years there have been many calls for priority setting in health care to be based on
rationat and explicit approaches (Klein 1995; Maynard 1996; Ham 1998). £conomists®,
proposing various methods of economic evaluation have played a central role in meeting this
call. Attimes the assumption seems to be that explicit rationing is unquestionably a good
thing — implying openness and honesty, and paving the way to a more efficient, equitable and
demaocratic health service. It is important to racognise that while explicitness has irmportant
virtues, there are also legitimate problems that need to be acknowledged. These {all into one
of two categories. First, there is criticism of the assumption that the path of explicit prionity

® These authors include ((Fuchs 1984, Hadorn and Brook 1991, Mooney, Gerard et al. 1992; Kizin 1995,
Mechanic 1995; Coast and Doncvan 1896; Klein, Day et al. 1996; Maynard 1996; Richardson, Segai et

al. 1996; Ham 1997: Hunter 1997; Mechanic 1997; Robinson 1998; Daniels 2000; Ham and Coulter
2000).
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setting is a practicai and feasible path to follow. Second, there is genuine debate as to
whether there are some levels of decision-making where it may be intrinsically undesirable to
make rationing explicit.

Cleéﬂy there are impediments to the utilisation of the economic approach that flow from the
complex environment in which priority setting usually takes place. Politicians, professionals
and the public usually place less emphasis, for exampie, on the objective of allocative
efficiency than is placed on it by economists. Of particular importance in this context is the
concept of political acceptability or feasibility. Any examination of priority setting at the macro
or meso levels (see Section 2.3), where some system of public accountability applies, will
reveal decision-makers’ concemns with the political acceptability of a proposed course of
action. If explicit decisions on priority setting, albeit based on strong economic evidence, are
felt to be politically unacceptable they are unlikely to be implemented®.

But what exactly is meant by political acceptability? Robinson describes an unacceptabie
situation to be when the proposed course of aclion is:

“{Slufficiently unpopular and widespread among those who are expecled to suffer from the
decision (and among supporters) that their resultant political actions (eg lobbying, press
campaigns, profest meetings, demonstrations) are likely to cause considerable social unrest.
In the limit, this may led io the decision-makers losing office.” (p. 23) {Robinson 1999)

If the costs of managing the protests arising from explicit rationing jeopardise other service
objectives, it may be rational to adopt poiicies to avoid them. These are the considerations
that led Hunter (Hunter 1996) to recommend an approach to rationing based on implicit
decision-making and “muddling through elegantly.” Mechanic (Mechanic 1995) similarly
alludes to the possible costs of explicit rationing (particuiarly at the micro leve! of decision-

making) when he claims that implicit rationing is “more conducive to stable social relations
and a lower level of conflict.”

The political and clinical reality is that implicit rationing is more comforiable. Coast (Coast
1997) offers an economic version of this rationale for implicit rationing when she raises the
notion bf “deprivation disutility” imposed on those denied services and “denial disutility” on the
part of those making the decisions. The comment below was concemed with the Oregon plan
(refer Chapter Six), but applies equally to all forms of explicit rationing and emphasises the
inherent difficulties in choosing explicitly to treat soine individuals rather than others.

* Economists such as {(Mooney, Gerard et al. 1992, Coast and Donovan 1996; Maynard 1996,
Richardson, Segal et al. 1996, Drummond, O'Brien et al. 1997; Nord 1998, Qlsen, Smith et al. 1999,
Richardson, Olsen et al. 1999; Segal 2000)

* The case study in Chapter Twelve illustrates this situation in relation to *he options to rationalise
Australia's national cervical cancer screening program.,
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“The greatest source of anguish in the implementation of the plan will come in learning how
to live with, and to rationalise, its failure to cover some people whose condition will pull al
our svmpathies. This anguish will be all the greater when the victims are visible and when the
accountability for their condition cannot be evaded. This is the logical end emotional problem
created by any set of priorities that set limits.” (p.83) (Callak::-- '987).

It may be that the utility experienced by society is greater from implicit rationing than could be
gained by having any of the following: an explicit priority setting approach that maximised
health gain; an explicit approach that pursued an equitable system; an explicit democratic
system that included community participation; or a combination of these approaches. This is
essentially an empirical question to which we do not know the answer. Explicit rationing has
been rejected in favour of implicit rationing by some (Dixon and Welch 19891; Welch and
Fisher 1992; Hunter 1997), with Hunter’s strategy of “muddling through elegantly” the most
complete presentation of the case (Hunter 1997). Some critics of implicit approaches, such as
Victor Fuchs, whilst arguing strongiy that rationing of care should be more systematic, are
prepared to accept that at the patient-physician level implicit rationing is more acceptable
{cited in Coast (Coast 1996)). Others reject a strategy of “muddling through elegantly” in any
centext. For most economists, who generally believe that implicit priority setting results in
inefficiency and inequity, Hunter’s ideas hold little attraction (Williams 1985; Mooney, Gerard
et al. 1992; Sheldon and Maynard 1993; Maynard 1996; Richardson, Segal et al. 1996). For
some, such inefficiency is unethical due to its opportunity cost (Willlams 1985; Maynard
1496). Certainly, a basic tenet of economic evaluation is to make explicit the alternatives that
may be available in any decision context, together with their costs and outcomes.

This thesis is based on the assumption that implicit rationing is less beneficial to society than
setting priosities explicitly in most circumstances and that ways need to found to facilitate
explicit priority setting in Australia. It reflects the economic premise that decisions should be
made on the basis of explicit consideration of the relative impact of allocating resources to
one use instead of another. The position of Victor Fuchs on the vexed question of decisions at
the patient-physician level is explored further below, but not resolved, as the approach to

priority setting developed in this thesis is designed for decisions at the macro and meso levels
of the health care system.

2.3 Levels of decision-making

There is an important distinction to be made between the various levels in the health care
system where priority setting decisions take place — particularly whether an explicit approach
is appropriate at all levels. These choices occur at the national or macro level, at the local or
meso level, and at the micro or individual level. The level of decision-making, will in turn, have
an imporant impact on the sontent of the choice to be made {i.e. the research question), the
actors involved in the decision process, the kind of criteria used, and the process in which
those criteria are applied. Too often advocates of explicit technical approaches put their
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position in a way that assumes their decision rules and methods are equally applicable across
all decision contexts. This is unfortunately, often true for economists. in conventional
economic evaluation of individual interventions, the importance of a clear specification of the
research question (including the role of study perspective and context) and its implications for
study methods is usually recognised — certainly in the critical appraisal guidelines (Gold,
Siegel et al. 1996; Drurmmond, O'Brien et al. 1997). In priority setting, however, this impoitant
aspect of cleariy defining the research question is often given scant recognition — including its
implications for the specification of an appropriate evaluation protocol for a multiple
intervention decision context. This is evident in several of the recommended approaches to
priority setting from economists reviewed in Part C of this thesis.

Those authors such as Klein (Kiein 1993) who stress the importance of the decision-making
process, see the position as more complicated, with prionties being set on at least five levels
(Figure 1). For Kiein, priority setting is not just about making one set of decisions, but
recognising “the compiex interaction of multiple decisions, taken at various levels in the
organisation about allocating resources.” In the general literature on priority setting, however,
the three-tier macro/meso/micro typology is widely recognised and is sufficient for the
purpose of explaining the importance of the issue, together with ils relevance to the model of
priority setting developed in this thesis.

Figure 2.1: Different levels of priority setting

1. Macro; the level of funding to be allocated to health services |

2. The distribution of the budget between geographical areas and across whole services

3. Meso: The allocation of resources to particular forms of treatment (within setvices but across
treatments)

4. Micro: The access to treatment choice which patients should receive (within treatments)

5. Decisions on how much to spend on individual patients

Source: Klein (1993)

2.3.1 The macro level:

At the macro level poiiticians determine the level of funding to be allocated to the health
sector and how this should be distributed between geographic areas and major sesvices &
programs. In the Australian contexd this would include both the Federal and State/Territory
levels of government. Decisions about the budgets for particular services and programs are
taken as pant of Cabinet discussion. For the Commonwealth this includes $96 grants to the
State/Territories; for the States/Temitories it includes resource allocations to their regional
health authorities, community health centres, and major institutions. At both Federal and State
level the spending departments like Heallh are lined up against the Treasury/Finance
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depariments to detemmine the financial envelopes within which the government funded health
services operate. The decisions at this level tend to be governed by broader political and
financial considerations, including the broad balance between expenditure and taxing/pubilic
berrowing requirements. Apart from broad public finance considerations, economic analysis
tends to be program/strategy specific (focussed around any new initiatives or major changes),
with resource allocation formulae receiving increasing consideration at the State/Territory
level in the distribution of funds to regions.

Thus at the macro or health care system level, the decision-makers are usually politicians and
their civil service support staff. The decision content concems the overall level and broad
distribution of the health sector budget. The priority setting approat!: /s bargaining onentated,
largely implicit, but with explicit outcomes (eg specified budget; benefil package; eligible
providers; etc). Technical models of priority setting tend to have a minor or support role at this
macro level. They may, however, come into their own where the development of national
strategies focusing on particular problems are involved®,

2.3.2 The meso level:

At the meso level intermmediate bodies such as regional and community heaith authorities,
insurance and sickness funds, and major health care institutions make decisions on the
aliocation of resources to particular forms of treatment, including the number and mix of
various providers. At this level the lead decision-makers tend to be managers and
administrators rather than politicians and/or ti-eir pelicy advisors. This is the level at which, a
priori, one would expect explicit technical arproaches such as those advocated by
economists to be the most applicable. It is aiso the level at which local institutions are often
asked to assess the health needs of their populations and to respond in an efficient and -
equitable manner. The reforms of the UK National Health Service during the 1990’s, for
example, vested this responsibility in district i:2ulth authorilies. Similar responsibilities are
vested in health authorities, or sickness funds, in other European countries and elsewhere,
including Australia.

Research (Heginbotham and Ham 1994) on the process of priority setting has indicated the
multiple pressures exerted on these organisations as they seek to determine priorities.
Intermediate bodies have to balance the pressures emanating from national and state
governments, local providers (doctors and hospitals) and public opinion; as well as consider
the technical advice on clinical and cost-effectiveriess. The priorities and approaches of these
other constituencies can place considerable limitations on the role played by economic
information. As Robinson has argued, this research illustrates “the wider context within which
heaith economists have to operate.” (p. 19) (Robinson 1999).
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2.3.3 The micro level:

The micro level is at the point of service delivery where those responsible for providing
services or making payments decide who is to get what within the resources that are
available. Clinicians, for example, use their judgement and experience 1o decide which
patients should receive treatment and how much should be done for individual patients. This
is rationing in the strict sense used by Klein (Kiein, Day et al. 1996) and is dominated by the
implicit approach. A variety of rationing strategies can be used to control costs implicitly such
as queuing, reducing the intensity of services, substituting less expensive for more costly
services, and deciding whether services ar: necessary.

The central issue here is the potential conflict for clinicians in acting as agents and advocates
for individual patients and assuming stewardship for the population as a whole. While each
tevel of decision-making impacts on the others, clinicians still retain considerable discretion,
despite the growing interest of politicians and managers at the macro and meso levels in
making the decisions of clinicians more explicit.

All systems of care use a variety of rationing mechanisms at this level, but the appropriate
balance is a matter of continuing debate. Rationing in the UK, for example, is carried out by
physicians who are aware of the budgetary limits and ration by telling the patient that they are
unable to do anything to help them, rather than explicitly stating that the resources are not
available for treatment (Klein, Day ef al. 1996; Ham 1998). In Australia the GP also has a
gatekeeper role, but the fee-for-senvice funding system is more open-ended and allows the
GP’s greater discretion in their choice of care alternatives. in the USA rationing occurs iargely
through managed care in one of its many forms (Daniels 2000). In its traditional form the
restraining mechanism is capitation and the need to stay within established budgets. This
results in a type of implicit rationing, quite similar to the UK system, where the clinician makes
judgements aware that the resources are limited. Many Americans are how affected by
utilisation review, however, which includes pre-certification of admission to hospital,
concurrent review of length of stay, case mariagement of high cost cases and second surgical
opinions (Danieis 2000). Depending on how managed care is administered, it commonly
constitutes a form of implicit rationing in that decisions depend on the discretionary
judgements of physician reviewers. Alternatively, to the extent that utilisation reviewers work
with protocols and guidelines, rationing may shift to a more expiicit form (Daniels 2000).

Three aspects of utilisation management in the US should be noted. First, the shift and/er
sharing of responsibility from the practicing physician to others. Second, thé potential to

f Such as when national pians for priority disease areas are being developed (as per the case study
involving the development of Australia's national cancer control strategy discussed in Chapter Twelve).
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substitute a more formalised and explicit determination of care for the traditional clinical
implicit decisicn-making. Third, the broadening cf the potentiaf conflict between the clinicians
role as patient advocate and their stewardship role for the population as a whole, to include
incentives for the physician to consider the cost of care against their own incomes. Daniels
(Daniels 2000), for example, argues for the need for managed care organisations to
demonstrate that the reimbursement of physicians is compatible with appropriate care.

Arguably, the micro level is the most contentious in terms of what role expiicii approaches in
general, and economic techniques in particular, might play in determining priorities.
Increasingly, implicit rationing has come under attack as uninformed, arbitrary, inefficient and
inequitable. Across a number of countries and in a range of disciplines, the importance of
clinician decisions at the micro level is recognised. It is this that lies behind the interest in
quidelines and the evidence-based medicine movement. if the key challenge in priority setting
is to use scarce rescurces efficiently and appropriately, then influencing decisions at the
micro level is seen by some analysts (Mooney 1994) as the central issue to address. The
argument here, stated at its simplest, is that much of medical practice cannot be supported by
the resuits of ngorous research, and that as a conseguence there is considerable scope for
improving the use of existing budgets. Support for the argument comes from evidence of wide
vaniations ir; wlinical practice patterns that appear not to be related to variations in medical
need’. Sheldon and Maynard in commenting on the UK system, maintain that:

* If'we wani a service that uses the public's money 1o promote health in an efficient and
equitable way... il is important 1o gef involved in rationing to insure that it occurs in a
responsible and just fashion rather than the current process, which is largely uncharted and
the product of clinical discretion which creates major variations in practice and patient

access. "(Sheldon and Mavnard 1993)

The counter view is also strongly put by a number of authors. This argument recognises that
medical decision-iaking is surrounded by uncertainty and can never be reduced to
standardised routines. There are therefore inherent limits {6 what has been described as the
“new scientism® in health care (Klein, Day et al. 1996). David Mechanic has been one of the
staunchest and most articulate opponents of explicit approaches at the micro level. He argues

“Once decisions are removed from a dialogue between doctor and paiient to a public
decision-making process, such decisions easily become the turf around which social, moral
and political battles are fought ... .. The value of implicit rationing is its capacity to respond to
complexity, diversity, and changing information in a sensitive and timely way. It builds on the
strength of the doctor/patient communication and sensitivity to a range of needs and
preferences of patients whose life circumstances vary greatly....What administrative
authorities cannot do successfilly, however , is micro manage the care process, inserting
themselves into decisions of who should be treated and how.” (Mechanic 1997)(p. 86)

7 Such as (Ham 1988; Leape, Fark et al. 1990; McPherson 1990; Renwick and Sadowsky 1991,
Richardson 1998)
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“ In shor1, ratioring at the micro level must be lefl for doctors and patients to work out among
themselves. Irformal resolution must take place within explicit constraints but once the
boundaries are set more is gained by muddling through than by trying io establish all the
rules beforehand. Seriously ill patients pose substantial complexities and, depending on how
iliness, culture, and personality combine, may require different care.” (Mechanic 1995) (p.
1659)

Wherever the truth lies, it seems certain that clinicians will find themselves drawn more and
more into the priority setting debate, albeit refuctantly in some cases. Some authors {eg
(Sabin 2000)) believe doctors are particularly well placed to lead the debate on rationing
because of the trust that exists between patients and doctors and the opportunity available to
doctors to use their encounters with patients to inform and educate.

There is no one “correct” answer to the questions: “What should be our priorities?” and “How
should they be determined?” The answer involves a series of value judgements which will
vary depending on the individuals and groups involved. Underlying most rationing practices is
some notion of equity defined as allocation according to need (see Chapter Five). The
dificulties inkerent in operationalising the measurement of need has s22n the allocation of
funds between competing services and programs pushed down to the meso level in a number
of countries, to be interpreted in the light of the 1ocal context. The difficulties in giving meaning
0 “need” aiso explains, in part, the further delegation to the micro level. Discretion is related
to the existence of ambiguity and the complexity of individual circumstance. The exercise of
discretion in tum raises the importance of process as an important component of evaluation
and priosity setting. The role of values and the importance of due process are examined
further below. |

in summary, the role of explicit and/or techinica) approaches {o priosty setting at the micro
levei will remain contentious for some time to come. The decision content, involving individual
access to health care, is inherently emotive, complex and value-faden. Explicit approathes to
priority setting have important implications for resource allocation at this level, both in regard
to outcomes and due process. The impact is likely to be both direct /eg via best practice
guidelines; utilisation review; and/or various points systems for access to surgery) and indirect
{i.e. via the consequences of decisions made at the macro and meso levels). Resource
allocation decisions utilising the approach developed in this thesis could be reflected in the
purciiasing decisions at the meso level; the budget and planning decisions at the macro level:
or incorporated into best practice guidelines. Should circumsiances arise where utilisation
management applied in Australia, then the proposed approach could be used directly to zid
dgecisions in that setting. Similarly, should Divisions of General Practice and/or the vaiious
Colleges become involved in planning exercises that involve economic gvaluation across
multiple interventions, then the approach explained in Part D of this thesis couid prove useful,
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To end this discussion of the micro level on a positive note, it is possibie that the roles
envisaged for explicit and implicit priorily setting are not quite as far apart as some cf the
literature would suggest. David Mechanic, for example, sees the various explicit tools (i.e.
economic evaluation; QALYSs; outcomes research; guidelines; etc) as useful aids to decision-
making, but not as directives. He wants to maintain clinician judgement as the comerstone of
decision-making at the micro ievel, but acknowledges the need for a different culture of
medical practice. One that is:

“fA]Jccountable and takes responsibility to use resources wisely and consistent with unjfolding
kmowledge of best practice and cost-benefit outcomes” (Mechanic 1995)(p. 1657).

Mechanic’s position on this is quite close to that of many economists, who see the role of
economic evaluation as an aid to decision-making, not as a substitute for decision-making
(Sugden and Williams 1978; Gold, Siegel €1 al. 1996; Drummond, O'Brien et al. 1897). He
warns, however, that guidelines seen as important educationai and practice aids will be
incorporated more readily inte clinical decision-making than if imposed externally by
government bodies as a strategy to control medical decision-making.

2.4 Technical verses due process approaches to explicit priority setting

There is an ongoing debate in the literatire between the advocates of explicit priorty setting
approaches on how “explicitness” should and could be achieved. One school of thought —
which might be called the “technical school” — is characterised by a reliance on rational
decision rules and the development of technical frameworks in which they are applied. This
school has in large part been the preserve of health economists (pursuing the goal of
efficiency) and epidemiologists/ clinicians (pursuing the goals of effectiveness and/or needs-
based equity). The underlying belief of this school is that it is possible to give definitive
answers {0 priority problems.

The goal of efficiency is based on a maximising concept: the idea that it is possible to
maximise the total amount of “benefit” available to the community if both the costs and |
benefits of an intervention are considered. It thus pursues a consequentialist ethic — usually of |
a utititarian nature - of the greatest good for the society as a whole. The exact specification of !
what constitutes “benefit is strangly debated within the health economics discipline. This 1
debate is discussed in Chapters Four and Five of the thesis. Modeis based on the goal of

efficiency are critically assessed in Part C of the thesis.

The goal of equity is focussed on a just distribution — of what is again a contested issue.
Equity as a concept is less precise than efficiency and has more variants. Priority setting
approaches ostensibly based on “need,” however this is defined, are essentially concerned
with equity (eg. equal health care for equal need; equal access for equal need, equal
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resources for equal need; etc). The goal of equity is taken-up through out the thesis,
particularly in the discussion in Chapters Five and Six. Models based on the goal of equity are
also reviewed (albeit briefly) in Part C of the thesis.

In the technical school, decisions made by applying the correct rules (whether efficiency
and/or equity focussed) and the associated arithmetic are, ipso facto legitimate, providing one
accepts the goal and/or principles on which they are based. Given appropriate information the
priority setting algorithm should be able to provide clear guidance to decision-makers on how
services should be ranked. Such technical approaches to priority setting often do not
acknowledge that there is a need to distinguish between different levels of priority setting. The
importance of context and setting is a theme that emerges from the discussion of ethics in
Chapter Five and the empirical experience presented in Chapter Six.

in contrast, the second school — what might be tenmed the “due process” school — guestions
the assuinption that it is possible to devise “rational” decision rules. lts advocates believe that
the technical approaches are based on a simpilistic view of the health care System and
challenge the possibility of definitive answers. Klein, for example, draw$ aftention to the
shortcomings of technical approaches and emphasises instead the esséntially contested
nature of rationing and the role of judgement in making decisions on resource allocation
(Klein 1993; Kiein, Day et al. 1996; Klein and Wiliiams 2000). For Klein the task is less to
refine the technical basis of decision-making than to construct a process that enabies proper
debate and discussion to occur. Instead of searching for a specific princCiple upon which to
base priorities, a system of bargaining should be used, whereby all stakeholders bring their
own objectives to the bargaining table. This does not mean implicit rationing, but instead a
system whereby decisions are made explicitly and the reasoning behind specific judgements
is clearly explained (Klein 1993; Redmayne, Klein et al. 1993).

The focus on the decision-making process is of course related to the interest in explicit
rationing discussed above and {0 the attempts to involve the public and patients in the
process of rationing (see below). Note also that in their recognition of the complexity of the
decision-making process, this school is joined by advocates of implicit rationing (Hunter
1997), but they draw very different conciusions as to the appropriate response to this
complexity.

Several authors in the literature on priority setting discuss the theme of due process®. The
work of Daniels, in particular, based on his observations of rationing in Managed care
organisations in the USA, has been quite influential, certainly influencing the Nordic countries
(Holm 2000). Daniels argues that accountabiliiy provided by markets is not able to ensure

® Refer the works, for example, of David Hunter (Hunter 1993; Hunter 1996, Hunter 1997), Peter Singer
{Singer 1997) and Norman Daniels {Danieis and Sabin 1997; Daniels and Sabin 1998; Daniels 2000).
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faimness or the legitimacy of priority setling decisions in health care. He argues for
accountability for reasonableness,” by which he means that decision-makers have to expizin
the rationale for their decisions, demonstrating that these are based on reasons and
principles (including value-for-money) that are accepted as “relevant by peopie who are
disposed to finding terms of cooperation that are mutually justifiable” (Daniels and Sabin
1997). The frequency with which his ideas are referred to, highlights the importance of the
ethical dimension of prnonty setting and suggests his ideas on process are relevantto a
number of different health care systems. Daniel’s theme of “accountzbility for
reasonableness” is considered further in Chapter Five.

The “due process” school thus sees decisions made through the “cosrect” priority setting
process as, ipso facto, legitimate. If rule-based systems are not a feasible way to legitimise
decisions that may weil proyve to be both controversial and/or unpopular, then legitimacy must
come through due process. The discussion then tumns to what constitutes “due process”, with
notions of transparency, accountability, bargaining, fair treatment, reasonabieness and lay
participation high on the list of desirable attributes. A number of authors pursue the id¢:a of
“procedural rights” as an impor:iant aspect of due process, particularly at the micro levet.
Hunter, for example, argues that a system of procedural rights should be put in place to help
balance ihe ‘the two poles of collectivism and individualism” (p. 138) (Hunter 1997).
Procedural rights are usually defined as rights that help ensure fair treatment of individuals®
as they come into contact with service providers and/or the gevernment (Coote and Hunter
1996).

There is clear recognition within the “due process” school of the different levels of decision-

making and that process criteria may vary between levels. One example is the acknowledged
importance at the micro level of allowing opporiunities for patients and their families to appeal
against decisions that deny their access to health care (Daniels and Sabin 1998). The theme

of what constitutes “due process” is picked up in several of the subsequent chapters of this
thesis.

The main advantage of the technical school is that, not only are the decisions and their
supporting rationale made explicit, but the objectives on which they are based are also

® These ideas are refiected in the introduction by some countries of the Patient’s Charter (UK
Depantment of Health 1992) and complaints systems. Procedural rights in heaith care may be
summarised as follows {(Bynoe 1998):

¢ Aright to be heard;
A right for consistency in decision-making; .

*  Aright to relevance in decision-making (a duty on those making decisions to take into account
all relevant factors and to disregard irrelevant ones);

* Aright to unbiased decisions;

* Aright to reasons ( openness in decision-making, expressed as a requirement for the decision-
maker ta give reasons to those affected by decisions concerning them), and

*  Avight to review.
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specified. Use of technical frameworks is more likely to move the heaith sectcr closer to
specified ohjectives, such as efficiency or equity, than approaches that lack clear direction.
This potential advantage, however, albeit very significant, may not be realised. What looks
like sound methodology is sometimes not practicable. A huge quantity of data is often
required for technical methods of priority setting. These data may include the costs of
interventions (including the costs of current practice); the efficacy/effectiveness of
interventions (inciuding current practice); the extent of iliness in the population; and possibly
informatian about public preferences. It is claimed that rationing by bargaining, on the other
hand, is “ideally suited to situations of extreme uncertainty and complexity where information
is poor and incomplete” (Hunter 1996). Unless tractable ways are found to deal with their
information needs, technical approaches will be restricted in their application, possibly to
choices involving vertical priority setting. Tackling the information problem is therefore a
feature of the approach to priority setting proposed in this thesis.

Added to the difficulties in securing adequate data for technical rationing, may be greater
difficulties in implementation. Pluralistic bargaining, by its very nature, both exposes potential
difficulties and offers a mechanism for the resolution of differences. A solution arrived at
through due process, may have a greater chance of implementation than a decision which
has been primarily taken in izolation, based on a nominated principle and associated decision
rules of the evaluators. This is particularly the case if policy objectives and funding structures
of the health care system do not relate closely to any of the “techniques” for priorily setting on
the basis of efficiency and equity.

The debate between the two schools may be drawn too starkly in the literature however.
There seems no inherent conflict between action to provide more and better information on
the costs and outcomes of different interventions and work to strengthen the processes for
debating that information and arriving at judgements on priorities. The reality is that neither
option alone is likely to fulfil the theoretical and practical requirements of an ideal approach to
explicit pnority setting. Technical methods alone will never be able to deal with the complexity
and contested nature of priority setting, but "due process” should ideally utilise the sort of
information on effectiveness, efficiency, equity and needs provided by technical approaches.
In this thesis it is argued that both elements need to be involved in any approach to priority
setting that is seeking strong theoretical foundations and practical reievance.

The key question is the extent to which each approach is used and the respective emphasis
on these different alternatives. While the relative importance attached to each element is an
issue that continues to divide the technicians focusing on outcome (i.e. health economists /
epidemiologists} from the “due process” advocates (i.e. politicat scientists / behavioural
scientists / sociologists), common ground in this debate is starting to emerge. A number of
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authors'® are starting to support this view, but few ~ if any —~ have published a clear model
with developed theoretical and empirical foundations. This issue is taken-up further in Parts B
to D of the thesis.

2.5 Whose judgement: attempts to consult and involve the public

While it is possible to argue from a theoretical perspective that the dictates of economic
appraisal should simply be followed automatically", virtually all economists agree that
economic evaluation is an aid to decision-making, not a replacement for decision-making.
This view is certainly reflected in the established critical appraisal guidelines (Gold, Siegel et
al. 1896; Drummond, O'Brien et al. 1997), particularly in those criteria dealing with the
specification of the research question and sensible interpretation of the results. it is also
reflected in a growing 2conomic literature on the role of ethics in economic analysis'Z.

The review of empirical evidence in Chapter Six also highlights the reality that explicit
rationing at all levels involves both the use ur techniques and the application of judgement.
Oregon is perhaps the best known exampie, but the experience of the Nordic countries,
israel, New Zealand, the UK and Australia, all support this conclusion. At the other level of
empincal experience, the notoriety that has surrounded particular cases where patients,
particularly children, have been denied treatment, also reinforces this point. Once the role of
judgement is accepted, the questions then arise of “whose judgement”; “involvement for what
purpose”; and “what is the appropriate process of involvement?”

In relation to the first question of whose judgement, the key issue revolves around medical
paternalism verses lay participation (Coast and Donovan 1996). While the views of medical
practitioners and other “experts” are drawn on extensively, there is increasing interest in
widening the circle to include the representatives of the public and/or of patients. In pan, this
is due to the general democratic ethic that health authorities in publicly funded health care
systems should be answerable to their actual and potential consumers. in part, there is aiso
an ethical concern to utifise the community’s values in the difficult choices that deny treatment
to individuals. Some authors however, such as Jonathan Lomas (Lomas 1997), see the
motivation of governments less as a question of ethics and more as one of pragmatics ~i.e.
of getting the public to share ownership in the tough choices. Coast (Coast and Donovan
1996) takes a middle course and concludes that the advantages argued for lay participation
revolve around the changes in service provision that might result, together with their likely
acceptance by the commmunity. By incorporating public preferences into the priority choices

c=ee for example, (Coast and Donovan 1996);(Ham and Coulter 2000) and (Singer 1997).

" As argued by Alan Wiliiams in an early presentation of the decision-making school (Sugden and
Williams 1978).

2‘ Recent examples include (Sheill 1997; Blaug 1998; Culyer 1998; Menzel, Gold et al. 1999; Nord,
Pinto Prades et al. 1899; Richardson 2000a)).
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the resulting services may be better suited to local needs. Priorities set in this way, she
contends, will refiect what people want, including their preferences, concerns and values.

The renewed interest in public pariicipation is reflected in government actions around the
developed world, particularly in the UK and Canada, that stress individuals' rights as patients
and as consumers. The NHS Management Executive in the UK, for example, has released a
“Patients’ Charler” (UK Department of Health 1992) and attempted to make things easier for
those planning public participation by providing a set of documents describing the range of
methodologies that could be used to obtain public views (Sykes, Collins et al. 1992).

The “due process” school mentioned ealier certainly acknowledges that there are
fundamental questions about who should be involved in the bargaining process and how this
decision should be made. Klein wams, for example, that where the groups invoived are
limited, there is a danger that such bargaining will slip back to implicit priority Setting without
anybody really noticing™.

One of the important issues to clarify is the purpose of any community participation/
consultation. The empirical evidence suggests a variety of purposes. In some cases the
purpose has been to educate and inform citizens about the need for rationing; in others the
task has been to agree values and principles that should guide rationing; and in others it has
been to contribute a user perspective to specific problems and choices. in Edgar's account of
the experience in New Zealand during the 1990’s, for example, she explains that the
objectives ranged from information sharing and awareness raising in the first instance,
through opinion gathering, to input on specific questions or identification of service priorities
(Edgar 2000).

A range of methods and approaches has been employed to seek this participation. Health
care reformers have been experimenting with diverse principles ang methods for involving
‘comumunity values” in resource allocation decisions, eg. survey research, town hall public
consuliations, citizen juries, ad hoc committees with diverse stakeholder representation (Kiein
1993; Both 1996; Lomas 1997; Mullen 2000}. This experimentation is related to the question
of what the “lay viewpoint® actually consists of. There is debate about whether lay views
properly come from random surveys, from focus groups or whether interested individuais
and/or community representatives are the appropriate course to follow. Much depends, of
course, on clear specification of the research question, the purpose of the invoivement,
together with the budget and time available.

¥ One of the strengths of the Program Budgeting and Marginal Analysis (PBMA) approach in this
regard, is its explicit recognition of the question of who should be involved, together with a process (i.e.
the Working Group) for resolving it.
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While most commentators on pubilic participation do so from a position of wanting to
encourage the greater involvement of both patients and the general public, others are more
cautious. Muilen, for example, points cut that:

“ Concerns ahout the legitimacy of public involvement relate 1o the ‘representativeness’ of
those participating, the perceived lack of knowledge of lay people in an area populated by
professionals, the risk of populism and even public resistance to being involved in ‘rationing’
There is also concern that public participation is being used to compensate jor the lack of
democracy....” (p. 163} (Mullen 2000}

In a similar vain, the Pardiamentary Heatth Select Commitiee in the UK stated that there is a
need both for more research and to be more realistic about what can be achieved with public
involvement (Committee 1895). Major issues hete concern the real willingness of purchasers
to incorporate the views and opinions of the public, and, if this is achieved, how far they are
prepared to go in changing existing services to meet the priorities expressed by the public -
or that flow rationally from their expressed values. Related problems concern the conflicting
pressures on purchasing bodies when local preferences conflict with national policies. There
is also the willingness of members of the public to participate in difficult decisions about
priority setting in health care {Lomas and Veenstra 1995; Abelson 1999).

A number of authors, including Mullen and Lormnas, note the need for methodological rigour in
deciding how to involve the public. Exhortations to involve “the public” conceal a plethora of
issues concerning what issues the public can reasonably be asked to contribute t{o; who
should or shoutld not be consulted and what mechanisms should be used.

Lomas wams from his evaluation of the literature that if the objective of lay participation is
shared ownership of priority choices, titen there are only limited areas where pubilic input
should be sought. More specifically, he argues that:

“[T}he general public should be asked to give input to, but not 1o determine, priorities across
the broad service categories that could potentially be publicly funded. Members of the public
have neither the interest nor the skills to do this at the level of specific services. The role
expected of such members of the public should be made explicit and should focus on collective
views of the community good rather than self-interested views of individual benefit.” (p. 103)
(Lomas 1997)

“{T]he willingness and self-perceived ability of average citizens to contribute to resource
allocation decisions is quite limited. Citizens appear implicitly to divide the task of resource
allocation into two phases — elicitation of the underiving principles and values and then
incorporation of these into mare explicit expert calculations of collective (political and fiscal)
costs and benefits. Regardless of whether rationing is proposed based on limiting funds,
services, or the eligibility of patients, they largely see their role restricted to providing
principles and values. They appear to recognise the need for the addition of poiitical,
professional or technical experts as the final decision-makers.” (p. 107) (Lomas 1997)
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Richardson makes a similar point in his review of a South Australian initiative to involve the
community in a prioritisation exercise for metropolitan health care services, viz:

“Decisions which involve purely subjective judgements (i.e. the criteria of volue, the meaning
and importance of equity) are the appropriate subject jor community judgements; issues such
as the construction of surveys; program costs and the use of Decision Analysis are technical
matters. Reliance upon community judgement here is as inappropriate as voting on the
techniques for car construction; that is, the task involves technical skills which panel members
cannot be expected to have.” (p. 10} (Richardson 1997)

" There are no available theories, to my knowledge, that prescribe the answer to which groups
should or shouid not be involved in the process of setting priorities for health care, A concemn
raised by Kiein, for example, is an apparent inverse law of participation, where those in
greatest need to further their own interests have the least capacity to do so (Klein 1984).
Value judgements must be made about who should, or should not, be included. The available
empincal evidence on this issue is also limited, but overwhelmingly supports the notion of a
combined decision-making body of some son that includes public participation (Richardson,
Charmny et al. 1992; Ham 1993; Abelson, Lomas et al. 1995, Lenaghan, New et al. 1996;
{Obermann and Tolley 1997).

Tuming to the mechanism for participation, Lomnas argues for a group process characterised
by collective consensus rather than the simple aggregation of individual views, viz:

“Thus, consultation on broad service priorities is perhaps best done with the general public in
conjunction with providers, managers, and others with expertise able to temper the public’s
tendency to orient more 1o the dramatic than the effective. ... collective consensus
recommendations from a group are better able to incorporate whatever evidence is available

than is the aggregation of the individual views of each member of the group.” (p. 108) (Lomas
1997}

“Finally, there appears to be no best method for obtaining public input that overcomes the
common problems of poor information upon which to base priorities, difficulty in arriving at
consensus, poor representativeness of participants, and lack of opportunity for informed
discussion prior to declaring priorities. There is some suggestion, however, that panels of
citizens or patients, convened on an ongoing basis and provided with the opportunity lo
acquire relevant information and discuss its implications prior to making consensus
recommendations, offer the most promising way forward.” (p. 103) (Lomas 1997)

Finally, a number of authors have noted that if public participation is to be taken seriously,
then participants have to be adequately supported. David Hunter states, for example, that:

“[E]ffective public involvement in rationing decisions ought 1o be encouraged where, and in
ways that are, appropriate but it needs to be butiressed and supporied..” (Hunter 1993)

In this regard it is interesting to note that the New Zealand work is being taken forward
through a consumer training program in guidelines development which in Edgar's view should
“should raise public engagement by several notches” (p. 189) (Edgar 2000).
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The question of consumer participation is clearly a compiex issue and it is not my intention in
this thesis to cover it in any detail. Consumer participation wilt be covered, only in so far as it
relates specifically to key aspects of priority setting.

2.6 Summary of the key points

Issues that provide the setting and context in which priority setting takes place are an
important touchstone to reality. Four key issues emerge from the international literature on
priority sefting, viz:

1. Understanding the choice between implicit and explicit approaches to priority setting;

2. Recognising the importance of the different levels at which priority setting takes place
in health care;

3. Understanding the debate between technical and process oriented approaches to
explicit priority setting; and

4. Resolving the question of whose judgement should be included in the priority setling
process - particularly attempts to consult and involve the public.

it is concluded that:

» Explicit priority setting is likely to be more beneficial to society in most circumstances
than setting priorities implicitly, particularly at the macro and meso levels of decision-
making. The approach to priority setting at the micro level rsmains a strongly
contested issue.

« There seems no inherent conflict between action to provide more and better
information on the costs and outcomes of different interventions (the “technical”
approach) and work to strengthen the processes for debating that information and
arriving at judgements on priorities (the "due process” approach). Both elements need
to be involved in any approach to priority setting that is seeking strong theoretical
foundations ang practical relevance.

* Once the role of judgement in priority setting is recognised, the questions then
become “whose judgemert”; “involvement for what purpose”; and “what is the
appropriate process of involvement'? There is guidance in the literature on these
issues, but they remain contested issues. There is nonetheiass, growing recognition
of the need for improvements in methodological rigour, for a realistic recognition of
what can be achieved and for clarity in the value judgements made in implementing

public participation.
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Chapter Three: Thesis Structure and Scope

3.1 Thesis organisation: a guide to the chapters:

The thesis is presented in five parts. Part A addresses the origins, setting and context for the
topic of prionty sefting i‘n health care. Part A not only considered the question of whether there
is a need for priority setting, but examined the key issues that set the context in which this
debate takes place, viz:

¢ the choice between implicit and explicit approaches to priority setting,;

o the different levels at which priority setting occurs in the heaith sector and the
implications of setting and context;

o the tension between technical rule-based frameworks and due process
approaches to explicit priority setting; and

» the role of judgement in priority setting, together with the associated issue of
public participation.

These issues are important because they reflect the context and probliems that decision-
makers face. They are kept in focus throughout the thesis because its fundamental purpose is
to develop a framework for priornity setting that will be adopted by decision-rmakers —- a
framework which is broader than one which focuses exclusively on the issues considered by
narrowly defined economic theory or economic orthodoxy. While the literature reviewed in
Part A suggests that the importance and need for priority setting is clearly established, the
central question of how priority setting is to be achieved is strongly contested. The remainder
of the thesis focuses on this question of what constitutes an appropriate approach to priority
setling. Two separate but related tasks were undertaken to contribute to its resoiution.

First, in Part B, a checklist is developed to help identify the features of an ideal approach to
oriority setting. Ten criteria are developed based on four key considerations, viz: economic
theory; ethics and social justice; lessons from empirical experience; and user considerations.
The contributions of economic theory, ethics and empirical evidence are presented in
Chapters Four to Six respectively. Criteria with a user rationale stern from an effort to ensure
that modeis of priority setting respond to the particular needs of decision-makers. This
rationale reflects the issues presented in Chapter Two, together with implications for decision-
makers coming from Chapters Four to Six. In Chapter Seven the four considerations are
brought together and linked to the ten criteria. The checklist presented in Chapter Seven
represents a significant contribution of the thesis, particularly given the current leve) of
disagreement about the appropriate approach to priority setting. Whiie there are existing
checklists to guide the conduct of traditional micro economic evaluation (Gold, Siegel et al.
1996; Drummond, O'Brien el al. 1997), there are no established checklists that refiect the




particular decision context of priofity setting involving the assessment of multiple options for
change. This thesis is therefore the first time that criteria from such a broad range of
considerations have been brought together to develop a framework for priority setting that is
both realistic and thecretically sound.

In Part C of the thesis existing models of priority setting are assessed against the checklist,
particularly those from the technical school. This school has in large part been the preserve of
health economists {pursuing the goal of efficiency) and epidemiologists/clinicians (pursuing
the goals of effectiveness and/or needs-based equity). Models proposed by non-economists
are reviewed in Chapter Eight, while models proposed by economists are assessed in
Chapter Nine. It is concluded from the assessment in Part C, that while there are current
approaches with considerable merit in relation to some of the criteria, none of the current
models of priority setting perform well against all the criteria.

The assessment in Part C gives added weight to the second task undertaken for this thesis;
namely, to develop and trial a model of priority setting that attempts to meet all the criteria in
the checklist. Part D of the thesis focuses on this undertaking. Chapter Ten provides a
description of the Macro Economic Evaluation Model (MEEM), together with an overview of its
development, potential uses and early case studies. Chapter Eleven focuses on how the
inforrnation needs of MEEM were met through the creation of a database on heaith
expenditure and the selection of the DALY as the best available suminary measure of
population heatth. A chapter is dedicated to the information needs of MEEM, because
problems associated with data needs {particularly for technical approaches) are the dominant
theme that emerges from the empirical evidence in Chapter Six. In Chapter Twelve the major
case study undertaken to test the feasibility of the MEEM approach is presented. The case
study refiected a real-life priority setting context and was subject to genhuine time and policy
constraints. It invoived the economic evaluation undertaken to assist the development of the
national strategy for cancer control in Australia. Finally, in Chapter Thirteen, MEEM is
assessed against the checklist developed in Part B, drawing particularnly on the major case
study. Chapter Thirteen concludes with a brief comment on the potential role, generalisability
and significance of the MEEM approach. [t is noted that further major case studies in rmental
health and cardiovascular disease have been commissioned on the strength of the cancer
study, and that this represents an important external endorsement of the practical value and
acceptability of MEEM.

Parl £ of the thesis contains supporting documentation on the MEEM approach. Appendix
One provides a list of publications released during my candidature that are based on research
undertaken in developing MEEM. Appeindix Two provides further detail on aspects of the
major case study, particularly in reiation to the macro evaluation of the options for change.
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3.2 Scope and limitations
Priofity setting is @ subject that generates vigorous debate across a range of disciplines. It is
simply not possible to give consideration to all of the issues involved, and at the same time
give due weight to the topic from an economic perspective. The thesis is registered in the
economics faculty and an economic orientation is clearly essential. 1ssues or arguments
central to other disciplines, however, such as epidemiology, behaviourai science, philosophy,
politicat stience or ethics, inevitably arise. Discussion of these issues is necessarily selective
and their inclusion largely reflects the extent of their interaction with an economics approach.
Thus while issues such as the process of decision-making and poiicy development, pluralistic
bargaining, community participation, preference elicitation methods, evidence of intervention
efficacy and political acceptability are raised, there is no attempt to provide a comprehensive
caverage of these large sutyects. Other issues, such as the role of ethics and social justice,
are assessed at greater depth, because of their fundamental significance in nommative
economic analysis. In short, the thesis attempts to be inclusive, but only comprehensive in
relation 1o key issues from an economic perspective.

Similar issues of scope arose with respect to the coverage of economic theory in Chapter
Four, in order that the word limit was not exceeded. A range of sub-discipiines such as public
finance; public choice theory; game theory, decision theory; management theory, and
systems design, all contribute to an understanding of issues associated with government
intervention. Whiie acknowledging the impact of these broader issues, the focus in this thesis
is on improving the capacity of economic evaluation to guide government decisions on the
allocation of resources in the health sector. More specifically, it is a macro approach to
economic evaluation that addresses the applied issues arising from the decision context of
priority sefting. Accordingly, there is no attempt to provide a detailed coverage of all the
various micro evaluation and modeling techniques available, but rather to highlight the key
techniques and issues ceptral to the task of priosity setting. Further, while it is recognised that
there are new evaluation techniques emerging in traditional micro economic evaluation, such
as conjoint analysis (CA) and cost-value analysis (CVA), these newer developments are
discussed onfy when they are relevant to the specific choice context of priority setting™.

In Chapter Six, which outiines the lessons from empirical experience, similar difficult choices
of scope and coverage had to be made. Emphasis was given to countries that have adopted
explicit approaches to prionty setting and which provide useful guidance for the Australian
context. The resource allocation experiment in the US State of Oregon was reviewed at some

" Thus CVA is raised in several contexts because cost utility analysis {CUA) is assessed as the most
appropriate technique for macro evaluation in the health sector, and CVA represents a natural evolution
of the QALY to incorporate wider issues of concerr, to the community. On the other hand, CA is not
addressed, except in passing, because its credentials within traditional micro evaluation ara not yet
established, and its adoption within a priority setting context would be premature.
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jengih because it has generated an exiensive literature and because it remains the only large-
scale attempt to implement explicit priority setting using a QALY League Table approach. The
New Zealand experience is also emphasised because its incrementalist approach to explicit
gpriority setting offers an important altemative to the Oregon approach. Insights were also
obtained from the experiences of The Netherlands, the Nordic countries and the UK, but had
to be covered at less depth due to the word limit.

Two other important issues of scope arise in relation to Chapter Six. First, it is important to
acknowledge the large literature on priority setting/rationing that flourishes in the UK, with an
active debate between academics of different disciplines across a range of journals. It was
simply not possible o review all this material in depth or to cover issues comprehensively in a
prief overview of the UK experience and of the key issues that emerge from it. The
experience of the UK was afforded less weight because it has not adopted an explicit
approach to priority setting like Oregon or New Zealand, but rather adopted an approach
characterised by “pragmatic incrermentalism” (Kiein, Day et al. 1996).

Second, it is important to acknowledge that no attempt has been made to provide a
comprehensive assessment in Chapter Six of whether the priority setting endevours of these
various countries were “successful”. Success could be judged in a number of ways from a
number of different perspectives; including whether they achieved their policy goals; whether
decisions enjoyed stakeholder support; or whether their approaches were adopted elsewhere.
Such an assessment, even if the data existed and was accessible, wouid be beyond the
scope of this thesis. Rather, a more modest objective was adopted — namely, that of drawing
out the key lessons from the experiences of these countries that might inform future attempts
at explicit priority setting.

Chapter Six also includes a review of selected Australian experience with priority setting in
the health sector. There have been no systematic national attempts in Australia to set health
care priorities analogous to the initiatives of Oregon, New Zealand, The Netherlands or the
Nordic countries. Nonetheless, there are relevant experiences to report, and in Chapter Six
several key initiatives are reviewed. In selecting relevant experiences, reliance was placed on

those studies that have been published, either as reports/working papers or in the refereed
literature.

In Part C of the thesis existing models of priority setting are reviewed against the checklist. As
Parts B and D present the primary contributions of the thesis (i.e. a checklist to assess

models of priority setting, together with MEEM, my proposed approach to priority setting); iess
weight was given to Part C. Accordingly, it was not possible in a brief review to cover all the
potential approaches to priority setting and their various permutations. Instead, the focus in
Chapter Eight is on two distinctive approaches to priority setting proposed by non-economists,
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vizz models that adopt equity as the primary objective (i.e. needs-based models and age-
pased models); and models that adopt the achievement of consensus as the primary
objective. In Chapter Nine a similar approach was taken, with key contributions selected for
review (i.e. League Tables; PBMA; the Health Benefit Group/Health Resource Group
approach; and the Disease-Based Framework). It should be noted, however, that the detalied
review of empirical evidence in Chapter Six does overview a number of other approaches to
priority setting (such as the lrrawarregon).

(n Part D the development and trialing of MEEM is presented. As the full report on the major
case study has been published separately and runs to weli over 200 pages, it is summarised
in Chapter Twelve with supporting detail provided in Appendix Two. Similarly, most of the
minor case studies reported in Chapter Ten have been published, with selected extracts
included in the thesis to illustrate the development and applications for MEEM. A fuil list of the
publications based on MEEM is set out in Appendix One. Chapter Eleven focuses on how the
information needs of MEEM were made tractable through the development of a database on
heaith expenditure and the utilisation of DALY as the preferred summary measure of
population heatth. The Acknowdedgements contain a brief history of this research in order to
document my contribution. As the focus of the thesis is on priority setting rather than cost-of-
illness (COt) analysis, no attempt is made to present the COl methodology in detail or to trace
its development. References are provided, however, where this detail is available. A similar
approach is taken with the Burden of Disease (BOD) database. Emphasis is given to
explaining the choice of outcome measure (j.e. the DALY}, rather than to detailed

explanations of the vasious summary measures of population health, which involves a large
literature in its own right.

in sum, the topic of this thesis involves an exceedingly broad range of disciplines and issues.
These have been drawn on selectively in accordance with their relevance to the theme of
developing a realistic and theoretically sound approach to macro economic evaluation to
guide decision-makers in their resource allocation decisions.
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PART B: DEVELOPING THE CHECKLIST - WHAT ARE THE
FEATURES OF AN IDEAL PRIORITY SETTING MODEL?

Chapter Four: The Contribution from Economic Theory

“...whereas the normal way of testing a theory in positive economics is 1o test its conclusions,
the normal of testing a welfare proposition is to test its assumptions ... the interesi attaching fo
a theory of welfare depends almost entirely upon the realism and relevance of its assumptions,
factual and ethical, in a particular historical context.” (de Graaff 1967)(p. 3)

“Why do (public utility) regulators or even the public generally, find if so hard to accept and
apply the principles of economic efficiency — principles that are so obvious fo trained
economists... My continual immersion in public utility regulation has gradually led me away
from the ‘public is illiterate’ view and more fowards the ‘economists are deaf” view. (Zajac
1985)(p. 119)

4.1 Introduction:

Economics generally distinguishes three concepts of efficiency. The first two address the
supply side and are sometimes rolled into one in introductory textbooks. “Technical efficiency”
is achieved when production is organised so that maxirum output is produced with the
resource inputs available, it is an engineering-based notion of efficiency that depends on the
physical production function. In theoretical temns, technical efficiency coincides with being on
an “isoguant” and there are many technically efficient input combinations for a given
production function. “Productive efficiency” (sometimes called "cost-effet":tiveness efficiency”)
is achieved when production is organised to minimise the cost of producing a given output. It
thus takes into account both the production function and prevailing factor input prices.
Productive efficiency coincides with the intersection of the isoquant and isocost lines and
under standard convexity assumptions there is normally only one cost-effective input mix in a
given setting, The third and arguably'* most important concept of efficiency, particulariy for
strategic planning and priority setting, is “allocative efficiency”. Allocative efficiency
incorporates the demand side and is achieved when resources are allocated so as 1o produce
the “optimal” level of each output in line with the “value” consumers place on them.

i is important to appreciate three aspects of these efficiency concepts. First, that efficiency is
a purely instrumental concept — it has meaning only if an explicit objective has been
anticulated against which efficiency can be assessed. Second, there exists a hierarchical
relationship tetween these concepts - technical efficiency is required to achieve productive
efficiency and productive efficiency is in turn required to achieve allocative efficiency. Third,
and arguably the most imporiant, there exist alternative ways to define “optimal” and to define

" While many economists would support the primacy of the allocative efficiency concept, it is often the

neglected concept. Technical efficiency within hospitals, for example, has been a priority concern for
many years,
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*value” within the key concept of allocative efficiency. The assessment of these altemative
ways 1o define and measure allocative efficiency is at the heart of this chapter.

One type of assessment is o examine the congruence between the economic evaluation
methods employed to measure efficiency and their coniceptual framework in economic theory
— this is provided in Section 4.3. A second type of assessment focuses on the validity of the
concEpiua!‘frameworks themselves - this is provided in Section 4.2. A primary focus of
Section 4.2 is the paradigm clash that has emerged in the nenmative ecocnomics of health, a
ash between the orthodox traditioi of “weifare economics” and the newer theoretical
framework of “extra-welfarism”. The rejection of welfarism by many health economists has
also led to the “Decision-Making Approach” (Williams 1972; Sugden and Williams 1978)
where prominence is afforded the objectives of decision-makers commissioning the analysis.
De Graaff's observation in the title quote above captures the central features of this ongoing
theoretical debate — a debate rooted in different views about the “relevance and realism” of
the factual and ethical assumptions underlying the competing theories.

4.2 Theoretical foundations: from welfarism to extra-welfarism and the
decision-making approach:

4.2.1 Cverview:

The term “welfarism” or *welfare economics”, refers to the theoretical framework for normative
economic analysis that has devetoped within the neo-classical economic tradition'”. The
wetfare economic framework, which is familiar o most economists, rests squarely on notions
of individual utility or preference as the foundation of analysis. This tradition is very much in
accord with liberal poiiticar opinion, as individual autonomy is paramount. Social weifare (an
increase in which is at the heart of economics) is a function™ only of individual welfare (or
utility) and judgements about the superiority of one policy option over another are made by
reference to the sum of these individual utilities (irrespective of the non utility aspects of each
policy). Moreover, the individual utilities are a function only of goods and services
consumed"’. It is assumed that individuals are usually the best judges of their own welfare
(the “consumer sovereignty” assumption) — a view that with a few added conditions gives
substance to the neoclassical faith in free markets.

“Extra-welfarism” refers to frameworks for normative economic analysis that reject the
exclusive focus of neoclassical welfarism on utilities of individuals. This approach relaxes this

** See for example the writings of (Kaldor 1939: Arrow 1963; de Graaff 1967; Baumol 1969; Ng 1979,
?ﬁoadway and Bruce 1984}, or the commentaries of (Sen 1977) and (Culyer 1971).

Note that this function may take various forms. Utilitarianism is a simple additive function where utility
s maximised irespective of distribution. Egalitarianism is consistent with a welfarist position in
combination with the view that utilities ought to be equal. If the function is not additive, however, the
question arises concerning the ethical basis by which we judge the function. While redistribution is
possible under welfarism, the focus under normal circumstances is to redistribute wealth and not final
consumption (Personal Communication, Richardson [2001]).
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assumption to enable other aspects of policy change to be included in the assessment of
efficiency. Since in the welfarist approach the focus of social welfare is utility received from
the consumption of goods and services, an important theme of extra-welfarism are
characieristics that may have value in of and of themselves, and not simply as 2 means of
obtaining utility. The appropriate characteristics involved are subject to debate and ongoing
research, but obvious candidates include individual health status and aotions of sociat justice
(Scanlon 1975; Sen 1985; Sagoff 1994; Barer, Getzen et al. 1998).

Extra-welfarist approaches represent an important break with the welfare economic tradition,
but that break should not be over-played and its historical roots should be recognised. Extra-
welfarism is best thought of as supplementing and “transcending” (to use Culyer’s term
(Culyer 19889)), rather than replacing traditional welfarism, in that it does not necessarily
exclude individual-based welfare from the judgement, but it does supplement individual utility
with other aspects relevant to societal welfare,

The historical roots of extra-welfarism in economics can be traced back a fair way. Culyer
{Culyer 1989), for example, cites Bergson’'s {(Bergson 1938) “classic theoretical article” of
1938 in which the specified social welfare function included terms that could be interpreted as
extra-welfarist. Bergsor did not pursue these terms, however, dropping therm in favour of an
explicit partial analysis. The most important extra-welfarist strand from a historical perspective
was undoubtedly the notion of “merit goods”. Musgrave (Musgrave 1959) raised this temm in
his “Theory of Public Finance” in 1959, describing them as goods whose consumption is
considered so meritorious (by government) that they are made available on terms that are
more generous than in the market piace. Attempts were made to bring merit goods within the
welfanst framework (eg by Cutyer in 1971 (Culyer 1971)), but these were generally regarded
as unsuccessful (Culyer 1989). These attempts nonetheless stimulated the search for a better
framework, rather than leaving the concept of merit goods as a kind of ad hoc “escape

clause’ {to use the expression coined by Margolis (Margolis 1982)). it became increasingly
unacceplable to a growing band of economists, that a notion, which expiained an important
observed phenomena of clear normative significance, could not be accommodated by
traditional theory. The concept of merit goods was thus a watershed ', because it plainly
involved the possibility of governments overruling the judgements of individuals about what
was of value to them. It raised the issue of what weights should be attached to individual
utilities in the social welfare function and who should be assigning those weights.

17 , N . . . X
Thgre are caveats made to this generalisation in the literature, but the focus on goods and services
remains.

‘ The work of Pigou and Marshall in the “material welfare” tradition {Robinson 1886) consolidated the
importance of external criteria and chalienged the extreme libertarian view that any interference with
consumer sovereignty by governments must reduce utility.
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Then in 1972 an explicit departure from welfarism was advocated by Williams (Williams 1972)
and discussed further by Sugden and Williams (Sugden and Williams 1978) in the context of
cost-benefit analysis. Called the “Decision-Making Approach” (DMA), this framework
advocated the use of directly obtained or carefully inferred vaiues of “policy-makers” or
“decision-makers”. The answer to the question “who decides what entities with what weights
go into the social welfare function?” under this framework is “decision-makers”. While this
framework does not theoretically preclude either a welfarist or extra-welfarist approach - as
the arguments in the objective function are specified by the decision-maker - it is best
classified as a variant of non-welfarism'®. The rationale for the DMA framework is important
because it offers a theoretical foundation for those economists who recognise that the role of
economic evaluation within the decision-making process is contingent upon its perceived
rejevance to policy-makers,

During the 1970's and 1980's, Amartya Sen”® became a strong advocate for extra-welfarist
approaches to evaluation in economics and for the importance of achieving socizl justice in
resource allocation decisions. Sen argued that a particularly important class of non-utiiity
information about individuals was their "basic capabilities™ — by which he meant a person
being able to perform important basic functions. If a quadriplegic, for exampie, is unable to
perform particular basic activities, then he or she is seen as having special "needs” that are
independent of his or her total or marginal utility.

Culyer, who coined the term “extra-welfarist” (Culyer 1989), developed Sen's ideas by
advocating the more general notion of “characteristics of people®. These characteristics may
include, for example, their genetic endowment of health; their socioeconomic status; their
moral worth and “deservingness”; or their severity of pain. Only some of the characteristics of
people (which will include some of their capabilities) wilt be deemed relevant for inclusion in
the social welfare function and the list of such relevant characteristics is likely to vary between
ciltures and countries. For Culyer, relevant characteristics are contingent, related to the
concept of need and will vary with context. Whereas the concept of “need” received little
support amongst traditional welfarists, extra-welfarists — to quote Culyer — “have been able to
use the term with some precision and confidence” (Culyer 1989). In a series of articies®’
published through the 1980's and 1990's, Culyer developed an extra-welfarist framework
centred on health as the proximate maximand.

Culyer's work, in the words of Jeremiah Hurley (Hurley 1998):

*® It is clear from the literature that “extra-wifarism” is not a precise term, with Culyer himself defining it
in different ways in different articles (i.e. »s both subsuming and replacing utility). | have adopted the
term “ron weifarist” as a general category that includes Culyer's extra-welfarism, together with anything
eise tha. is not welfarism.

See (Sen 1977; Sen 1979; Sen 1980; Sen and Williams 1982, Sen 1985; Sen 1987)

See(CuIyer 1880, Cuiyer 1984; Culyer 1989; Culyer 1990; Culyer 1992; Culyer 1995; Culyer and
Evans 1996).
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“...represents one of the more sustained, and more successful, efforts in the healih sector 1o
develop from first principles an alternative to the welfare economic framework.” (p. 373)

For applied analysis, Culyer advocated cost utility analysis with the use of Quality Adjusted

Life Years {QALYS) as the measure of heaith, albeit QALYs in which the quality weights are
not necessarily derived from utility values. In contrast, the empirical approach derived from

the welfare economic framework is cost benefit analysis; a market-iike appraisal technique

based on the “Potential Pareto Improvement” criterion discussed below.

4.2.2 Orthodox welfarism: a satisfactory theoretical foundation for the allocation of
health sector resources?

Orthodox welfare economics is built on four central and related concepts (Bator 1957; Hurley
1998:; Richardson 2000a): utility maximisation; consumer sovereignty and the associated
notion of revealed preference; consequentialism; and welfarism. The first concept, utility
maximisation, is essentially a behavioural assumption. The latter three are normative
assumptions regarding who is in the best position to judge welfare and the types of
information necessary to facilitate that judgement (Hurdey 2000).

“Utility maximisation” embodies the proposition that individuals choose rationally according to
defined notions of consistency — the so-called axioms of choice (Varian 1978). “Consumer
sovereignty” is the proposition that consumers are the best judges of their own welfare (i.e. of
their own utility) and reveal their preferences through their choices of goods and services in
the market. Consumer sovereignty is thus contrary to the notion of paternalism ~ that a third
party may know better than the person may what is best for them. “Consequentiatism” holds
that consumer preferences are in turn based on outcomes, not prf:)ce's.':f’2 — that any action,
choice or policy should be judged on its effects or consegquences. “Welfarism” is the
assumption that social welfare should be judged entirely as a function of its impact on
individual utilities. Compieting the process requires a method for summing the individual
utilities in order to determine social welfz ey and efficiency (i.e. policy changes that improve
social welfare). The adequacy of these assurngiions to provide an appropriate foundation for
priofity setling in the health sector are now examined, starting with the key issue of how
improvements in social welfare are determined.

Orthodox welfarism has had two approaches to determining whether policies lead to
improvements in social welfare. in early neo-classical welfare economics utility was assumed
to be cardinally measurable and interpersonally comparable (Marshall 1961). The best policy
was simply the one that maximised the sum of utilities in the population {i.e. utilitarianism).

2 The possibility that the orthodox utilitarian approach could be re-constructed to attach utility to

“proqess' is discussed below. 1t is not normally done in practice and risks an all-embracive and vacuous
definition of utility.
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With the development of ordinal utility theory (the so-called “second theory of weifare
ec:r:momics")z‘3 the assumptions of cardinal measurement and inter-persenal comparison were
dropped. The retreat from interpersonal comparisons reflected the view that economists have
no special professional competence in making such judgements. The intrusion of subjeciive
values info economic analysis ran the risk of bringing positive and empirical analysis into
disrepuie by giving a faise “scientific” authority to values having no such authority, or worse,
may tum into special pleading (Culyer 1984). Further, welfarists saw no clear agreement
among members of any social group as to the relative deservingness of its members. As
recorded by Harberger (Harberger 1971) their conclusion was that “Costs and
benefits....should normally be added without regard to the individuals to whom they accrue”.
[The irony of this conclusion for extra-welfarists, is that having correctly concluded that
economists have no professional qualifications to make interpersonal comparisons, welfarists
then did exactly that by giving each person the same weight.]

As these ideas took hold, the problems associated with summing utilities were circumvented
by recourse to the criterion of “Pareto Optimality”. A palicy change is judged to be Pareto
Optimal if and only if it is impossible to increase one person’s utility without simuitaneously
decreasing another’s. The Pareto Criterion (PC) embodied Keynes’ plea for economists to act
like “humble, competent people, on a level with dentists” (Keynes 1972). The value judgement
that a change that harmed no one and made at least one person better off seemed innocuous
enough. For applied welfare analysis, however, this shift came with a heavy price, First,

nearly all policy changes in the real world hurt someone, and strict application would lead to
policy paralysis. Second, for a given set of resources, each of many possible allocations of
those resources can be Pareto Optimal - the PC does not lead to a single best allocation, but
to a utility possibility frontier. As Culyer and Evans explain (Culyer and Evans 1996):

“The fundamental theorems of welfare economics refer 1o the linkage between the initial
resource endowments of fransaciors in an economy, with given tastes and technology, and the
potential outcomes — through transformation, exchange and consumption — in a mulli-
dimensional utility space. If utility maximising consumers and profit-maximising firms interact
in a perfectly compelitive environment, with all the stringent structural and behavioural
assumptions that underlie price theory of the textbooks, then the economy will reach its utilitv-
possibility frontier... At this frontier — the potentially infinite set of Pareto-oprimal points - no
transactor's utility can be increased through reallocation without veducing that of

another.. None of this tells us anything about the goodness or badness of different poinis on
that frontier relative to each other or even points off it... Hence one can draw no conclusions
Jrom these theorems about more or less desirable ways of ordering social arrangements, only
about what might, under certain conditions, be possible. Terms like ‘efficiency’ or

‘optimality’, however, sound normative, whether or not modified by ‘Pareto’... This is at best
confusing and at worst deliberately misleading. ” (p. 246)

B Thg second theory focuses on the relationship between initial resources and a Pareto efficient
equilibrium. The theory is not so much about cardinal or ordinal theory per se, as it is about providing a

Iife_line to save welfare theory from the accusation of non-comparable utilities (Personal Communication
[Richardson, 2001)).
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This is why Pareto’s concept of efficienc; and optimality, while endowed with an impeccably
precise technical meaning, has very little practical usefulness for economists who wish to
inform the decision-makir.g process in the real world. Further, as Baumol states (Baumol
1969), the PC simply side-steps equity issues associated with the income distribution, which
further diminishes its role: '

“Pareto optimality analysis sidgesteps the issue of income distribution... {Optimality rules
resting on a Paretian foundation] remain either silent or prejudiced in favour of the status
quo on the issue of income distribution and are, therefore, necessarily incomplete or
unsatisfactory even on mafters for which distribution is not a primary issue. Ultimately, the
Parelian criterion can be considered the welfare economists’ instrument par excellence for
the circumvention of this issue.” (Cited in Reinhardt 1998, p. 26)

Two theorems of welfare economics justify their near exclusive focus on efficiency over
distributive equity (Hurley 2000). The first theorem states that the allocation of resources
generated by a perfectly competitive market process is Pareto Optimal (i.e. achieves all three
levels of efficiency). The second theorem states that any Pareto Optimal allocation can be
achieved through a perfectly competitive market. The theorems provide the justification in
welfare economics for taking a market allocation as the reference standard. Because any
Pareto optimal ailocation can be reached through a competitive market process given the
right initial distribution of resources (income), welfare economists feel free to analyse only
questions of efficiency, leaving questions of the right distribution of resources to the political
process>*. The only efficiency rationale for non-market arrangements is market failure caused
by violation of the model's assumptions (refer discussion Chapter One). In the absence of
costless, lump-sum transfers (i.e. in the real world), however, efficiency and distributive
concerns cannot be separated (Reinhardt 1992).

In an effort to overcome these limitations, the attention of welfarists shifted to the “Potential
Pareto improvement” (PP1) — also called the “Kaldor-Hicks criterion” (Hicks 1939; Kaldor
1939; Hicks 1941). A policy is said to produce a PPl if benefits that accrue to the gainers are
sufficiently large that they could compensate the iosers, making the losers no worse off than
they were before the policy, while still retaining some net benefit for the gainers. The PPl is an
attempl to derive poiicy relevant recommendations within a Paretian value framework without
explicit interpersonal comparisons. While much policy work that claims economic authenticity
(particularly under the mantle of cost benefit analysis) has been undertaken on the basis of
PP1, exactly why the possibility of compensation that does not necessarity take place should
influence the ranking of alternative policies has never been made clear — despite the
theoretical and ethical debate it has attracted.

 Ng makes the assumption, for example, that it is the role of governments to re-distribute income (Ng
19?9). _As Richardson comments;, this is akin to the economist (like Pantius Pilate) “washing his hands”
of distributive concerns. it seems a little odd that welfarists are prepared to place such faith in

government, when everywhere else in welfare economics the government role is denigrated. [Personal
Communication, Richardson (2001)]
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Criticism of the theoretical basis of the PP has focused on its ability to produce unambiguous
rankings (Hurley 1998) and whether it can serve as a conceptual foundation for using the net
benefit criterion in cost-benefit analysis (Blackorby and Donaldson 1990). The major debate,
howevef, has centred on the ethical issues involved, particularly whether PP provides an
acceptable basis for societal decision-making. While many economists have discussed the
ethical problems associated with hypothetical compensation, Reinhardt's contribution has
been the moast entertaining, dismissing PPI as the “Unrequited-Punch-in-The-Nose-Test"
(Reinhardt 1992). Richardson (Richardson 2000a) rightly argues that at best the PP
encourages the application of “potentially beffer” policies and at worst, bases policy advice on
the dubious ethical proposition that “potentially better” means “better" — a misieading use of
our farguage.

A more benign interpreiation of the PPl is that economists pass back the issue of whether or
not the compensation should take place to decision-makers. This rationale, while plausible, is
weakened by the common disregard of distributive issues in most economic evaluation work,
which leaves the decision-maker with minimal information to make such judgements. In the
health sector this is even more problematic, because when decisions regarding life and death
are made, compensation is not possible, even in principle. As Richardson (Richardson 2000a)
concludes:

“As compensation jor health and health services not received has never occurred nor even
been contemplated in any country, the Kaldor-Hicks criterion is simply irrelevant and the
concept of ‘pure economic efficiency’ — value free improvement is misleading.” (p. 5)

Without the PPl principie and the PC forerunner, it is impossible in practice, as argued by
Williams (Williams 1998), to separate the analysis of efficiency and the analysis of equity.
Further stifl, Richardson argues persuasively in a series of recent papers, that the failings of
welfarism re-establishes the importance of the ethical debale ignored by neoclassical
orthodoxy (Richardson 1999; Richardson 2000a; Richardson 2000c). While touched on in this
chapter, the important role of ethics in resource allocation is taken up further in Chapter Five.

An alternative defence for PP| discussed by Hurley (Hurley 1998) and other commentators®,
is that economists may believe that, over time, everyone will be better off when policies are
based on PPI. The essence of this defence is that individual cases of injustice will cancel
themselves out. At best this is an ad hoc defence of PPl and cannot claim the authority of
welfare theory and its associated rigorous proofs. It is an untested (and possibly untestable)
hope. As Hurley points out, however, it is quite possibie that the competitive market-based
solutions favoured by the welfarist approach will systematically favour one group of society

;sogge)commentators such as {Buchanon and Tullock 1962; Pauly 1995; Reinhardt 1998; Richardson
a).
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over others. The systematic skewing; in the distribution of income associated with market-
based policies and globalization provides empirical support for this concern. Ht is quite
unlikely, as Richardson argues, that most of the nation will remain neutral or pleased by the
observation of a growing disparity in income, health status or access to health care services,
as long as no one is disadvantaged in absolute terms. To the contrary, there is nothing that
will breed disharmony as quickly as the granting of advantage {o some members of society
while others are ignored (Richardson 2000c).

This defence also leaves another fundamental problem. The starting point for a judgement
about the relevance of a normative theory — about how to assess when society is better or
worse off — is the proposition that a framework for nommative analysis ought to be congruent
with the fundamental values that prevail in that society (Culyer 1989; Hurley 1998; Richardson
2000a). This does not mean the unthinking adoption of every societal whim or preference, but
rather that deeply held values in society are an important reference standard that need to be
established through empirical research - what Richardson calls “empirical ethics” (Richardson
2000a). Further, such a reference standard is arguably a more important reference standard
for nomnative assessment than an abstract theoretical standard lacking empirical validation,
regardless of how rigerous, refined, and elegant it is. Unlike positive theory, which may be
tested empirically, normative or ethical theory can only be judged using agreed normative
critenia. These ethical criteria are resolved in practice by their airing and debate in the
"intellectual market”, together with the role of government as "circuit breaker” (Richardson,
2000)%.

Culyer (Culyer and Evans 1996) makes the related point that the personal values of
economists have no more normative weight than the personal values of any other member of
the community. Culyer argues that even if every economist agreed that PPl was a valid basis
for social decision-making, however unlikely that event may be, it would carry littie weight
uniess it were shared by the general community - or their representatives via the democratic
process. Buchanan (Buchanan 1987) takes a similar position:

“... propositions in political economy find empirical support or refutation in the observed
behaviour of individuals in their capacities as collective decision-makers — in other words, in
politics.” (p. 7)

Summarising the discussion of neoclassical welfarism to this point, the key Pareto concepts
for efficiency and for a social welfare improvement have been found to be highly
problematical, particularly to serve as the theoreticai basis for practical advice to policy-
makers on priority setting. While individual utility is a relevant argument for inclusion in the
social welfare function, it needs to be supplemented by other issues of concern to society ~
such as need, health status, equity and social justice. Before moving to discuss extra-
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welfarism as the theoretical foundation in lieu of welfarism, it is important to flag, atbeit briefly,
problems with the associated welfarist assumptions of utility maximisation, consumer
sovereignty and consequentialism, on which the Pareto concepts depend.

Starting with utility maximisation, there are serious doubts as to the applicability of this
concept as the sole or even primary objective in all contexts, due 1o the likelihood of
preference failures and the fact that preferences are commonly endogenous. There is a
discussion in the literature (Bowles 1998; Rabin 1998; Goodin 2006; Richardson 2000a), for
example, of different concepts of preferences from the complete, well-ordered preferences of
the axioms of choice (Varian 1978) that underlie neoclassical orthodoxy. These authors raise
the possibility of “preference failures” due to poor information or poor understanding; the
impact of context; and faiiures due to lack of will or motivation — all issues very real in the
healih sector. As Richardson (2000a) summarises:

“...the determinants of preferences and even their existence may be unclear and,
consequently, the relationship between their expression (or lack of expression), well-being,
and what we should seek to achieve is, at best, variable and uncertain.” (p. 9)

Extra-welfarists argue that welfarism is inherently limited because utility focuses too much on
mental and emotional responses to commodities and characteristics of commodities and not
enough on what they enable you to do (Culyer 1990). A problem with focussing on such
mental states, for example, is adaptation (Elster 1982; Sen 1987b; Kahneman and Varey
1991)). Those born in poverty often adjust their expectations, for example, o what is
realistically achievable? . Similarly, the disabled are often able to adapt to their disabilities and
live fulfilling lives. That such individuals may have high levels of “utility” does not detract from
their claims for special assistance. An extra-welfarist approach can accommodate such
concerns in a way that welfarism cannot (Culyer 1990).

Perhaps the more important problem for consumer sovereignty, however, is that social
institutions influence peopies’ capacities and their values. If market forces — or other self-
interested parties — can engineer preferences, then there is less weight to the welfarist ethic
that gives pre-eminence to individual preferences. For example, if cigarette companies can
increase the preference for cigarettes, then such endogenous preferences make consumer
sovereignty less appealing as the cornerstone of “liberal” values. Further, even with fixed
preferences, society may also choose to override individual preferences. In the health sector,
this issue often takes the form of the merit goods argument?®, where individuals acting as

z': The issue of ethical values is taken up at some length in Chapter Five.

Sen's evocative and rhetorical question is whether we should redistribute from the Indian peasant to
the dissatisfied New Yorker if the former is highly adapted and contented and the latter is not (because
tzige marginal transfers may increase total utility).

Note that in this second context, we override not because preferences have been induced, but

:J;ca use we believe their harm outweighs the importance of consumer sovereignty as a principie in
€se Cases.
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citizens support policies that overrule the consumption preferences of individua! members of
their society (eg alcoholism; tobacco control and other forms of drug addiction).

Ancther type of problem with the welfarist concept of ulility maximisation relates to the
meaning of the word “utility” itself. Richafdson (Richardson 1994), for example, refers to at
least four. types of utility: (i) pleasure/pain in the hedonism tradition; (ii) psychological strength
of preference as manifest in feelings of anger or satisfaction; (jii) an ordinal ranking of
preferences serving as an organisational framework in positive analyses; and (iv) behaviour
corresponding with the von Neuman-Morgenstein axioms of expected utility. There is certainly
room for debate — possibly confusion — as to what exactiy is the form of utility that ought to be
maximised. The defence that utility, by definition, is revealed by what a person does,
imrespective of what reasons and/or feelings are involved is hardly convincing, particularly for
normative analysis. Some commentators (Harsany 1997) argue that welfare economics
should be reconstructed and based on “informed” rather than actual preferences - that is, that
surveys of individuals undertaken to inform policy decisions should be based on procedures
that encourage deliberation. While the concept of deliberative judgements has appeal for
strategic planning and priority setting contexts, it sits more comfortably in the extra-welfarist
approach than with orthodox neoclassicalism (as it confiicts with the usual welfarist
assumptions of perfect information and that consumers know, with certainty, the results of
their consumption decisions (Rice 1998),

A different challenge to the primacy of individual utilities comes from those economists who
have observed that a communitarian philosophy and the inclusion of community benefits — as
distinct from benefits captured through individual utility — is shared by many in the community.
Mooney, for example, seeks a mechanism whereby communitarian values, expressed by
individuals acting as community members and ultimately as citizens, may be used to specify
the objectives of the health care system (Mooney 1996; Mooney 1998). Shiell and Hawe
(Sheill and Hawe 1996) argue, narticularly in the context of public health, that many programs
have the community, not individuals, as the basis of program theory and as the unit of
anatysis. The notion of community is very different to that typically employed in economic
analysis, particularly analysis based on welfarism (Hawe 1994). In community deveiopment
programs, community is seen ecologically. In welfare economics, it is seen as nothing more
than the aggregate of individuals. Sense of community and community competencies are
properties of the community, and it is questionable whether aggregating the effects on
individuals (Sheill and Carter 1998) can capture the full benefits of community action.

Combining with the assumption of utility maximisation is the concept of consumer sovereignty
and revealed preference — often referred to as the Neoclassical Theory of Demand.
Specification and criticism of the various restrictive assumptions underiying this behavioural
mode| have been well rehearsed in the economic literature, including most health economics
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textbooks, and recently brought together very cogently by Rice (Rice 1998). The key issues
are information asymmetry, supplier-induced demand, externaiities and uncertainty (together
with moral hazard and adverse selection for the insurance solution to uncertainty), that were
reviewed briefly in Chapter One. The implications for policy hinge on judgements about the
ehpiﬁmi significance of these various fonms of market failure. The reluctance of govermments
around the world to leave the consumption of health care to unregulated and unsubsidised
markets suggests that concems about the competence of consumers to make rational health
care choices are very real to policy-makers and the communities they serve.

Finally, the assumption of consequentialism means that any policy being evaluated can only
have instrumental value for achieving a pre-determined outcome of concern. An emphasis on
outcomes in evaluation is not unreasonable, as most policy-making is undertaken with a
purpose in mind. The danger with consequentialism is twofold: () an over-emphasis on
outcome per se at the expense of issues associated with process; and (ji) a focus on one
aspect of outcome - efficiency — at the expense of other important outcomes — such as equity
or saving those in most need. Within the welfarist framework this danger receives impetus
from the assumptions that engender a false dichotomy between efficiency and equity (Zajac
1985; Reinhardt 1992; Huriey 1998).

Consequentialist thinking is often contrasted with approaches that emphasise due process
and coniext over outcome — and indeed this contrast was highlighted in Chapter Two as a key
debate in the priority setting literature. The importance of process and context also emerges
in Chapter Six as a lesson from international expenence. in the UK, for example, Draper and
Tunna (Draper and Tunna 1996) in reviewing the notorious case of Child B (Jaymee Bowen)
comment:

“Health authorities have an obligation to ensure procedural justice in the allocation of
resources, as well as respect the rights of individuals... In adjudicating a special claim on
resources, by an individual, who is likely to die quickly if resources are ot forthcoming,
commissioners may feel compelled to assist, even if they would not consider the small
possibility of benefit worth the cost under other circumstances, perhaps where death is not
friminent.” (p. 44)

In the context of Oregon, for example, Hadorn (Hadorn 1991) argued that rationing which may
be acceptable in abstract, or at least in some contexts, would not be acceptable in the case of
an emergency. Imperatives such as the “rule of rescue” are well known, but the importance
given to context in such cases may conflict with the assumption of consequentiatism
(Richardson and McKie 2000e).

Approaches that emphasise a fair and reascnable process as legitimising decisions, often
accord individuat rights prime status — as illustrated by the priority setting principles agreed by

Sweden (refer Chapter Six). In principle, procedural justice might be conceptualised as
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consequences because utility functions can include nearly anything as arguments (McGuire,
Henderson et al. 1988; Culyer 1938). The Bergson-Samuelson-type social welfare functions,
for example, have utility arguments that incorporate distributional concems through their
functional specification (Boadway and Bruce 1984). But this seldom occurs in welfarist
analysis and would be difficult to do in practice. Richardson (Richardson 2000c) sums up the
problem neatlj in the following passage:

“Defining processes as part of the consequences of an action would imply that all of the
considerations of procedural justice would be reconceptualised as consequences. Thus, for
example, the processes by which outcomes were achieved would be redefined as outcomes and
the same consequences derived by two different processes would be seen as fwo different
outcomes. This is clearly not intended by orthodox statements of theory in which the
arguments of a utility function are conceived as goods, services and in some more general
statements, utilities - outcames — for other members of society.” (p. 4, footnote 4).

Yet without the assumption of consequentialism, the welfarist concept of efficiency is
undermined, as an outcome might be considered unacceptable because of the process by
which it was derived, not because of the outcome per se. This is a very real possibility in the
health sector, where empircal evidence suggests purely technical approaches to priority
setting are rarely accepted; where due process is regarded as an important component of
legitimising decisions; and where “access” to health services, rather than heaith outcomes,
might be considered to meet social obligations (Mooney, Hall et al. 1991).

In the end, however, it is difficult to disagree with the assessment that neither an exclusively
consequentialist framework, nor an exclusively process-oriented framework, does justice to
ths range of concems that deserve inclusion in an appropriate evaluative framework for
priority setting. Concepts such as “duty”, “respect” or “fair” have value outside their utility
effects for individuals. Qutcomes also clearly matter and often are of prime importance. The
chaltenge is 1o develop frameworks that can incorporate the full range of considerations in
ways that reflect how they are valued by society. The ability of extra-welfarism to meet this
challenge is now considered.

4,2.3 Extra-welfarism as the theoretical foundation:

The starting point for this discussion is Culyer's work on extra-welfarism, as he is so closely
identified with this theoretical framework. In contrast to the welfare economic theory and its
focus on individual utility, the extra-welfarist approach concentrates on the characteristics of
people, particularly non-utility characteristics. Two pivotal concepts that emerge from Culyer's
work are deprivation and need. Culyer (Culyer 1990) argues that:

“If the characteristics of people are a way of describing deprivation, desired states, or
significant changes in people 's characteristics, then commodities and their characteristics are
what is often needed to remove their deprivation.” (p. 12)
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Though never stated unequivocally”, Culyer's writings (Culyer 19¢9; Culyer 1990) strengly
imply that health should be the outcome of prime concem, preferably measured with QALY's.
lit health creates a need for health care, which restores a person’s heatth (or contro's the
worsening of health). If the relationship between health interventions and health status can be
determined through evaluation, than health researchers can use the concept of “need” with
more precision than in most other sectors. With its emphasis on need, extra-welfarism has
affinity with the earlier material welfarist tradition of Pigou and Marshall (Marshall 1890). It is
important to note, however, that in Culyer's framework ili heatth per se does not create a need
for health care. For Culyer, there must be an effective intervention available, before ill health
becomes a need.

In Culyer's extra-welfarism health maximisation thus replaces utility maximisation as the
“proximate maximand” (Culyer, 1989, p51). For rationing the decision rule becomes
“equalising marginal products in terms of heaith per unit resource™ (Culyer, 1988, p51) and
“optimal resource use is determined by equality of marginal health output per unit in vanious
activities and across various groups (Culyer, 1989, 155). In adopting a health maximising
stance, however, Culyer does not ignore equity. He proposes a set of distributive weights
based on the characteristics of people (note also the work of (Wagstatf 1991)). While the
concept of such equity weights is by no means new - see for example the earlier work of
Weisbrod on cost benefit analysis (Weisbrod 1968) — such weights sit far more comfortably
with an extra-welfarist framework than with welfarism, because they constitute non-utility
information,

To summarise, extra-welfarism integrates three key concepts that do not fit easily into the
weifarist framework: the concept of need (as opposed to demand); the concept of health as
the key outcome (as opposed to utility) and the inclusion of equity in relation to each. The
exira-welfare analytic framework can be described thus:

“From the set of characteristics of people, define the set of characteristics that are
normatively relevant for evaluation in the heaith sector, measure the level of deprivation in
these characteristics (health care in particular) to address these deprivations, and determine
alternative allocations of resources 1o reduce the deprivations.” (Hurley, 1998, p379)

The health sector has been particuiarly receptive to Culyer's extra-welfanst ideas, in part
because of features of heatth care markets that render questionable major elements of the
welfare framework and in pant because the role of health care in the health production

* Note, that as mentioned previously, Culyer is not consistent in his writings on extra-welfarism, with
extra-welfarism defined as both complementing and reptacing utility in the social welfare function {Culyer
1989). Atypology based on either utility maximisation (welfarism) or heaith maximisation (Culyer's extra-
welfarism) would leave many gaps, such as when duty or the rule of rescue result in neither utiiity nor
health maximisation. The approach | have chosen, therefore, is to conceive of two broad approaches to
the social welfare function, viz: welfarism or non-welfarism, with non-welfarism as extra-weifarism plus
anything else that violates the welfarist assumptions.
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function provides greater scope for third-party judgement than for rnany other goods (Evans
1984). The single most important break from welfarism is rejection of the principle that social
welfare can be judged purely in terms of utilities achieved by individuals. The question then
arises, however, as to whether the substitution of “healthism” for “welfarism” satisfactonly
reflects societal values, Hurley (Hurdey 1998; Hurley 2000) raises three concerns with
Culyer's extra-welfarism that relate to the type of irformation that enters the evaluation and
the way that information is used. He questions the overwhelming primacy afforded
consequentialism, the need for monism (uni-dimensionality in the outcome measure) and the
restricted range of justice concepts that can be accommodated. Cansideration of these
criticisms leads naturally to the role of the Decision-Making Approach (DMA).

Hurley argues that both welfarism and extra-welfarism are strongly consequentialist, and
guestions the ability of “healthism” to capture process considerations (Hurley, 1898). Culyer
rejects this criticism (Culyer, 1998) employing the welfarist argument that processes can be
considered a component of the consequences. He endorses the inclusion of the public in the
processes through which decisions are taken, together with the processes for change by
which outcomes are achieved. While the inclusion of process issues is in principle consistent
with the extra-welfarist framework, Culyer's focus on health gain in practice lends credence to
Hurley's position. In addition, as previously argued the clouding over of the outcome/process
distinction is unhelpful. A more useful position is to clearly recognise the important distinction
between outcome and due process and {o accept that the objectives of society in reiation to
healih and heaith care are muiti-dimensional. The focus in the Decision-Making Approach of
Williams and Sugden on the objectives of policy-makers provides a sounder and more
consistent theoretical framework for this to occur,

Monism, or uni-dimensionality in the specification of outcome, is a related issue. In welfarism
{hat single ouicome is utility, in Culyer’s extra-welfarism, it is heaith (i.e. QALYS). Monism is
driven by the need to be able to rationally rank alternatives in accordance with: a decision rule
(i.e. Net Present Value in CBA; cost per QALY in CUA; cost per fife year in CEA) and is often
considered fundamental to traditional forms of economic appraisal and to the league table
approach. Hurtey maintains, however, that for both conceptual and practical reaszns, monism
imposes far greater restrictions than can be justified by the benefits it provides (Hurley, 1998).
Hurley makes three poirs: first; that the inherent diversity and incommensurability of different
types of outcomes preclude meaningful transformation into a common metric; second, that
the response of providing one piece of information and letting ine decision-maker provide the
rest detracts from the decision rules argument for monism; and third; that the measurement
properties required to achieve complete rankings make its theoretical validity questionable.

The first point is a well-known criticism, but this does not detract from the need for it to be
addressed. In applied work derived from the welfare framework all effects are measured in
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dollars, whereas for extra-welfarism, heaith effects are reduced to a single measure, such as
QALYs. The acknowiedged problem here, is that monism may distort the measurernent of
benefits, or exclude consideration of important types of benefit altogethes ~ particularly ethical
and equity issues. Of course there may be deficiencies due to the defective application of
monism, which need to be separated from problems with the principle itsell.

The second point on monism relates to the practical significance of achieving complete
rankings (and the associated decision rules) through a uni-dimensional outcome. If it is known
in advance that decision-makers have muttiple objectives, then why should the evaluation be
distorted to focus only on one aspect of their objectives? Experienced practitioners (for
example: {(Drummond, Torrance et al. 1993; Drummond, O'Brien et al. 1897)) recognise this
and argue for the results of economic evaluations to be reported at a disaggregated level in
order to enhance meaningful comparison across programs. An increasing number of
practitioners are questioning whether the entire economic analysis should be structured to
produce a singie number, which in the end, must be combined with other information to be of
real use to decision-makers. This questioning is intensified by the widespread recognition that
the contribution of economic evaluation to decision-making has by no means achieved its
potential®.

The third point raised by Hurley on monism involves the measurement properties of the
outcome measure. Here Hurley guestions whether as much is gained by monism as is
commonly believed. The previous discussion of the Pareto Criterion and Potential Pareto
improvement ilflustrates that when ordinal utility is involved, incomplete rankings result. Within
welfansm complete rankings can only be generated under assumptions of cardinally
measurable, interpersonally comparable utility, such as in classical utilitarianism (Broadway
and Bruce, 1984). Analogous assumptions, argues Hurley, must be made within the extra-

welfarist approach regarding the measures of health and the decision rule employed (Hurley,
1998).

ltis also important to note that multipte outcomes do not necessarily imply an inabiiity to rank
alternatives — although it is clearly more complicated. Nor do muitiple outcomes necessarily

generate inconsistency in choice (Sen and Williams 1982). in short, as Hurley (1998)
concludes:

“The links among uni-dimensionally, achieving a complete ranking of alternatives from besi
to worst, and consistency in choice (rationality) are more complex than ofien supposed, and
this complexity substantially undercuts the ultimate value of monism within evaluative
Jrameworks.” (p. 383)

0 See, for example, (Ludbrook and Mooney 1984; Drummond, Stoddart et af. 1987: Drummond, Hailey
et al. 1991; Drummond, Brandt et al. 1993; Hall 1993; Ross 1995; Mooney and Wiseman 1999),
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Cutyer's (1998) response tc Hurley’s rejection of monism is twofold. In principle he suppors
Hurley's position. Since the major objection to welfarism is its exclusivity, any replacement
must be inclusive of whatever aspects of social weifare are deemed relevant. in practice,
however, he believes that the weight attached to monism is an empirical issue. He argues
(rightly in my view) that the values which underpin the concept of social welfare to be
employed in-economic evaluation should be empirically based (for example, on the vaiues of
the client; a sample of the general public; or those stated by the Minister of State or histher
representative). It follows, therefore, that deciding whether “healthism” is acceptable is also
an empirical matter that is likely to vary with context and issues of practicality. if health gain is
judged by decision-makers in the health sector to be the prime outcome of concern, Culyer
suggests that setting other considerations to one side (or perhaps bringing them in at a later
stage of the decision-making process) may do little damage. There is certainly substance to
Culyer's defence, but it does emphasise the importance of deciding whose values are to be
used and how these values are to be elicited. Again, this is an issue that is best handled by
the Decision-Making Approach (and in my view by the PBMA approach that logically belongs
to that theoretical framework).

As an important aside, Culyer (1998) also defends his interest in developing QALYS as the
measure of health gain with the comment:

“Progress in the measurement and use of one (important) type of outcome should not have to
await the outcome of a deeper and more comprehensive theoretical settlement of all issues
raised in the emerging research programme... 1t is important that these potentially enriching
depariares from Paretianism are nof strangled at birth on the grounds that the theory is as yet
incomplete or that they entail a loss of discretion by economists as to the choice of value
Judgements.” (p. 369).

it is difficult to see an alternative to the need for practical judgements of the kind that Culyer
has raised. indeed, the need for judgement as opposed to ritualistic adherence to technical

rules, is a major theme to emerge from various chapters within this thesis (see, for example,
Chapters Two, Five and Six).

The third, and perhaps most significant of Hurley’s concerns in a policy sense, relates to the
links between evaluative economics and justice. The opening quote to this chapier taken from
Zajac's work has at its foundation the observation that society cares deeply about issues of
justice when priority setting decisions are taken. There is a growing literature documenting
ihat justice and equity figure prominently in the resource allocation rules that individuals and
societies adopt®'. The substance of this literature is taken up in Chapter Five and is not

¥ See, for example: (Yaari and Bar-Hillel 1885; McGuire 1986; Elster 1992; Frolich and Oppenheimer
1992, Miller 1992; Hausman and McPherson 1983; Nord, Richardson ex al. 1995a; Nord, Richardson et
al. 1995h; Williams 1997; Dowie 1998; Mooney 1998; Olsen anc Richardson 1998; Menze!, Gold et al.
1399; Nord, Pinto Prades et al. 1989; Olsen and Richardson 1999; Ubel, Richardson et al. 1999; Ubel,
Richardson et al. 2000).
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reviewed here. What is clear from this literature, however, is that there is considerable
support for Hurley’s view (1998) that:

“On both empirical and philosophical grounds, there are compelling reasons for economists
10 take justice and equity more seriously in evaluarive economic analysis.” (p. 384)

As discussed previously, the welfare framework, strictly adhered to, is essentially mute with
respect to distributive concerns and studiously avoids ethical considerations™. The extra-
welfare framework of Culyer is able to accommodate distributive equity through weighting the
QALYs for relevant characteristics of individuals. It is imporiant, however, that in any such
application, the ethical basis for the weights selected be made ciear. There is evidence to
suggest, fer example, that in general society values differently the production of health in
relevantly defined sub-groups of the population (Williams 1988). Such values would make
QALY weights a feasible proposition. it is also important to note the importance of context. In
settings where the relations are impersonal and possibly competitive (such as markets)
priority tends to be given to reward based on contribution or desert. in contexts where
relations are more personal and/or cooperative, notions of equality and of responding to need
are given priority. Even within the health sector, where cooperative values will have primacy,
resource allocation principles will stilt vary by context and research question. The importance
of context and the role of judgement are themes that come to the fore in various chapters of
this thesis.

The major substance to Hurley's concem, however, is not in the way distributiona! we.ghts
might be operationalised, but rather the exclusion of considerations of justice beyond
distributional justice. In both the ethical (Chapter Five) and empiricai (Chapter Six)} literature
on priority setting, concepts of procedural justice play a prominent role. Issues arise relating
to how decisions are made; who is involved; what factors are considered and what weight
ihey are given. As reviewed in Chapters Two and Six, process considerations come to the
fore in any explicit rationing of health care resources. The empirical evidence suggests that
systems that are perceived to work well are heavily influenced by a concern for procedural

faimess and do not attempt to maximise health gain through automatic application of decision
rules.

Like others™ before him Hurtey concludes his review with the admonition that researchers
ought to support the policy-making process by identifying relevant issues and providing
informaticn needed for deliberation over those issues. He argues that the research question
has to drive the analysis, rather than simply imposing a pre-determined framework. Both the
welfarist and extra-welfarist frameworks considered to this point have sought analytical
solutions implemented through decision rules (what is referred to as technocratic solutions in

* White necessarily adopting, but not acknowledging, a particular ethical position.
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the priotity setting literature frefer Chapter Two]). In the face of the complexity posed by
differing concepts of equity and justice, economists historically retreated to Pareto. The result
was an elegant but stilted framework of little practical use to policy-makers in the real world.
The chaiienge, as Hurley rightly concludes, is to develop an evaluative framework with
enough rigour to be theoretically meaningful, but with enough flexibility to accommodate the
range of complex elements that are relevant to evaluations of societal weifare. Whiie less
developed than either the welfarist or extra-welfarist approaches, most appealing framework
presented to date is the Decision-Making Approach.

4.2.4 The decision+naking approach

Wiih the Decision-Making Approach (DMA) of Williams and Sugden (Williams 1972; Sugden
and Williams 1978), economic appraisal is seen as a process that assesses efficiency in
terms of the objectives specified by the decision-maker(s) commissioning the analysis. A
range of perspectives (from societal to health provider) is thus consistent with economic
evaluation undertaken under this non-welfarist framework. In virtually every advanced
economy, however, the majority of health expenditure is financed from the public purse, either
explicitly or through tax expenditures (OECD. 1998) and decisions by government will
dominate priority setting and strategic planning in the heaith sector. When the decision-maker
is the government or a government authority, the perspective can be considered “societal” in
the sense that governments are assumed responsible for making decisions in the public
inlerest. The government decision-maker is entrusted with the task (via the democratic
political process) of making choices on behalf of the general public, and this trust implies the
formation of objectives on their behalf, and importantly, the reflection of societal ethical

values.

Two points stand out from the DMA focus on the decision-maker as the appropriate authority
to proscribe the arguments in the social welfare function, as well as their relative importance.
First, that it is an important part of the analysts’ duty to fina out clearly from clients what the
relevant objectives and values are; and second, as noted previously, that the DMA does not
preciude a welfarist approach, afthough it is a variant of noi-welfarism. This enables
economists working under the DMA framework to select from the full range of applied
economic techniques (whether they are linked to welfarist or extra-welfarist foundations)
restricted only by their relevance to the research question. it also means that analysts can go
beyond the limitations shared by welfarism and extra-welfarism (i.e. over-reliance on
consequentialism, monism and neglect of procedural justice), provided these issues are
endorsed by the decision-makers.

——

® See, for example (Lindblom and Cohen 1979; Schmid 1889; Mooney and Wiseman 1998)
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in relation to the first point, a number of authors have noted that ascertaining decision-maker
objectives is not always easy (Sugden and Williams 1978; Culyer 1990; Culyer 1998; Mooney
1998)). These authors also recognise, however, that it is nonetheless a key aspect of the
evaluation and priority setting process. For Culyer (1998}, the eficitation of objectives is an
important aspect of the economist’s contribution to the decision-making process. The
economist's task is to spell out the full implications of options for change, having regard to the
decision-makers' objectives, and to ensure that no reasonable option is exciuded from the
analysis. At an applied level, some evaluation techniques are more suited to this role than
others. The focus in the Program Budgeting and Marginal Analysis (PBMA) approach on clear
elicitation of decision-maker objectives, for example, together with technicues to translate
objectives into benefits, make it ideally suited to the DMA framework.

At the broad policy level, clarity about objectives requires the analyst t¢ seek authoritative
government statements on policy aims. Empirically, there is strong support for equity in health
care. Van Doorslaer and colleagues (van Doorslaer, Wagstaff et al. 1993) found, for example,
that official policy statements in ten OECD countries all piaced great emphasis on equity, both
in relation to the financing of health care and in its use. Most government intervention in
health care has been to ensure that access to necessary services is not determined by
income - as would follow from the orthodox welfarism. it seems unfair to many that those with
the same level of medical need (however defined) should receive less treatment simply
because they have less income. Thus, while governments may pursue efficiency in the
provision of health care services, they balance this with other social objectives such as
distributive and procedural justice.

Selection of the DMA as the theoreticat foundation for priority setting has important
implications for the way in which economic evaluation should be conducted. It impacts on
perspective, the choice of comparators, the identification and measurement of relevant costs
and benefits, together with issues of “due process” that are commonly ignored in conventional
appraisals focused on individual projects. The broader societal values that can be
accommodated by the DMA poses important challenges. If in addition to efficiency

(regardless of whether the maximand is considered to be utility or health gain), objectives are
broadened to include issues of distributive equity and procedural justice, how are they to be

incorporated into the economic approach? It is o this issue that we now lurn, reviewed in the

context of the links between evaluation technigues and the theoretical foundations discussed
above.
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4.3 Implications for design and conduct of economic evaluation
4.3.1 introduction and key concepts

This section shifts focus from the validity of the theoretical frameworks for normative analysis,
1 applied economic evaluation methods, particularly the congruence between evaluation
techniques and their conceptual underpinnings. The development and application of
evaluation techniques comprises a large part of the health ecoenomics literature because of
the refiance on non-market allocation methods in the health sector. This section does not
attempt a detailed discussion of all the individual evaluation techniques available (refer scope
and limitations in Chapter Three), but rather highlights the key techniques and issues central
to the task of priority setting. Note also, that the techniques reviewed can be utilised to inform
different research questions — from decisions about the design of individual interventions
through to broad-based approaches to priority setting involving multiple interventions. While
the techniques themselves are reviewed here, their use within economic approaches to
priority setting (such as QALY League Tables) is reviewed in Chapter Nine.

The various economic evaluation technigues available either derive from, or can be reiated to,
the three normative frameworks emphasised thus far, viz: welfarism and the two major
elements of non-welfarism ~ extra-welfarism and the DMA. Each nomative framework implies
important differences in the specification of the economic protocol, including the delineation of
the research guestion and selection of evaluation technique (see below). But there are also
important similarities between any evajuation methods that purport to be classified within the
economics discipline. Adherents of all three approaches would agree, for example, that the
concepts of “opportunity cost” and “marginal analysis” are central to the economic

perspective. The concept of costs as forgone opportunities (or benefits forgone) provides the
logic for two important characteristics of economic appraisal: first; that it considers both costs
and consequences; and second, that it involves a comparison of alternatives. It is possible to
distinguish economic appraisal from other forms of evaluation using these two characteristics
(Gold, Siegel et al. 1996; Drummond, O'Erien et al. 1997).

Similarly, economic evaluation stresses the analysis of marginal costs and marginal benefits
of a health service or policy as fundamental to the measurement of efficiency. If the objective
is to maximise utility (or health gain) for a given budget, then the task is to ensure that the last
doliar spent on each program improves utility (health) by the same amount. The rationale is
simply thut if this criterion were not met, resources could be transferred between programs to

improve totat utility (total heatth) with the same resources. As Mooney (Mooney 1993)
explains:

“If no budget constraint exists, then a programme should be expanded or contracted to the
point where marginal benefit equals marginal cost; if there is a budget constraini, then all
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programmes should operate at a level whereby the ratio of marginal benefit 1o marginal cost
is the same for all.”

While in theory marginal analysis relates to the last unit of production/consurnption or 1o the
last individual in receipt of or denied service, in reality it is operationalised as practical units of
change. These units of change (which reflect lumpiness in the production function and/or
pudget issues) may involve the expansion or contraction of comparator health services or the
design and scale of activities within a specified health service, including the sub-populations
to which the services could be addressed. in practice, mosi heaith care organisations face
rigidities in the free movement of resources and relatively fixed budgets. Often decisions
relating to heatth services planning and priority setting are not about whether to introduce or
close a health service per se, but rather whether to have a little more or less of existing
services.

Advocates of the three ronmative frameworks would also agree that a “clear concept of
benefit” was central to undertaking economic evaluation, atthough as discussed in Section
4.2, there would be heated debate about what the components of benefit should be and how
that benefit should be measured, valued and aggregated. An important element of this debate
invoives distinguishing the question of how best to aliocate resources across quite different
programs (i.e. allocative efficiency) from the question of how best to pursue a chosen
objective (i.e. technical and/or productive efficiency). While the concepts of efficiency are
linked (refer Section 4.1), the focus of priority setting is very much on allocative efficiency and
improvements in societal welfare. The choice of evaluation technique is not arbitrary from a
priority seting perspective, for some techniques have greater credentials to address the issue
of allocative efficiency than others, and their theoretical foundations will reflect quite different
concepts of societal welfare.

4.3.2 The evaluation protocol

The natural starting point to examine the congruence betweer. economic evaluation methods
employed to measure efficiency and their conceptual framework in economic theory, is the
“evaluation protocol” - that is, the document which should clearly specify the methodological
design of the evaluation. A useful way of considering issues of protocol is to address key

design elements picked-up in accepted crtical appraisal guidelines (Drummond, O'Brien et al.
1997).

The research question:

The starting point for any evaluation or exercise in planning and prionity seiting, should be a
clear specification of the research question. This requires a description of three things: i) the
study perspective or viewpoint; ii) the choice of comparators; and iii) the context and setling of
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the study. All of these aspects are likely to vary depending on the theoretical underpinning
that the analyst adopts.

Perspective:

The perspective for anatysts who adopt the orthodox welfarist framework, for exampie, is
clearly societal (i.e. all costs and consequences irrespective of to whomsoever they accrue).
Allocative efficiency {(using the potential Pareto improvement criterion) can theoretically be
addressed across different sectors of the economy (although not without problems — see
example (Drummond and Stoddart 1995)), but in practice this is rarely attempted. Usually
decisions involving the allocation of resources between sectors of the economy are left to the
poitical process without the involvement of analysis based on the welfarist framework.

Economic evaluation to assess allocative efficiency usually takes place within sectors of the

economy (such as health) and “societal” is interpreted within that narrower context. This intra-
sector focus, however, does not exclude the inclusion of inter-sectoral effects in the

evaluation of health sector interventions. The extent to which they are addressed is a protocol
issue for the analyst. The measurement of inter-sectoral outcomes is facilitated in the welfarist

framework by the cost-benefit technique [CBA], which measures both costs and outcomes in
monetary units {see below).

In contrast to the welfanist framework, both the extra-welfanst and decision-meking
frameworks are consistent with a range of perspectives. Study viewpoints can vary from
societal, to third-party payer (public and/or private), to provider institutions {(such as hospitals
or community health centres), through to that of the patient or groups of patients. When the
perspective of the extra-welfarist framework is specified as societal, it is imporntant to note that
it is restricted, both in theory and practice, to the narrower setting of health sector
interventions. The evaluation techniques aligned with extra-welfarism (cost utility analysis
[CUA] and cost-effectiveness analysis [CEA] — see below for further details) either oniy

capture health-related outcomes (CUA) or are restricted by uni-dimensional outcome

measures (CEA). Debate exists on the related point of whether it is appropriate to include
intersectoral effects in CUA/CEA. Mooney (Mooney 1988), for example, recommends their
exclusion, arguing for the need for symmetry in the specification of costs and outcomes.
Other economists, such as Drummond and colleagues {Drummond, O'Brien et al. 1997)

support their inclusion on the more pragmatic principle that analysts should seek to include all
costs and consequences that are relevant to the research question.

Within the decision-making framework the perspective is clearly that of the decision-maker
commissioning the study (refer 4.2.4). While it certainly can be societal in the sense that
governments are assumed responsible for making decisions in the public interest, often

evaluations are focused on the third-party payer (public) perspective. While providing greater
flexibility and sensitivity to the needs of individuat decision-makers, the variety of possible



perspectives in the extra-welfarist and decision-making frameworks emphasises the need for
clarity in the specification of the research question.

Choice of comparaltors:

. Arguably, the choice of comparator programs is the most important decision in undertaking
economic evaluations, for it impacts dramatically on both the validity and usefulness of the
result. Certainly, Drummond and colleagues (Drummmond, Torrance et al. 1993) argued so in
an article assessing the usefulness of league tables. The guiding concept of “opportunity
cost”, strictly applied, would mean that the project(s) being evaluated should be compared
with the next best option(s) (Birch and Gafni 1892). This theoretical position would apply to
both the welfarist and extra-welfarist frameworks, which both give primacy to this concept. In
the decision-making framework, on the other hand, primacy would be given to evaluating

options that were relevant from a policy perspective. This may or may not focus on the “next ' (
best option”, assuming this theoretical comparator could be ascertained.

In practice, however, issues of both intemal and external validity impact on the choice of
comparators in ali studies, imespective of their theoretical base. Internal validity will take into
account the availability of quality data on which to base the analysis, particulasly evidence to
support the efficacy/effectiveness credentials of the options compared. External validity will
focus on the usefulness of the study to inform the needs of decision-makers. Here, the
options that have most relevance to the policy issues at hand might be included, rather than
the theoretical “next best option”. The balance between internal and external validity should
be guided by the purpose of the study and will, no doubt, be influenced by what role the

analyst sees for himseif/herself in the decision-making process (and this in turn will reflect the
theoretical frameworks),

irespective of the interplay between internal and external validity, the evaluation literature
(Gold, Siegel et al. 1996; Johannesson 1996; Drummond, O'Brien &t al. 1997) provides
important guidance on two key aspects of choice of comparators. Firstly, that the most
important question for an economic study to address is what difference the chosen option(s)
will make compared to current practice (i.e. will its (their) implementation improve societal
welfare?). Secondly, emphasis is often placed on the wisdom of being inClusionist in the
choice of comparators ~ that all relevant comparators should be inciuded. This last point has
important implications for economic evaluation in terms of its application to priority setting. in
the context of one-off studies addressing a single iliness or problem, there is usually a

__ reasonably limited set of possibilities to consider. In the context of studies addressing priority
’ setting, however, such as the development of national strategies to address whole ICD-9
disease chapters, there is a very broad range of possibilities. Here, the process by which
options are generated and selected for inclusion becomes an important design aspect of the
protocal. It is for this reason, together with reasens related to the tractability of information



collediion and assessment, that one recommendaiiaa of this thesis is that economic protocols
be specifically developed for the priority setting context.

Study context and setting:

When assessing the usefulness of economic evaluations (or advice about the allocation of

resources based on them) users need to know two things: i) are the results valid from a
: ﬁethodology perspective? and ii) if valid, are they relevant to their setting and decision
- context? The prionty setting decision context not only has important implications for the
selection of comparalors, as mentioned above, but also for the range of stakeholders involved
and for the processes that give legitimacy to the decisions taken. The discussion in Chapter
Two, for example, covered the importance of recognising the levels of decision-making in the
health sector (macro, meso, and micro), the imporiance placed on due process (i.e.
procedural justice), and the role of judgement in applying analytical data to specific contexts
(particutarly where life or death is involved). The discussion in Chapter Six on the role of
ethics will further endorse the importance of setting and context.

The flexibility within the theoretical frameworks to accommodate these issues was discussed
in Section 4.2. The extra-welfarist framework and the decision-making approach (particularly

the latter) exhibit the greatest potential to reflect setting and context within the technical
process.

{hoice of evaluation technique:

The choice of technique is normally guided by the principle of matching evaluation methods to
the complexity of the research ¢ iestion. The complexity of the research question is in turn
related to whether allocative and/or productive efficiency is being assessed, and to the

concept of benefit adopted. The strengths and weaknesses of the key evatuation techniques
available in reiation to these two issues are assessed below in Section 4.3.3.

The choice of technique, as well as the specification of the protocol more generally, should
also recognise that economic evaluation is an aid to decision-making, not a substitute for
decision-making (Drummond, O'Brien et al. 1997). There is rarely just one way of camying out
an evaluation, and the merit of different approaches shouid be considered. \While CBA is
normatly justified under a welfarist foundation, Sugden and Williams (Sugden and Williams
1978) argue, for example, trat the potential Pareto improvement criterion could be chosen by
: government decision-makers working under the decision-making approach®. As it is quite
possible that diffzrent evaluation techniques will give different answers, this raises the
important question of whether or not there is a “correct” answer. in my view correciness is a
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Sugden and Williams also note that the relevance of the compensation principle is enhanced because

the government is in a position to convert potential compensation into actual compensation through their
control of the tax system:.



function of the study objectives and perspective, and there is therefore, no such thing as “the
correct answer’.

Description of comparators:

As with the basic concepts discussed in Section 4.3.1(opportunity cost; marginal analysis;
clear concept of benefit), there are many characteristics of a good economic study that are

common to the genre. A clear description of the comparators is a case in point, and applies
imespective of the technique selected or the underlying thecretical framework.

Time period of the study

Specification of the time period for an economic evaluation invoives two components: first, the
period over which the intervention itself is run; and ii) the time period over which the costs and
] benefits that the intervention gives rise to are tracked. The key determinant for the

assumptions about time period are not so much the form of appraisal or the theoretical
underpinmiing, but the context and purpose of the study. Where the siudy is exploratory (rather
than definitive) and/or where time or resources are limited, the time period over which the
intervention is run may be limited — say to an assumption of one-year in “steady-state”
operation. Similanly, where an evaluation of muitiple interventions is involved to inform
decisions on priority setting, simplifying assumptions may alsc be made to provide a
standardised assessment frame across all the interventions and to reflect data availability.

This is the situation with the case study escribed in Chapter Twelve, for example, where the
purpose is {0 trial a macro approach to evaluation that is attempting to triage interventions.

if on the other hand, a study was addressing a single topic and/or was attempting 1o be !
definitive, then it would be important for the time period to reflect more accurately the life |
cycle of the technology involved. Issues such as the rollout period and leaming curve would

1/ be factored into the analysis and the intervention may be simulated over say a thirty-year
| N period involving successive cohorts.

Decisions about the time period is a further reflection of the need to fine-tune evaluation
protocols to the specific context of the study.

Identitication, measurement and valuation of costs and benefits
At the concepiual level, the cost side of economic evaluation has not been a source of great
controversy between the different normative approaches and their associated technigues.
issues such as the reporting of input quantities separate from input prices; the use of
discounting; the selection of top-down' verses ‘bottom-up’ costing approaches, etc are
tommon to the various techniques available. Where differences have occurred, they largely
reflect the differences in inclusion/exclusion criteria emanating from the study perspective.
There are, nonetheless, a number of problems and unresolved issues in empirical applicatior



of the accepted riotion of opportunity cost. Shadow pricing, for example, which is ofien
necessary because health care markets are heavily regulated and usually non-competitive, is
rarely straightforward. There have also been interesting debates about the inclusion of ceriain
cost categories, such as costs incurred in the additional years of life and productivity costs
{Klaman 1982; Gold, Siegel et al. 1996; Johannesson and Meltzer 1998). The most
substantive issue from a methodological perspective is the productivity costs issue (Olsen

and Richardson 1999). It raises interesting problems for extra-welfarists, because by and

large, they have sought 1o separate evaiuation of health programs from individuals’ economic
TeSQUICES.

Far more contentious has been the outcome side of economic evaluation, where vigorous
debate continues regarding the outcomes to be inciuded and how they are f¢ be measured.
indeed, the major differences in the nomative frameworks discussed above are manifested in
the identification, measurement and valuation of cutcomes. Further, the three key techniques
of economic evaluation (i.e. cost-benefit analysis {[CBA]; cost-utility analysis {CUA}; and cost-

effectiveness analysis [CEA)) are distinguished on the basis of how they deal with outcomes. .
As Hurley (2000) notes in his recent overview article:

“A defining element in the historical development of outcome measures is the fact that the

primary “outcome” of many health care interventions is life-years, and in particular, life years
of varving qualitv. How should one value the extension of a person’s existence, without which
nothing is possible and which cannot be traded (intra-personally among individuals)? " (p. 98)

Whiie health economists have played a major role in developing methods for valuing life-
years, they have often worked collaboratively with researchers from other disciplines (eg.
psychology, decision science, epidemiology, biostatistics, medical science), particularly when
non-monetary measures were involved. Within the welfanist normative framework methods
ha_‘ve been developed to value life both in money tenms (for CBA) and through Paretian non-
monetary measures that reflect individual prefereirces (in order to establish a welfarist base
for CUA). Within the extra-welfarist approach methods have focused on CUA and on

. developing noi-Paretian subjective heaith measures that reflect the quantity and quality of life
-] years gained. The techniques of economiu evaiuation are taken-up in greater detail below.

Marginal analysis and sensitivity analysis

The central role of marginal analysis, tagether with the need for sensitivty analysis to assess
the impac’ of unce tainty, is corimon to all the evaluation approaches. The rigourin the
application of these analylic techniques is a characteristic of a quality study per se, rather
than having anv connection with the different nonmative frameworks.

Decision rules and presentation of results

The implicit or explicit objective of economic evaluation is to improve decisions about the

allocation of health care resources. This inveives an understanding of both the decision rules
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inherent in the form of technical analysis undertaken, together with the way in which such
technical analysis impacts on the decision-making process. The decision rules associated
with the individual techniques certainly \arary"5 and are reviewed below, The problems and
prospects of using economic evaluation to inform priority setting has been debated in recent
years, particularly following attempts in a number of countriés to use it to address important
policy areas. This empirical experience is reviewed in Chapter Six and a strong message
emerges that the application of economic evaluation is not just a technical issue. In general,
the actual use of economic evaluation is still quite limited in relation to its potential. The
varnous r.easons for this are discussed in Chapter Nine and include the need for analysts to be
more sensitive to the needs of decision-makers. The emergence of the decision-making
approach offers considerable promise in this regard, together with associated technigues that
are specifically developed for the priority setting context.

Before moving to a consideration of the techniques themselves, it is useful to flag one
important issue that relates to the technical decision rules. [t is raised here because it reflects
directly on the philosophies inherent in the nomative frameworks. it concerns the often-
repzated allegation that CEA, CUA and CBA are, in a practical sense, nearly equivalent
{Phelps and Mushlin 1981). The logic is that if, at the end of the day, decision-makers must
apply their values in reaching a decision, then the CEA/CUA ratio is virtually equivalent to the
CBA net present value, since decision-makers will make their own assessment of the
monetary equivalent for the life year or QALY. While this argument has supeificial appeal, i
ignores important conceptual and ethicat differenc.:3 in the normative frameworks. The
welfarist foundation of CBA calls for valuations based on the judgement of individuals and
what they are willing-to-pay for heaith gains. In contrast, to rank programs in CEA/CUA
requires a social judgement as to willingness-to-pay foi a health outcome. Extra-welfarists do
not deny that society must make trade-offs that place a value on health gains, but they argue
that such judgements should reflect societal values and what society wants from its heaith
care system. Thus if CUA and CBA result in simifar conctusions, then from a theoretical point
of view this is coincidental.

4.3.3 The techniques and their theoretical underpinnings

Overview:

The term economic evaluation is usuaily associated with three key techniques. cost-bepefit
analysis (CBA); cost-utility analysis (CUA); and cost-effectiveness analysis (CEA). These
thee techniques are explored in seme detail below. Before doing so, however, it is important

3y .
Itis also important to recognise that the specification of decision rules can also »ary with the decision
context (Richardson 1991). The decision rule for a heaith authority perspective, for example, should be

(net benefit) / (budgetary cost); whereas a broader perspective (say societal) would include all resource
flows, irrespective of their source.
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1o acknowledge the recent emergence of cost-value analysis {CVA)*. While CVA is not an
established technique, those involved in its evolution™ all argue that CUA is now evolving into
CVA. The emergence of CVA is significant because it continues the evelution of the outcome
measure in an attempt to take on board other elements of social (ethical) preferences, such
as age, severity, rule of rescue, or fair innings. Ethical aspects of this development are taken
up further in Chapter Five. The re-emergence of Program Budgeting and Marginal Analysis
{(PBMA) as a form of economic evaluation is also significant as mentioned at various points in
the discussion to date. In many ways PBMA, however, PBMA is not so much an evaluation
technique, but rather provides a decision-making process within which various technical
approaches to assessing value (such as CBA, TUA, CBA or CVA} can be placed. PBMA will
he mainly addressed, therefore, in Chapter Nine as one of the economic models of priority
setting, with only brief references in this chapter to provide a balanced overview.

Welfare economic theory provides an important conceptual foundation for CBA, atthough it
should be recognised that there are gaps between the Paretian theory and applied CBA
(Boadway and Bruce 1984; Hurey 2000)) and that Sugden and Williams also provide a DMA
framework for CBA {(Sugden and Williams 1978). Critical elements of CBA drawn from welfare
economic theory include: (i) a concept of benefit based on consumer preferences and the
associated notion of utility; (i) the measurement of utility in a money metric; (i) the
aggregation of such monetary measures across individuals to obtain a total net benefit
measure (the Potential Pareto improvement Criterion [PPI]); and (iv) the assumption that PP}
represents an improvement in societal welfare,

As discussed in Section 4.2, these assumptions are unlikely to be met in the real world,
especially in the health sector. Nonetheless, welfare economic theory provides an important
intellectual foundation for evaluating programs and interventions by measuring their costs and
benefits in money terms, calcuiating the net benefit and ranking the aliocative efficiency of
those interventions on the basis of net benefit. Welfarists see CBA as the gold standard of
economic evaluation, because in principle, with both costs and benefits determined in dollar
terms, CBA can determine whether a particular project is "worthwhile”. A CBA measures

worth using PP!, however, which for non-welfarists undermines the credentials of CBA.

A second tradition in economic evaluation, which emanates from the decision sciences and
system analysis, focuses on the “echnical’ and “cost-effectiveness” forms of efficiency (Gold,

* Other new evaluation techniques are also emerging (such as conjoint analysis (Ryan, Scott et al.
1986) but there is no attempt in this thesis to provide a comprehensive assessment of recent
methodological advances in applied micro econemic evaluation. As noted in Chapter Three, this reflects
the fgcus of this thesis on developing macro evaluation techniques for the specific decision context of
g;riorgty sefting.

Eric Nord's Look is the key reference (Nard 1999), but other important contributions inciude Menze!
(Menzel, God et al. 1989), Richardson (Richardson 2000d), Olsen (Olsen, Smith et al. 1999}, Ubei

{Ubel, Richardson et al. 1999; Ubel, Richardson et al. 2000) and Williams (Williams 1997; Williams and
Cookson 2000).
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Siegel et al. 1996; Hurley 200G). This tradition is exemplified by CEA and CUA. Coste are stil
measured in doliar terms, but outcomes are measured in either natural units of outcome for
the programs being avaiuafed {for CEA) or quality-adjusted life years (for CUA). The resultis
summarised in a ratio, which represents additionat cost per unit of outcome achieved.
Although not initially developed in reaction to CBA, both CEA and CUA were embraced by
health economists because of the difficulties (conceptual, ethical and practical) in placing a
dollar vaiue on life and because of the emergence of extra-welfarism which emphasised
health as the primary outcome for nommative analysis in the health sector. Whether CEA and
CUA are suitable techniques to assess worth is debatable, and this issue is taken-up further
below.

The heritage of the decision sciences — with their focus on seeking the best way to achieve an
objective defined by those commissioning the analysis - can also be clearty seen in the
development of the DMA framework. Similarly, the PBMA technique (refer Chapter Nine) with
its emphasis on decision-maker objectives sr.d practicai solutions to data reguirements,

~ reflects this heritage and finds a natural ho:ne in the DMA framework. Like CBA, however,

PBMA also seeks 10 address aliocative efficiency through evatuation of increments and
decrements across programs. This characteristic refiects a broader heritage that incorporates
management theory and generic economic principies (i.e. opportunity cost and marginal
analysis). Although PBMA is still very much an experimental technique in early development
{with no acknowledged critical appraisal standards), it does have predecessors in the US
Pianning-Programming-Budgeting-System (ZPBS) and the UK Public Expenditure Survey
(Wildavsky 1966; Wiidavsky 1969; Bevan 1983). As D:2uhle (Deeble 1999) describes:

“It is in many ways a formalisation of some familiar bureaucratic methods but with additional
rigour, a concentration on resource allocation at the margin rather than whole programs and,
sometimes, an extension of provider preferences to include those of consumers and rthe
community as well.” ( p. 17}

Cost-Benefit Analysis (CBA):

The advantages of CBA in determining worth (i.e. allocative efficiency) come at the expense
of difficult measurement issues, such as the assignment of dolar values to life, illness, clean
air, and other non-marketed goods and activities. The most common approaches to assigning
dollar values to health consequences are an output-based approach (:'r “huma: capital”
approach as it is usually calied) and 2 preferences-based approach. The human capital
approach reflects the pioneer work of welfarists such as Weisbrod (Weisbrod 1961) and Fein
(Fein 1958) to develop the C3A approach. The economic value of additional years of life was
the value of economic production associated with those years, Because of its relative
simplicity it became the most commonly used measure in the CBA literature and was the
original method recommended by the US Public Health Service (Hodgson and M.R. 1982).
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Two defects of the human capital approach led to its demise, although more recently interest
has again focussed on its use in measuring production effects in the economy, as opposed to
placing dollar vales on human life™. First, it has strong, and to most, unacceptable equity
conseguences (such as the iow value of life it attributes fo the elderly, to unemployed people,
to people on low incomes, and to “home-makers”). Modifications such as imputing the value
of household work partially addresses these concerns, but still run up against the more
fundamental ethical objection that it is inappropriate to link the value of life to economic
production. Second, the view among most welfarists has been that the appropriaie measure
of value is the intensity of individual prefer:nces (i.e. a closer alignment with welfare theory)
and this is not reflected by future labour costs (Richardson 1991). The work of Schelling
(Schelling 1968) and Mishan (Mishan 1871) demonstrated that “willingness-to-pay” is the only
measure consistent with Paretian welfare theory.

As Hurley (2000) notes, however, these advances were a “mixed blessing”. They affimed the
theoretically correct approach from a welfare perspective, but presented an obstacle to
applied CBA due to measurement difficulties that are still to be satisfactorily resolved. CBA
generally estimates willingness-to-pay (WTP) by the area under the demand curve, but there
are no relevant demand curves in health where individuals trade chances of death, Further,
the assumption of consumer sovereignty is often violated in the health sector, so that
measurement techniques relying on the demand curve lose their normative relevance (Evans
1884; Rice 1998). Economists attempted to use indirect methods, such as observing labour
markets where greater risk of death is compensated for in higher wages (Viscusi 1992,
Viscusi 1983), but the validity and reievance of such measures is questionable (Hurley, 2000).
Heroic assumptions are required about the competitiveness of labour markets, about the
knowledge of workers of the relative risks involved, and about the extent to which wages
reflect job characteristics. The relevance of WTP values obtained from work settings to
sickness and health interventions is also questionable.

Recent WTP methods have therefore turned to surveys (called contingent valuation) which
employ hypothetical scenarios to elicit preferences, rather than rely on revealed preference
through actual choices. As with the human capital approach, however, contingent valuaticn
has been criticised on both its equity implications (i.e. WTP is affected by ability-to-pay} and
its theoretical foundations (Richardson 1991). Contingent valuation requires that the heaith
effects associated with health care interventions are described to individuals and that they
imagine there is a market for these effects. individuals are then asked what they woutd be
prepared to pay to obtain them. What to ask and how to ask it are the key areas of debate in
the contingent valuation literature. As Hurley (2000) notes:

38_ See (Kospmanschap and Rutten 1993; Olsen 1993; Weinstein and Manning 1997, Olse: and
Richardson 1999; Brouwer and Koopmanschap 2000},
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“Operationalising this (contingent valuation) requires a host of assumptions and decisions
regarding the outcome being valued (eg., health only, health and non-health benefits, benefits
measured under certainty or uncertainty, eic.), «ad the specific methods employed to elicit
willingness-to-pay. The exact design chosen can have imporiant influences on the values
obtained, and much of the current work on contingent valuation is 1o understand better the
effects of alternative designs on the values elicited.” (p. 100)

There remains a vigorous debate amongst economists on the merit of contingency valuation,
in both the heatth economics and environmernital heaith literatures™. Typical is the claim by
Diamond and Hausman (Diamond and Hausman 1994) and their co-authors in (Hausman
1993) that contingent valuation produces results responsive to theoretically irrelevant
considerations (eg. the order of the questions or the payment vehicie) and insensitive to
theoretically relevant considerations (eg. the size of the risk or health effect). Hanemann
(Hanemann 1994) on the other hand is a spirited defender of the technique.

The continued use of contingent valuation in environmental and transport economics,
however, has led to a renewed interest in the application of WTP in health care (Carter and
Harris 1998). Despite this, however, and the qualified support by a number of respected
economists, many remain skeptical of the technique’s potential to offer practical policy
guidance. Given the uncertainty over the validity, reliability and sensitivity of the survey
methods and associated results, WTP must still be regarded as experimental. This is
reflected in the following conclusion of Smith and colieagues after a thorough review of the
WTP literature — including empirical applications — at the behest of the Commonwealth
Depastment of Health and Family Services:

“l1. Individual preferences, reflecting utility, are not necessarily the desired outcome of health
care interventions, and

2. WTP is not sufficiently advanced as a measurement technology 1o be confident that the

values provided are valid and reliable estimates of the monetary equivalent of that utility.”
(Smiith et al., 1999, Abstract)

Neither the CBA technique, nor its welfare theoretical foundations, demonstrates strong
credentials as the preferred evaluative framework for priority setting in the health sector. The
defining characteristic of CBA is the “market-like” attempt to m=usure all benefits and costs in
dollar terms. As a number of authors have pointed out (Richardson 1991), it might be
regarded as paradoxical that as a society we have rejected market valuations of health care
by providing public funding, yet are willing to consider surrogate market values in the
economic evaluation of social programs. In practical terms the consequences of attempts to
derive a doliar equivatent to the value of human life led to a widespread perception, among
non-economists and many economists, that CBA was nol a very useful technique for the
health sa2ctor. It reflected a more generat view that many program benefits could not be
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sensibly converted into dollars, It led to the application of cost-effectiveness analysis (CEA) to
heaith sector interventions (Klarman 1982).

Cost-Effectiveness Analysis (CEA):

From an ethical view CEA provided for systematic analysis and planning while avoiding the
need to measure benefits in monetary ierms. CEA is based on the idea that decision-makers
waﬁt to meet a given objective at least cost (i.e. on pursuing technical and productive
efficiency) and has support from both the extra-welfanst and decision-making frameworks.
The central measure used is the cost-effectiveness ratio, where effectiveness is measured as
a uni-dimensional heatth effect (such as cases treated, funclional status, cancers detected, or

life years saved). A decision rule based on adopting all interventions with incremental cost-
effectiveness ratios less thian or equal to a particular value is optimal in the sense that:

o The resuiting set of health care services will maximise the aggregate health
effects achievable with the resources used; and

« The resulting aggregate health effects will have been achieved at the jowest
possible cost, (Gold, Siegel ¢t al. 1996)
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Although there is nothing in CEA that addresses issues of social justice, the technique was
- supporied by many analysts for its consistency with the objective of ensuring access to
effective health care. At a pragmatic ievei CEA made economic analysis easier to carry out

and measurement in natural units was more intuitively appealing to non-economists
(particuianly those with medical backgrounds). Athough it was recognised early on by
economists thal CEA could not address questions of allocative efficiency®® (as the output of
interventions is not valued) the frequency with which CEA is undertaken in the health sector
suggests this has not been seen as a major limitation. Either the normative implications of
CEA have been over-played by economists or decision-makers in the health sector were
happy to accept that health gain was the primary objective. in reality, both explanations
probably apply. Certainly, CEA can be quite powerful where the treatment or prevention
objective is not being questioned directly and where the outcome measure is accepted as a
reasonable proxy for the benefits of the interyentions being assessed.

But the limitations of CEA also need to be recognised, both in regard to its ability to

satisfactorily capture health effects, and as conventionally applied, for its neglect of social

* fustice. Measuring programs in naturai units limits the capacity to compare across different J
'
4 i
__: % See (Cummings, Brookshire et al. 1986; Jones-Lee 1989; Gafni 1991; Kahneman and Knetsch 1992 '
Johannesson 1996; Johansson 1996, O'Brien and Gafni 1996; Drummond, O'Brien et al. 1397; Qlsen,
" 4Srn'rth et al. 1999, Smith, Olsen et al. 1999: Smith, Olsen et al. 1999).
R ° Allocative efficiency has been used in two senses in the literature, corresponding with weifarist and
extra-welfarist perspectives discussed earlier. For welfarists, allocative efficiency means placing
3 resources where the greatest utility is gained. For extra-weifarists, allocative efficiency is where the
| £ greatest heaith gain may be obtained.
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interventions. Only programs that generate identical types of outcome can be compared. lt is
not possible to compare the efficiency of allocating resources to interventions that target
mortality (such as heart surgery or cancer treatments) with those that target morbidity (such
as musculo-skeletal conditions, chronic pain or palliative care). In principle, CBA could include
both mortality and morbidity issues, but with its decfine a suitable measurement technique for
capturing both mortality and morbidity was lacking until the development of the quality
adjusted life year (QALY) and cost-utility analysis (CUA).

Cost-Utility Analysis (CUA):

The QALY is a general heaith measure that see”s to capture changes in both the quality of
life {morbidity) and the quantity of life (mortality). The QALY represents the number of years in
full health that is equivalent to an actuat profile that includes periods of less than full health.
Accordingly, it can serve as the outcome measure for a wide range of health interventions
and has no direct depengence on a person’s economic resources. CUA thus has a strong
natural home in extra-welfarism, together with the DMA, when decision-makers adopt heaith
status as the main objective of the health sector.

According to Hurley (Hurley 2000} the concept of the QALY appears to have started with
Klarman and colleagues (Klarman, Francis et al. 1968) in their study of renal disease, but its
formal development occurred independently in the US ((Fanshei and Bush 1970; Weinstein
and Stason 1977)), Canada (Torrance, Thomsa et al. 1972) and the UK (Rosser and Kind
1978). It was first used in £ustralian studies in the early 1990s"’, but since then important
developments have occvived under the leadership of Richardson and Hawthorne (particularly
in the application of psychometric procedures to utility-based GALYs (Hawthorne, Richardson
et al. 1997, Richardsor. 1997; Richardson, Olsen et al. 1998; Hawthormne and Richardson
1999)). Dolan (Dolan 2000) provides a recent and insightful discussion of the QALY

methodology.

Cost utility analysis (CUA) lies somewhere between CEA and CBA, in terms of the problems it
can address, but exactly where, is an issue of some debate (Butier 1992; Gold, Siegel et al.
1996). It can be seen as either a form of CEA which ¢an cope with more than one form of
output (i.e. combining quantity of life and quality of life); or as a form of CBA where QALYs
are the criteria of value (rather than doliars) and where rankings can be made for setting
priorities within a fixed health sector budget. CUA can certainly address problems of technical
and productive efficiency, and is clearty important to use when quality of life is either the most
impontant or one of several important outcomes.

“ By Hall, Gerard and colleagues in the economic evaluation of breast cancer screening (Gerard, Hall et
al. 1931, Hall, Gerard et al. 1992).
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Whether CUA is also a suitable technique to assess whether a health sevice is ‘worthwhile’
(i.e. allocative efficiency) is debated by economists and is closely related to the view taken as
to CUA’s appropriate theoretical foundations ~ that is, to the view taken on how societal value
should be measured™®. Although CUA is easily placed within the exira-welfarist framework
(and its use to assess allocative efficiency is cleary acceptable within that framework),
advocates of welfarism have also sought to establish its credentials within the orthodox
framework (where the allocative efficiency role is unclear).

Mooney (Mooney 1988) makes the related and important point that CUA can address
aliocative efficiency, but within a constrained environment ~ ihat is, for allocative decisions
within the health sector, All else being equal, the most desirable options are taken to be those
which result in the cheapest QALYs (or the most QALYs if the budget is fixed). CUA does not,
however, tell us vhat a QALY is ‘worth' and therefore defines no threshold value of cost per
QALY beyond which a given intervention is not worthwhile. Whether or not this is a serious
limitation depends, among other things, on one’s view about the metiiod of determining the
size of the health care budget. If it is accepted that the size of the health budget is politically
determined, then the main task for economic appraisal is to advise on how the assigned
budget can be spent efficiently. If, on the other hand, the task for economic appraisal is to
help determine the allocation of funds to health care, then CUA has serious limitations.

Assuming the former position (which is certainly closer to the extra-welfarist and decision-
making approach frameworks)}, then the question that remains is how good a measure of
benefit QALYs are? In this regard, there are a number of issues, some of which re-visit the
discussion in Section 4.2, and will only be briefly mentioned here. Mooney (Mconey 1988;
Mooney 1996), for example, has introduced the point that if there are relevant dimensions of
benefit other than those that are related to health status (as measured by the various versions
of QALY), then CUA has fimitations in this health sector aliocative efficiency role. What he has
in mind relates to process utility (i.e. the process of care rather than just the outcomes), as
well as outputs unrelated 1o health status, such as better informaticn. An example is
screening programs such as breast cancer screening or genetic screening, where one of the
objectives may actually be to give attendees better information, rather than simply to detect
illness. Similanly, limitations arise in relation to the ability of CUA to adequately capture
soctety's concern for distributional and procedural justice. Technical analysis, such as CUA,
has an important place in generating evidence to support decision-making, but it may need to
be placed within a broader approach to priority setting that reflects the values of society.

“ Allocative efficiency has been used in two senses in the literature, corresponding with welfarist and
extra-welfarist perspectives discussed earlier. For welfarists, allocative efficiency means placing

resources where the greatest utility is gained. For extra-welfarists, allocative efficiency is where the
greatest heaith gain may be obtained.
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A second, although obvious point abaut CUA, is the importance of understanding the basis on
which the vz;ious QALY have been developed, particularty the methods used to establish
the quality of life weights. It is important to distinguish, for example, between QALYs based on
psychometric rating scales (Rosser and Kind 1978) and utility-based approaches that use
choice-based exercises (EuroQol. 1990). Because they are preference-based and derived
under uncertainty involving trade-offs, economists tend to prefer QALYS constructed using
utility weights. ! is important to note, however, that utility-based QALYs are used as both
exira-welfarist measures of subjective health and as utility measures within the welfarist
tradition.

As noiad by Torrance (Torrance 1986), the basic assumption in CUA is essentially extra-
welfarist, viz:

“the difference in utility between being dead and being healthy is set equal across people. In
this way the method is egalitarian .... each individual ’s health is counted equally!”

The subjective value assigned QALYSs allows them to be simply summed, but means the
maximand is not total utility (i.e. is nol welfarist), but a weighted average of individual's utilities
“wiiere the weights are designed fo treat individuals equally irrespective of the absolute
iniensity of their preferences’ (Richaidson 1991).

Welfarists have attempted to develop non-monetary Paretian outcome measures that are
intended to represent more accurately patient preferences over heatth states. The most
prominent example is the Healthy Year Equivalent (Mehrez and Gafni 1989) and the large
debate it has generated about the merils of the HYE verses the QALY. Recent overviews of
this somewhat tortuous and prolonged debate are provided by Drummond et al., (Crummond,
O'Brien et al. 1997) and Dolan (Dolan 2000).

It sometimes seems lost in this debate, however, that the QALY and the HYE are not
necessarily intended to measure the same construct and that they have different theoretical
foundations. The QALY is intended by many as a subjective measure of the value of health
and the rationale for its use in normative economic appraisal comes directly from the extra-
welfarist framework. As Culyer argued, although the QALY uses utility theory (which he sees
as a sirength), it is not meant to be a utility score in the welfarist mould (Culyer 1989). As
Huriey (Hurley 2000) concliudes, “the fact that it does not map perfectly with preferences is
not necessarily a flaw.” In CUA based on extra-welfarism, the marginal social utility of one
year of quality-adjusted life expectancy is assumed equal for ait individuals, irrespective of
their present health status or social standing. in contrast, the HYE emanates directly from a

Paretian framework and attempts 1o keep the centrality of individual preferences and the
welfarist assumptions intact,
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For Richardson (Richardson 2000a) the protracted debate on HYEs verses QALYS illustrates
the danger that heaith economics may be usurped by formalists at the expense of robust
empiricism, viz:

“Scholastic debate over the extent of the correspondence, of each of these with the underlying
axioms of economic orthodoxy is surely the economic equivalent of the medieval debate over
the number of angels which could balance on the head of a pin. The purity of this debate is
never sullied by reference to the fact that the axioms are entirely discredited as general
descriptions of human behaviour and that, almost ceriainly, a more pressing issue to resolve
isthe psychometric validity and reliability of the two methods of preference elicitation, and
the threat to these arising from the magnitude of the cognitive tasks demanded by the two
technigues.” { p. 3)

There has been a considerable effort in recent times to establish whether CUA can be given a
welfarist base. Garber & Pheips (Garber and Phelps 1995; Garber and Phelps 1997), for
example, demonstrate that with various restrictive assumptions it is possible to build a
welfanist foundation for CUA such that basing decisions on individuai-level CUA ratios is
equivalent to a Potential Pareto Improvement. They note, however, the difficulty this entails
for public policy:

“The variability of the optimal cost effectiveness ratio across persons leads to a fundomental
lension in using it lo guide the allocation of health care resources: insurers, and policy~
makers may wish to equate cost effectiveness across interventions and across populations, yet
members of the popilation have very different optimal cost effectiveness ratios. Cost
effectiveness applied at the population level may give the most efficient egalitarian
distribution of resources, but it is not likely to be Pareto optimal.” (p. 29}

Some authors oppose QALYs on ethical grounds ~ for example, on the argument that the
only priority in heaith care should b2 the preservation of life and that all have an equal rigit to
fife no matter what its length or quality (MHarris 1985). As Wiliiams ((Williams 1987) and
Richardson (Richardson 1981)) argue, however, there are a variety of ethical bases that couid
underpin the way our health system works, and at the end of the day, we simply have to stand
up and be counted as to which view we take. The recognition of the importance ¢f ethical
issues has led to various suggesticns that QALYs could be weighted, but the problem is to
justify a weighting scale in a principled or morally acceptabie way. These issues are taken-up
in Chapter Five on the role of ethics and sccial justice in priority setting.

While there are certainly important conceptual and practical questions associated with CUA,
the technique can no longer be considered as being in an experimentai stage and warrants
selection as the preferred evaluation technique for the health sector. \While serious attempts
have been made to place CUA in a welfarist framework, the result is not appealing for those
who seek a practical measure of health gain to inform policy planning and priority setting. In
contrast, the extra-welfarist framework, together with the decision-making framework to the
extent that decision-makers rate health gain as the prime objective, provide a sound
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theoretical foundation for CUA with substantial practical and policy advantages. The recent
emergence of CVA is a positive development because it continues the evoiution of the
outcome measure in CUA to take on board ethical issues of concemn to society.

Concluding comment on techniques:

While economists can become rather evangelical at times, the power of these evaluation
techniques should not be over-stated. None provide a fonmula for the removal of judgement,
responsibility, or risk from decision-making activities. They are, in essence, methods of critical
thinking, of approaching choices, of pursuing consistency and quality in decision-making.
While they generate quantitative statements about the costs and consequences, they can
also provide a framework for comprehensive identification of relevant costs and benefits.

Some researchers have distinguished between technical evaluation (i.e. CBA, CEA, & CUA)
and implementation evaluation. Others refer to technigues such as Social Audit, (BTCE.
1984), or Cost Consequences Analysis {Gold, Siegel et al. 1996; Drummond, O'Brien et al.
1997) which facilitate a broader reporting of consequences and context. The essence of these
approaches is to complement the arithmetic with a quaiitative description of the parties
affected by health service options, the way in which their interests are affected by the options,
together with a description of arrangements for public participation. Such techniques, which
ofien focus on issues associated with implementation, can be an important complement to the
cost-benefit anthmetic (Carter and Harris 1998). Further, the broader notion of benefit raised
in this chapter, including the importance of social justice, can also be accommodated by the
emerging technigues of PBMA (Mooney, Gerarsd et al. 1992; Pearock, Richardson et al.
1997b), which links the measurement of benefit to the objectives decision-makers. Attention
to issues of context, due process and implementation, in addition to technical analysis, is
something that analysts need to give greater consideration. This theme will be picked-up in
Chapter Six that examines the lessons from empirical expenence.

4.4 Summary of key points for inclusion in the theoretical rationale (T)
for the checklist

The key points made in this chapter were:

e Weifarism and extra-welfarism represent the twc orominent approaches to normative
economic analysis in the health sector and have been the focus of sustained debale and
intellectual developiment. They derive from two distinct conceptual foundations: extra-
welfarism is focused on health gain, with need often assessed by a third party; whiie
welfarism is utility-based and gives primacy to individual preferences and consumer
sovereignty. A third approach, the Decision-Making Approach (DMA) is less developed,
but offers sufficient rigour to be theoretically meaningful. Primacy in this approach is given
to the objectives of the decision-maker.
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The building blocks of welfare economics (i.e. utility maximisation, consumer
sovereignty/revealed preference and consequentialism) do not provide a satisfactory
theoretical basis for normative analysis in the heatth care sector, While individual utifity is
a relevant argument for inclusion in the social welfare function, it needs to be
supplemented by information on other issues of concem to society ~ such as need, health
status, equity and procedural justice.

Noﬁ-welfarist approaches provide a theoretical framework to broaden the arguments in
the social weifare function beyond individual utility. Both exira-welfarism and the DMA
provide a satisfactory theoretical home for society’s view of health as a “merit good” and
for government intervention for reasons that extend beyond market failure.

The health sector has been receptive to Culyer's extra-welfarnist ideas, in part because of
features of health care markets that render questionable major elements of the welfare
framework and in part because the role of health care in the health production function
provides greater scope for third-party judgement than for many other goods. Culyer’s
“healthism” has been accepted and widely applied by health economists through CUA,

As both Culyer (extra-welfarism} and Williams & Sugden (DMA) acknowledge, the ethical
values that underpin a non-welfarist concept of societal welfare should be empirically
based; but this in turn raises the key issues of whose values and how are they are to be
ascertained®,

if health gain is judged by decision-makers in the health sector to be the prime outcome
of concern, then healthism is also a major component of the DMA. Unlike neoclassical
welfarism, there is also a capacity in healthism (consistent with its conceptual building
blocks) to accommodate distributive equity through weights based on the characteristics
of people (such as socio-economic status; aboriginality, remoteness; or ethnicity).
Healthism can be criticised, however, for its continuing pre-occupation with
consequentialism and monism (uni-dimensionality in the outcome measure) and for its
negiect of society’s concem for procedural justice.

Rejection of the welfarist approach, limitations of the extra-welfarist approach, together
with increasing interest in communitarian values, focuses attention on the DMA. The DMA
is an important development because it offers the flexibility to accommodate the range of
complex elements that are relevant to judging improvements in societal welfare. The DMA
is assessed as providing the most appealing theoretical foundation for resource allocation

“ This issue is taken up in Chapter Five where it is argued that Richardson's concept of “empirical
ethics” has much to commend it (Richardson 20{9a; Richardson 2000c). Richardson sees social
decisions as the outcome of a social process thai involves, inter alia, the government as “circuit

breaker”, but preferably informed by empirical evidence on values from the community. This issue was

also discussed in Chapter Two as one of four central issues that provide the context and setting of
priority seiting in health care. It is no coincidence that those countries that have adopted an explicit

approach to priority setting have also embarked on an explicit process of community consultation (refer

Chapter Six).
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models that seek practical relevance in the eyes of decision-makers and real world
practitioners.

For Williams and Sugden (Williams 1972; Sugden and Williams 1978) the role of the
economist in the DMA becomes one of clearly eliciting the objectives of the decision-
maker and matching the form of analysis to the decision context (rather than forcing the

_ problem to match the technique). For Richardson, the role would aiso include ensuring

decision-makers were appraised of community values (Richardson 2000c¢).

Economists working under the DMA framework are able to select from the full range of
applied economic techniques (whether they are linked to welfarist or extra-welfarist
foundations) guided by the relevance of the techniques to the research question. The
DMA framework also allows analysts to go beyond the limitations shared by welfarism
and extra-welfarism, provided the values involved are endorsed b the decision-makers.

The choice of evaluation technique is not arbitrary from a priofity sefting perspective, for
some techniques have greater credentials to address the issue of allocative efficiency
than others, and their theoretical foundations will reflect quite different concepts of
societal welfare. Each nomative framework implies important differences in the
specification of the economic protocol, inciuding the delineation of the study perspective,
the choice of comparators, seiection of evaluation technique and measurement of
benefits.

There are also imporiant similarities between any evaluation method that purports to be
classified within the economics discipline. The concepts of “opportunity cost”, “marginal
analysis” and a “clear concept of benefit” are central to an economic approach to
evaluation and priority setting. Similarly, at a more applied level, rigour in the
measurement of costs and benefits, together with the use of methods such as sensitivity
analysis, are characteristics of a quality study, rather than reflections of the underlying
normative frameworks.

Welfarists see CBA as the gold standard of economic evaluation, because in principle,
with both costs and benefits determined in dollar terms, CBA can determine whether a
particular project is “worthwhile”. A CBA measures worth using the potential Pareto
improvement criterion, however, which for non-welfarists undermines its credentials.
Further, individual preferences, reflecting utility, are not necessarily the desired outcome
of health care interventions; and “willingness-to-pay” is not sufficiently advanced as a
measurement technology for analysts to be confident that the values provided are valid
and reliable estimates of the monetary equivalent of that utility. In summary, neither the
CBA technique, nor its crthodox welfare foundations, demonstrate strong credentials as
the preferred evaluative framework for prionty setting in the health sector.

Both CEA and CUA were embraced by health economists because of the difficulties
(conceptual, ethical and practical) in placing a dollar value on life and because of the
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emergence of extra-welfarism which emphasised health as the primary outcome for
normative analysis in the health sector.

CEA can be quite powerful where the treatrnent or prevention objective is not being
questioned directly (i.e. to assess productive efficiency) and where the uni-dimensional
outcome measure is accepted as a reasonable proxy for the benefits of the interventiofis
being assessed. But the lim‘rtatioris of CEA also need to be recognised, both in regaid to
its ability to address aliocative efficiency, and as conventionally applied, for its neglect of

social justice issues.

CUA lies somewhere between CEA and CBA in terms of the problems it can address, but
exactly where, is an issue of some debate. CUA can certainly address problems of
technical and productive efficiency, and is clearly important to use when qualiity of life is a
significant outcome. Whether CUA is also a suitable technique to assess whether a health
service is ‘worthwhile’ (i.e. allocative efficiency) is closely reated to the view taken as to
CUA's appropriate theoretical foundations — that is, to the view taken on how societal
value should be measured. Although CUA is easily placed within the extra-welfarist and
decision-making frameworks (and its use 1o assess allocative efficiency is clearly
acceptable within those frameworks), advocates of welfarism have also sought to
establish its credentials within the othodox framework where the allocative efficiency role
is unclear.

While there remain conceptual and practical questions associated with CUA, the
technique is assessed as the preferred evaluation technique for the health sector, for use
both within evaluations of single interventions and the macro evatuation of multiple
interventions. The continued developrnent of the outcome measure in CUA offered by the
recent emergence of CVA is viewed as a positive development. The re-emergence of
PBMA provides a valuable framework in which CUA can be applied to the priority setting
decision context.
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Chapter Five: The Role of Ethics and Social Justice

“Lastly, and perhaps most importantly, economists and others who conduct evaluative
economic analyses must appreciate more deeply that such analyses are inherently exercises in
social ethics.” (p.392) (Hurley 2000)

“drguably, amongst the greatest practical challenges facing those interested in health policy
and priority setting is the need to encourage health practitioners, policy-makers and the
electorate at large to analyse and reflect upon the ethical, social and historical origins of their
beliefs and practices.” (p.89) (Harvey 1996)

“The important conclusion, however, is that there are numerous bases for rejecting the
‘league table’ approach in which priority is assigned in direct proportion fo a cost benefit
ratic where the constituent costs and benefits do not include all the factors relevant to social
welfare.” (p. 8) (Richardson 20004}

5.1 Introduction

The role of ethics in allocative efficiency has an important theoretical dimension that was
taken up in Chapter Four. It involves the debate that is developing on the place accorded
neoclassical orthodoxy (i.e. welfare economics) as the appropriate theoretical foundation for
resource allocation decisions. As Richardson argues, economic theory as embodied in
neoclassical orthodoxy, has adopted a set of assumptions which sanitise economic analysis
of virtually all ethical content (Richardson 1999; Richardson 2000a). Yet given the basic task
of economics is to maximise social welfare — that is, addresses the issue of what society
values - this creates a fundamental dilemma, viz:

"Economics purports to examine the relationship between scarce resources and limitless
wants. Its objective is to maximise social welfare in the face of scarcity. But to do this requires
an analysis of wants and welfare. Especially in a social context with inlerdependent individual
welfare this is an unavoidalile ethical enterprise. Yet economic orthodoxy seeks no empirical
evidence on the nature of society’s wants nor subjects its core concepts to ongoing ethical
debate. Rather, individual and social objectives are assumed. ”(Richardson 2000a)

Increasingly economists are starting o challenge the relevance of the neoclassical position,
both in economics in general (Solow 1997; Blaug 1998) and in health economics in particular.
Many senior health economists argue that the starting point for a judgement about the
relevance of a nonmative theory — about how to assess when society is betier or worse off —is
the proposition that a framework for normative analysis ought to be congruent with the
fundamental values that prevail in that society (Williams 1988; Culyer 1989; Mooney 1994
Evans 1998; Hurley 1998; Reinhardt 1998; Richardson 2000a). This does not mean the
unthinking adoption of every societal whim or preference, but rather that deeply held values in
society are an important reference standard that need to be established through empirical
research —~ what Richardson calls “empirical ethics(Richardson 2000a). Further, such a
reference standard is arguably a more impontant reference standard for normative
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assessment than an abstract theoretical standard lacking empirical validation, regardless of
how rigerous it is. Unlike positive theory, which may be tested empirically, normative or ethical
theory can only be judged using agreed normative criteria. These ethical criteria are resolved
in practice by the acceptance in the “intellectual market” (Richardson 2000a) of rules of
justice. For many economists, this not only re-establishes the importance of ethics in resource
allocation issues, but also of altemative theoretical and ethical foundations. Chapter Four
focussed on the theorefical imgplications, particularly the relative merits of the extra-welfarist
and decision-making approaches as the theoretical foundation for priority setting. This
Chapter focuses on the different ethical bases from which the priority setting debate can be
conducted. Two central themes are presented, with most weight given to the second.

First, in Section 5.2, the characteristic ideclogies behind the “free market” and “pure public”
health care systems are identified (albeit briefly), together with the broad approach to priority
setting that flows from each. The “libertarian” and “egalitarian” viewpoints involved ace an
important ideological dimension of the need for an explicit approach to priority setting
presented in Chapter One. Second, in Section 5.3, the principal ethical approaches that might
undeslie an explicit approach to prionty setting are identified. Two ethical approaches -
“deontology” and “consequentialism” — together with distributive justice‘“, stand out amongst
the ethical issues of relevance to priority setting in health services. The importance of
procedural justice is aiso discussed in this section. Next the implications of these ethical
models are teased out, both for the nonmative basis of ethical criteria that could be used to
guide explicit priority setting (Section 5.4}, and for the conduct of economic evatuation
(Section 5.5). Finally, in Section 5.6, the key implications of this chapter for the ethical
rationale of the Checklist are brought together.

5.2 Ideologies behind the “free market” and “pure public” health care
systems and implications for priority setting

Two ideological viewpoints in the provision of health care are dominant in the literature, which
can be logsely termed — the “libertarian” view and the “egalitarian” view® (Donabedian 1971;
Culyer, Maynard et al. 1981; Sugden 1983; Maynard and Williams 1984; Gillon 1986;
Williams 1988; Wagstaff and Van Doorslaer 2000). In the libertarian view, access to health
care is past of society’s reward system and, at the margin at least, people should be abie to
use their income and wealth to get more or better health care than their fellow citizens should
they so wish. The egalitarian view takes a very different position —i.e. that access to healith

“ Distributive justice is not a separate ethical approach vis-a-vis deontology o consequentialism.
Distributive justice could be justified on deontologicat grounds {i.e. it is just “right” that citizens have
access 1o health care); likewise distributive justice focuses on outcomes and therefore implies
consequentialsim. The line of least resistance is to recognise this, but for practical purposes, view
distributive justice as a particular form of consequentialism. in this thesis | focus in particular on equity
aspects of distributive justice — what | term “distributive equity”,
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care is every citizen's right ("like access to the ballot box or to the courts of justice” (Williams
1988)) and should not be influenced by income or wealth. Each of these broad viewpoints is
associated with views on related issues such as personal responsibility, social concemn,
freedom and autonomy (refer Table 5.1), which point to the type of health care system they

generate.

The egalitarian viewpoint suggests that a publicly financed system should predominate, with
health care being priontised and distributed according to “need” and financed according to
“ability-to-pay”. This can best be accomplished by government, provided such a public system
avoids government failure (refer Chapter One) and is kept responsive 10 social values. In this
system, the government must undeitake rationing and priority setting preferably based on a
socially approved system of rules. The libertarian viewpoint, on the other hand, points towards
a health care system dependent primarily on private finance, with access determined
according to willingness (and ability) to pay. This can best be accomplished in a market-
oriented system (providing it can be kept competitive). Priority setting is achieved through the
“invisible hand” of the competitive market, with well-informed consumers able to maximise
their own utility, producers kept responsive to consumers' demands by the profit motive, with
an effective price mechanism keeping things in balance. Under this system, government
involvement should be kept to a minimum and limited to providing a safety net for the poor.

“ Sometimes called the “Marxist approach” {Donabedian 1971), but as Giflon (Gillon 1986) notes, the
underlying principle in the context of health care (i.e. "distribution according to need") is not exclusively
Marxist and is an important component of 20™ century egalitarianism {Sugden 1983).
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Table 5.1: Attitudes typically associated with libertarianism and egalitarianism

Attitude Libertarian Egalitarian
Personal Personal responsibility for achievernent is very Personal incentives to achieve are desirable, but
Responsibility important and this is weakened if pevple are offered | economic faiiure is not equated with moral depravity

Social Concern

Freedom

Equality

unearned rewards. Moreover, such unearned
rewards weaken the motive force that assures
economic well-being and in so doing they also
undermine moral well-being because of the intimate
connection between moral well-being and the
personal effort to achieve.

Social Darwinism dictates a seemingly cruel
indifference to the fate of those who canno! make
the grade, A less extreme position is that charity,
expressed and effected preferably under private
auspices, is the proper vehicle but it needs to be
exercised under carefully prescribed conditions (eg
the recipients must first mobitise all their own
resources, and when helped, must not be better off
than those who are self-supporting).

Freedom is to be sought as a supreme good in itself,
Compulsion attenuates both personal responsibility
and individualistic and voluntary expressions of
social concern, Centralised health planning and a
large govemnment cole in health care financing are
seen as an unwarranted abridgement of the freedom
of clients as well as of the health professionals and
private medicine is thereby viewed as a bulwark
against totalitarianism.

Equality before the law is the key concept, with clear
precedence being given to freedom over equality
wherever the two conflict.

or social worthlesshess.

Private charitable action is not rejected but is seen as
potentially dangerous morally (because it is often
demeaning to the recipient and corrupting to the
donot) and usually inequitable. It is preferable to
establish social mechanisms that create and sustain
self-sufficiency and that are accessible according to
precise rules concerning entittement that are applied
equitably and explicitly sanctioned by society at large.

Freedom is seen as the presence of real opportunities
of choice; atthough economic constraints are less
openly coercive than political constraints, they are
nonetheless real and often the effective limils on
choice. Freedom is not indivisible but may be
sacrificed in one respect in order to obtain greater
freedom in some other. Governrnent is not an external
threat to individuals in society but is the means by
which individuals achieve greater scope for action (j.e.
greater real freedom).

The main emphasis is on equality of opportunity.
Where this cannot be assured the moral worth of
achievement is thereby undermined.

Source: (Williams 1988)

in practice, however, most countries adopt a health care system that is financed and

delivered by a mixture of the twp approaches, with traces of both ideoclogies refiected in

policy-making. The widespread existence of mixed systems could be viewed as an

acknowtedgement that the dominant ideology is not held by everyone in that society and that
the views of the minority shouid be respected. Often, as Australia has experienced, the
emphasis changes with the government of the day (with the Liberal Paity being closer to the
libertarian viewpoint and the Labor Party closer to the egalitarian viewpoint). Policy-makers in
Europe give the impression of being more inclined to the egalitarian end of the spectrum
(OECD 1992; OECD 1994), while countries like the United States tend towards the libertarian
end. Wagstaff and Van Doorslaer canclude in their recent paper that: “The empitical work to

date on equity in health care reflects the apparently pro-egalitarian bias amongst policy-
makers” (Wagstaff and Van Doorslaer 2000).

Wherever the balance lies, it is not the aim of this thesis to address the relative merits of

“public” verses “private” or “mixed" approaches to the provision and financing of health care.

The topic has been raised briefly, as the underlying ideologies of egalitarianism and
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libertarianism flow over into the ethical values raised by priority setting, both in relation to the
role of the government and the way priority setting is approached. Libertarian theories, for
example, place far less weight on notions of distributive justice than egalitarian approaches.
The libertarian theory of Robert Nozick, for example, ignores distributive issues altogether
(Nozick 1989). For Nozick, as Elster explains, *If liberties and duties are respected, whatever
distribution emerges will ipso facto be just® (Elster 1992). Egalitarian theories, on the other
hand, vary from “strong egalitarianism” where everybody must get an identical share of the
“distribuendum”, to Rawi's-type egalitarianism of “maxi-min”, in which inequalities are
accepted as long as policies benefit the worst-off (Rawls 1971, Olsen 1997).

5.3 Deontology, consequentialism and the role of justice
5.3.1 Background: ethical enquiry and the impossibility of ‘truth’

Many of those involved in the debate about priority setting ~ a mixture of academics, health
care practitioners, policy advisors, and administrators — support an expiicit approach to
decision-making, of opening to public scrutiny the informal rules that operate
unacknowledged. To this extent their position and that of medical ethicists noincides (Gillon
1986; Harvey 1996). Both groups are concerni=d to clanify the process of reasoning that
underpins decisions. Moral reasoning has been defined (ten Have 1988) to involve four steps,
viz:

clarification of exactly what the moral problem is;
identificavon of the moral principles and rules that pertain to the situation;
statement of the arguments for and against the various rules; and

0N

provision of clear guidance for practice and behaviour.

While moral reasoning, expressed in these terms, certainly involves a structured approach to
problem analysis, there is an important limitation that must be recognised. Moral reasoning
can illuminate the issues, but it can provide no decision rule to choose between the
alternative ethical approaches. [t is for this reason that those approaches to priority setting
that adopt decision rules (such as the utilitarian approach of economists) need to state clearly
what their ethical assumptions are. As ten Have states:

“[M]oral reasoning provides no rational way, no indisputable algorithm, by which to choose
between conflicting moral theories or principles.” ((ten Have 1988) cited on (p. 86} (Harvey
1996))

Richardson explains the point more clearly and his explanation is worth quoting at some
length, viz:

“{U]nlike a positive theory which may be tested against objective observations, normative or
ethical theory can only be tested against normative criteria. For example, we may ask whether
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principles adopted are those which would be selected from behind a veil of ignorance;
whether they are those which accord with moral intuition; whether they are those which
accord with a particular religious view, etc. However, to demonstrate that a particular set of
criteria is ‘correct’ in some sense requires the application of ‘meta criteria’ which themselves
need justification. As the meta criteria also need justification any attemp! at ultimate
Jjustification leads 1o infinite regress. Ultimate justification or the demonstration of ‘truth’ is,
therefore, impossibie....

The dilemma exists whether or not it is explicitly recognised. Nor does the difficuity in
determining ethically acceptable behaviour imply that the problem may be circumvented by
relving upon ‘economic theory', At best, ‘normative economic theory’ embodies ethical
principles which have been sanctioned through time, contemplation and use. At worse, and as
suggested here, it may have been sanctioned by nothing more than history and authority.”
(p.16) (Richardson 2000a)

The choice of one ethical system above another remains a largely® subjective, value-laden
judgement. There is no logical way of resolving differences of ethical perspective except in so
far as discussion or structured debate may encourage a convergence of thinking through
identification of inconsistencies and/or the appreciation of the viewpoint of others. This
recognition in tum creates an important place for structured debate as par of the process of
priority setting in order to clarify ethical values pertaining to the decision context involved.

Richardson also makes the valid point that society needs a “circuit breaker” for it to function
on the ethical level, and that this circuit breaker is of course the government of the day and
ultimately the Pariament. This recognition of the government as “circuit breaker” adds weight
to the credentials of the Decision-Making Approach as the theoretical foundation of prionity
setting (proposed in Chapter Four on the basis of economic theory).

Three ethicat concems — usuaily expressed as deontology, consequentialism and social
justice ~ stand out amongst the ethical issues of relevance to priority setting in health
services. These issues provide the focus for the remainder of this chapter.

5.3.2 Deontology and consequentialism in health care

The word “deontology” derives from the Greek word for duty (*deon”). In this ethical mode! the
ment of an action is judged principally by whether the person acted according to a perceived
duty and intended some good to occur, hot according to the actual outcomes of the action.
Under this model there may be certain duties that need to be performed regardless of the
consequences. In Immanuet Kant's® supreme moral law, no persen should be treated only as
a means but always as an end — that is, it is wrong to ignore one’s duty to an individual for the
sake of the greater good of other individuals. For Kant, “right” action should be judged on the
basis of the old maxim “do unio others what you would have them do unto you".

“ The term “fargely” rather than *wholly” is used, as it is evident from the literature that most ethicists
wc-uld accept certain rules of consistency in ethical reasoning.

“ Immanuel Kant {1724-1804) was probably the best known exponent of the deontological approach
{Harvey 1996,




Flowing logically from this Kantian perspective comes a respect for autonomy and the wishes
of individuals. In health policy this often finds expression in a respect for patient wishes and
autonomy in their medical care, together with various commitments to community
consultation. Interestingly, it also finds expression in the special characteristics of the doctor-
patient relationship (as well as the paternalistic tendency of some doctors to override patient
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preferences). Rutten, for example, has noted the common perception that:

“IMJedical ethics is very much concerned with the individualistic considerations
of virtue and duty and that it tends to emphasise the need for the individual doctor to do his
utmost for the individual patient.” (Introduction) (Rutten 1988).

Further, an elaboration of rules of conduct based on deontology has accomnpanied the
professionalisation and rising social standing of various health care practitioners, particularly
doctors (Weale 1988). Harvey has suggested that many professions have amived at a similar
perception; viz, that society expects its “professions” to display more concern for their clients
than simply a desire to produce measurable benefit. Mooney adds a further dimension,
discussing ethical codes of conduct in terms of the well-known asymmetry of information
between patient and doctor, and the resulting agency relationship (Mooney and McGuire
1988). Lacking the technical knowledge o make sound judgements, the patient is forced to
hand over property rights in his or her health to the doctor. A deontological ethical code,
Mooney argues, helps o reassure the patient that the heaith professional will act as an agent
in the patient’s best interests. For others, the dominance of individualistic ethical codes in
medical ethics needs to be balanced by a concem for the common good, which clearly relates
ethics to a social level (Jonsen and Hellegers 1974; McGuire 1986).

There are thus strong deontological elements, characterised by the individual as the focal
point, in the practice and policy of health care. It is also evident in the writings of several
economists, with Gavin Mooney's ideas on process utility and communitarian claims having
strong deontological overtones, for example (Mooney 1996; Mooney 1998).

“Consequentialism” on the other hand, is a classification used to describe a group of moral
theories that judge merit primarily on the basis of outcomes, with the community rather than
the individual, as the focal point. There are different theories under the heading of
consequentialism, involving discussion across a range of disciplines ~ including various sub-
disciplines of economics, such as health economics (Sen 1987; Hausman and McPherson
1993; Wagstaff and Van Doorslaer 2000; Williams and Cockson 2000), game theory (Glark
1995) and economic philosophy (Feldman 1994). Key issues that emerge include:

* whether maximisation of some value is a desirable principle or whether mere
satisficing is acceptable;
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« whether the normative status of actions should depend on the intrinsic value of
the consequences of whether only preference satisfaction or happiness counts;
and

« whether moral normative status should be taken into account in problem seliving
(righiness, wrongness, obligatoriness, desert, virtue, rationality, justice).

Not surprisingly, there are a number of approaches within the broad consequentialist
classification, distinguished essentially on the basis of the relevant outcomes taken into
consideration, together with the emphasis that is placed on maximisation. “Utilitarianism”, for
example, is an important subcategory of consequentialism developed by philosophers and
economists. 1t is distinguished by i) its focus on happiness, welfare or “ulility” as the relevant
outcome™; and ii) by the judgement that the morally right course is to maximise utility,
irrespective of its distribution.

Ciassical utilitarianism is usually associated with the works of Jeremy Bentham (Bentham
1789) and John Stuart Mill (Mill 1881). While Bentham took a “hedonistic” view of what yields
utility {i.e. value is based on avoiding pain and promoting pleasure); Mill gave more weight to
“higher pleasures” than to “lower pleasures™ when estimating total utility (Olsen 1997). Mill
argued, for example, that:

“It is quite compatible with the principle of utility to recognise the fact that some kinds of
pleasure are more desirable and valuable than others. It would be absurd that, while in
estimating all other things quality is considered as well as quantity, the estimation of pleasure
should be supposed to depend on quantity alone. It is beiter to be a human being satisfied
than a pig satisfied; better to be Socrates dissatisfied than a fool satisfied.” (Mill 1861)
quoted in Olsen, 1997, p3.)

Extending Mili's ideas, Feldman proposes a utilitanianism of “desert” such that:

“[W/]hen persons deserve a certain good... .then it is extra good for them to receive it... . when
persons do not deserve a certain good but gef it anyway, then it is nof very good fo receive it.
((Feldman 1997) quoted in Mooney, 1998, p.1176).

The maximisation aspect of utilitarianism is based on what Mill called “the greatest happiness
principle”, i.e. the moral principle is that “actions are right in proportion as they tend to
promote happiness”. White Mill's principle is sometimes mistakenly put as “the greatest
happiness of the greatest number”, the correct version is “greatest total happiness” (Mackie

‘_‘3 While these terms are often substituted for each other, itis not at all self-evident that they are, in fact,
interchangeabte (Harvey 1996). Further, as mentioned in Chayter i~our (4.2.2), Richardson (Richardson
1994) has defined four different possible meanings for the term “wtility”; viz: i) pleasure/pain in the
hedonism tradition; ii) psychological strength of preference; it} ar. ordinal ranking of preferences serving
as an organisational framework for positive analyses; and iv) bshavior corresponding with the Neuman-
Morgenstein axioms of expected utility.
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1977; Hamlyn 1987; Olsen 1997). A more contemporary fornulation that emphasises utility*®
rather than happiness ‘s put by Gillon; viz: maximising the “satisfaction of individual'
autonomous preferences” ((Gillon 1986) reported by Harvey, 1996, p. 88).

In health care policy, there are also important variations on the happiness/ welfare/utility
outcome, that keep maximisation as the underying moral principle (Winslow 1982; Kiiner
1990). These variaiions on the consequence of interest come from a range of disciplines and
stakeholders. Certainly in the heaith economics discipiine, the arguments to be included in the
social welfare function have been an area of sustained and continuing theoretical debate,
including their application to evaluation techniques (refer Chapter Four). important
consequences include: the “number of lives saved™” and associated notions of severity, “life
years saved” and “quality adjusted life years saved” (QALYS); “accumulated eamings”; and
“social value” (a judgement reganding the usefuiness of individuals to society). The ethical
basis for the various outcomes chosen, however, often receives insufficient attention.

Researchers from various disciplines have commented on the primacy often afforded saving
human life. The need to «Jo whatever possible in dramatic circumstances - particulariy life or
death situations ~ has been labelled “the rule of rescue” (Hadom 1991; Richardson and
McKie 2000e). Similarly, there is substantive evidence of the importance placed on the
severity levels 2f patients in assigning priority (Olsen 1997; Richardson 2000d). A concem for
severity is often associated with John Rawls theory of maximin mentioned earlier (Olsen
1997). Consequences of a pecuniary nature have also been given prominence. Accumulated
eamings, for example, has been used to estimate production losses in a range of economic
evaluation techniques, as well as the cost of premature death in early alpplicationss’0 of cost
benefit analysis {CBA) in the heaith sector. With the rise of cost effectiveness analysis (CEA)
and cost utility analysis (CUA), however, “accumulated eamings” was less favoured, giving
way to “iife years saved” and “QALYS" as the consequence of prime importance. While
consequences based on notions of “social value” are likely to be contentious®' today
(instance, for example, the primacy in the Swedish values given t¢ human dignity and
solidarity {refer Chapter Six}), they have certainly been used in the past. interestingly, social
worth was a consequence expiicitly considered by the Swedish Hospital in Seattle in selecting

“ This is similar to the position of some economists, who take the view that failure to maximise heaith
outcomes with available resources is simply unethicat (Maynard 1987, Williams 1988). While not strictly
a utilitarian view {as health gain rather than utility is the maximand), it is certainly a strong
consequentialist position.

As discussed in Chapter Four, early versions of CBA based on the human capital approach to valuing
montality and morbidity effects gave way to the willingness-to-pay technique, an approach more
acceplable to classical welfarists as it reflects individuat utility functions. When the research question is
production losses, however, as opposed to the value of human life, reliance is still placed on the human
gapitai app: ~ach or variants thereof (i.e. the frictional cost method).

In my own experience with eliciting values from students on exercises involving life or death situations
(such as Cave rescue), “social value” always emerges as an important consideration in judgements on
who shouid be saved. Young mothers with children, for example, are never left behind.
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patients in the early days of renal dialysis. Relevant criteria included patients’ involvement in
such things as church and community activities (Winslow 1982).

Although many ethicists have riot been receptive to some of these alternative formulations of
*consequences” (such as QALYSs) they have nonetheless been utilised as the basis for
rationing decisions (Harvey 1996). Clearly, there are important differences between the
deontological and consequentialist (particularly utilitarian) ethical approaches, together with
important issues within each approach. Many of the conflicting views expressed about priority
setting have their (usually unacknowiedged) roots in these differing ethical approaches. This
realisation led Harvey to the view that:

“Arguably, amongst the greatest practical challenges facing those interested in health policy
and priority setting is the need to encourage health practitioners, policy-makers and the
electorate at large to analyse and reflect upon the ethical, social and historical origins of their
beliefs and practices.” (p.89) (Harvey 1996)

At the risk of over-simplification™, the most likely groups to promote explicit priority satting are
those holding consequentialist views, with health economists being the most active in this
regard. Groups with consequentialist principles (particularly utilitarian principles) are not only
likely to promote explicit approaches to priority setting, but also a reliance on technical
methodologies te guide the decision process. Groups holding deontological principles on the
other hand, are less likely to accept that rationing is necessary (preferring the ‘more money’
or ‘science to the rescue’ solutions discussed in Chapter One)} and are less likely to accept a
heavy reliance on technical methodologies. The majority of stakeholders, however, are likely
to hold a combination of deontological and consequentialist principies, with the weight given
to competing principles dependent on the decision process and context. Elster argues, for
example, that it is somewhere between the utilitarian and Rawlsian solutions, rather than strict
egalitananism, that the commonsense perception of justice lies (Elster 1992). Frohlich and
colieagues provide empirical evidence that utilitarianism, coupled with a safety net, is the
preferred solution for many (Frohlich, Oppenhemer et al. 1987). The intuitive problem with the
Rawlisian maximin solution, is that the exclusive focus on those worst-off in society, ignores
the forgone utility gains of other members of society. Recognition of the range of plausible
answers, of this ethical complexity, highlights the importance of the process by which
decisions are made, particularly the role of discussion to clarify the concept of benefit and the
associated ethical values.

While doctors and health economists are sometimes presented as representing the polar
extremes of the deontclogical/utilitarizn divide, this characterisation is too simplistic and often

*2 These are simple charactertures that should not be over-interpreted. A deontologist, for example, may

well argue for equal access and promote explicit measurement and explicit priority setting in order to
achieve it.
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overplayed. The Hippocratic Oath, for example, carries consequentialist overtones™ and
there are many instances where doctors choose between patients using consequentialist
logic. The simplest examples are triage in wartime, pa%ient selection for scarce life-saving
interventions (eg organ transplants) and the rowutine work practices of many hospital accident
and emergency departments. Gillon ofiers numerous examples from primary care of doctors
acknowledging that potentially beneficial interventions cannot always be offered to their own
patients due to the opportunity cost involved (Gillon 1988). It is simply not possible to sustain
the generalisation that doctors’ moral choices aiways reflect a preference for the presenting
patient over the concems of a wider population of patients (known or unknown). Whilst health
care practitioners are undoubtediy concerned about the consequences of their actions, most
would be unsympathetic, however, towards the strict utifitarianism of the neoclassical welfare
school. Both the narrow definition of benefit and the utility-maximisation requirement of
neoclassical economics would compromise deontological concerns about integrity, duty and
the process of care.

Simitarly, it is quite incorrect to classify alt economists as strict utilitarians>*. While economists
certainly prefer a societal perspective in their analysis of policy and options for change (and
hence are less likely to be swayed by deontological concems for the individual); there have
been attempts within heaith economics to integrate elements of deontology into the utilitarian
(welfarist) framework. One version has accepted the importance of the process of care (i.e.
the special relationship between practitioner and patient) by including “process utility” within
the social welfare function (Gifion 1988; Mooney and McGuire 1988). Total utility thus
becomes the sum of utility that arises from the consequences of actions (outcome utility) and
utility that arises from the way in which those outcomes were achieved (process utility).
Certainly, in principle utility functions can be conceptualised to include almost anything
{McGuire, Henderson et al. 1988; Culyer 19988).

The incorporation of deontological concerns as a special type of utility is not universally
accepted, however, either by deontologists or utilitarians. Some deontologists, for example,
focus on the moral rightness of actions, and are uncomfoitable with the whole utititarian
calculus as a way of making such decisions (Veatch 1993). Concepis such as duty, respuct,

* The doctor is required to “follow that system or regimen which, according to my ability and judgement
| consider for the benefit of my patients”. The widely commended principles of beneficence and non-
maleficence (doing good and not doing harm) are alsa intrinsically consequentialist. Levinsky adopts a
strongly consequentialist position (but not utilitarian) in his statement: "Physicians are required to do
everything that they believe may benefit each patient without regard to costs or other societal
considerations” (Levinsky 1984).

5" Strictly speaking, economists generally classify themselves as “weilfarists”, which is not utilitarian per
se. Welfarism allows social welfare to be a function of utility. Where the function involves the simple
addition of utility we have utilitarianism. Where the function includes other elements (such as human
characteristics, distributive equity etc) we have utilitarianism moderated by other influences (Culyer's
extra-welfarism for example).
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faimess or the sanclity of life per se, are thought to have value outside their utility effects for
individuals. Similarly, many welfare utilitarians would also have problems, as their utility
function is conceived of as goods, services, and in some more general statements, outcomes
for other members of society. inclusion of process utility (or broader notions of justice) does
not sit well with othodox statements of theory (refer Chapter Four),

_ For extra welfarists, there is fér greater scope to include additional elements in the social
welfare function, but thinking along these lines has focused on distributive equity, rather than
procedural justice (Hurley 1998). Some economists of this school who are sympathetic to the
importance of ethics and social justice, are nonetheless uncomfortable with the notion that the
same consequences achieved through two different processes would be seen as two different
outcomes (Richardson 2000c¢); or more importantly, of the need to combine all effects into a
single measure (i.e. Hurley’s rejection of *monism™ (Hurley 1998)). Alternative approaches
that clearly differentiate the steps involved in broadening the concept of value should allow
views based on deontology and consequentialism to be applied in an explicit and coordinated
way. Promising initiatives include Nord’s Cost-Vaiue Analysis (Nord 1999) and newer
approaches to PBMA (Peacock, Richardson et al. 1997b; Carter, Stone et al. 2000).

5.3.3 Distributive justice in healith care

Distributional justice has been the dominant reason why governments intervene in the health
sector (van Doorslaer, Wagstaff et al. 1993). The rationale is based on the following general
line of reasoning. Heatth is a critical component of human well being and individual
functioning. il health and the consequent need for health care has large random components
beyond the control of individuals. Justice therefore dictates that those in ill health should
receive treatment on the basis of their need for care, not on the basis of their ability-to-pay (as
i5 the case for most commodities) or other non health related attributes (Hurley 2000).

The notion of distributive justice thus concerns principles of fairness, with a particular focus on
the just distribution of a chosen characteristic. Many deontological critics of utilitarianism have
expressed concern at the potential impact of this approach on the distribution of health care
and the lack of explicit interest in equity issues (Winslow 1982; Menzel 1690). For Winsiow,
for example, utilitarian considerations should be paced second to equity, by which he means
equal access for equal need.

For mast writers in this field® distributive justice involves the idea of balancing the competing
claims of individuals in society in a way that is seen as impartial or disinterested. Many
philosophers and ethicists draw on the “veil of ignorance” (social contracts made by people

* Gavin Mooney, for example, questions the need for impartiality in his writings on equity on the basis
that explicit community values are required that are context specific (Mooney 1994),

100




who do not know in advance how any of their decisions will effect them personally) as a
useful analytical device (Rawls 1871). In this regard, it is important o distinguish arguments
for redistribution of resources based an equity rationale, from arguments based on caring
externalities (involving efficiency concems and the nature of interdependent utility functions).
If utility functions are interdependent then efficiency dictates that these interdependencies are
taken into account in assessing the optimal distribution of resources. In the absence of such
‘interdependencies there is no orthodox efficiency rationale for distributive concems. in
contrast, the equity rationale for intervention, because it is based on notions of justice and
faimess, appeals explicitly to impartial arguments of what is right and just. Equity concerns
may underlie utility interdependencies, but they may not (Culyer 1989; van Doorslaer,
Wagstaff et al. 1993; Dolan 2000; Hudey 2000; Williams and Cookson 2000).

A growing experimentat and survey literature™ documents the extent to which individuals and
the community care about distributive justice (particularly “distributive equity”) in the health
sector. Individuals display a consistent preparedness, for example, to sacrifice total benefit to
achieve more equity in its distribution, even when they are in the group hurt by the
redistribution (Yaari and Bar-Hillel 1985; Kahneman and Varey 1991). Agreement about the
importance of the equity objective, however, does not translate easily into agreement about
what the relevant concept of equity should be. Distributive equity certainly concems the just
distribution of some good, service or charadteristic of interest - what Sen (Sen 1992) calls the
“focal variable” and others the “distribuendum” (Olsen 1997) — but theories differ on what that
focal variable ought to be. The choice of focal varnable is critical, because achieving equality
in respect of the focal variable usually means accepting inequality in regard to other
dimensions. Many different focal variables have been proposed for the heaith sector -
expenditure, resources, access, utilisation, need, health status -~ together with various
combinations (i.e. equal resources for equal need; equal access for equal need) and
permutations thereof. Those that have received the most sustained attention, and which are
the most relevant for priority setting, fall within three broad equity principles, viz: i) allocation
according to need,; ii) allocation according to health status; and iii) allocation to ensure
equality of access (Hurley 2000),

5.3.3.1 Allocation according to need:

The principle that health care resources should be prioritised according to need has a strong
intuitive appeal and draws support from varous theories of social justice. For the principle to
be operationalised, however, the concept of “need” must be clearly defined. There are (at
least) three very different conceptions of the need for health care in the literature, viz:

% See, for example, {Yaari and Bar-Hillel 1985; McGuire 1986; Eister 1992, Frolich and Oppenheimer
1492, Miller 1992; Hausman and McPherson 1993; Nord, Richardson et al. 1995a; Nord, Richardson et
al 1995b; Williams 1997, Dowie 1998; Mooney 1998; Olsen and Richardson 1998; Menzel, Gold et al.
1998; Nord, Pinto Prades et al. 1999, Oisen and Richardson 1999; Ubel, Richardson et al. 1999; Ubsi,
Richardson et al. 2000)).
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First, there is need as defined by the extent of iliness™ , usually based on
epidemiological assessments of disease incidence/prevalence and distribution (i.e. “need
as a reflection of the size of the problem” (p. 76) (Mooney 1994)). One way of using this
concept of need is to measure heaith losses using summary measures of population
health, such as QALYS/DALYS or health adjusted life expectancies (Mathers 1997,
Murray and Acharya 1997; Richardson 2001). This definition has an egalitarian flavour of
concern for an equitable distribution of health profiles (Olsen 1997).

Second, is need as defined by disease severity, rather than simply the extent of illness
(i.e. ‘those severely ill have the most need” (p. 91) (Oisen 1997; Hurley 2000)). This
definition has a strong Rawisian flavour of concem for the least well off and the fate of
patients if left untreated. Under this definition the needs of a few patients with severe
iflness would be given priority over the needs of many patients with minor ailiments.
Survey results in Norway, Australia, Spain and USA have uniformly attested to the
importance of severity as a critérion for judging need (Richardson 2000d; Richardson and
McKie 2000e).

Third, is need as defined by the existence of an effective intervention (i.e. “a need
otly exists when Y has been demonstrated to achieve X" (p. 91) (Culyer and Wagstaff
1993; Hurley 2000)). This definition is promoted by both extra-welfarists (refer Chapter
Four) and advocates of evidence-based medicine, and has a strong consequentiaiist
flavour. This definition is very similar {0 need as defined by the “capacity-to-benefit”,
which potentiaily takes into account both the existence of an effective intervention and the
heterogeneity of patient responses. This third definition of need focuses on health gainSEi
as opposed to the pre-treatment or post-treatment profiles of the population (Olsen 1997).
An important vanant extends the definition to focus on the worthwhileness of the
intervention in order to distinguish needs from wants, particularly in public systems of
funding (eg to exclude interventions such as cosmetic surgery from public funding). Some
would go slill further and add that Y must not only be effective and a worthwhile use of
public funds, but also cost-effective.

¥ A vatiant is need as defined by the level of community concern, where size of the problem is based on
gﬁommunity surveys rather than epidemiclogical data.

If those most in need are also those who can gain the most benefit from health care, then equity and
efficiency are not in conflict; the same allocation of resources advances both efficiency and equity. Note
that it is only health gain that is taken into account in conventional cost-utility analysis, not information
on equality of health status or disease severity. There is also an issue under this definition as to whether
capacity-to-benefit is judged by the individual or by an expert third party, with the latter the more likely to

occur in utilisation of this definition.

it
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While there are some potential connections between these various formulations of “need” (eg
using data gained under definition one to compute three, such as DALY recovered), there
are also important differences. Need conceptualised as size of the problem, is very different
to need conceptualised as severity or as potential health gain. Unfortunately, there is no
scientific basis for choosing between them as normative principles. Judgment is required
having regard to policy cbiectives, decisicn context and the theories of social justice heid to
be the most appropriate™.

it is also important to acknowledge that “need” - however defined - is often combined with
two additional concepts, viz: “horizontal equity” and “vertical equity”. The term horizontal
equity is normally used to refer to needs that are the same in some relevant dimension (such
as severity or capacity to benefit); white vertical equity refers to needs that are different in
some specified dimension, Under the principle of allocating resources according to need,
horizontal and vertical equity call for equal treatment for equal need, and unequal treatment in
proportion to unequal need®. To cite a common example, although access to accident and
emergency departments is availabie to all on an equal basis, treatment is prioritised acconding
10 severity, not on a first-come first-serve basis.

One final point requires recognition on these concepts of need. While they are all useful to
establish when a need exists, they are less heipful to establish how much heaith care is
required”’. This provides for a natural coalition between needs-based concepts of equity, and
the efficiency principle of applying marginal analysis, in assisting policy decisions. It is also
the reason that the definition of need is sometimes linked to expenditure. Culyer and
Wagstaff, for exampie, defined need as “the expenditure required to effect the maximum
possible health improvement, or equivalently, the expenditure required to reduce the
individual’s capacity-to-benefit to zero” (Culyer and Wagstaff 1993). For ethicists, such
definitions pose the difficuity of combining the extent of need with the resources necessary to
meet that need. This approach to defining need creates the dilemma experienced in Oregon
{see Chapter Six), where large numbers of people suffering minor ailments (but nonetheless
involving substantial expenditures), might receive a higher ranking than a few people suffering
life-threatening conditions.

* Jan Olsen, for example, provides an interesting exploration of the impact on priority setting of
adopting a strict egalitarian, Rawlsian maximin or utilitarian position, that picks up the first, second and
fourth definitions of need given above (Olsen 1997). Olsen notes a study by Frohlich (Frohlich,
Oppenhemer et al. 1987} which showed that when choosing between maximin; utilitarianism;
utilitarianisrm with a floor; and utilitarianism with a floor and ceiling; 25 out of 29 respondent groups
unanimously choose utilitarianism with a floor.

Various econamists have pointed out that a variant of this is the principie of equalisation of marginal
met need (Mooney 1986, Culyer 1995a). Coupied with need defined as capacity-to-benefit, this allows
the diminishing marginal benefit effect to be integrated. As noted previously, however, this specification
s really an efficiency criterion (i.e. a necessary condition for maximising health in the population} and
had been criticised on that basis as an equity principle.

With the exception of definition three, when it is used as part of a cost effectiveness evaluation.
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Many ethicists find the inclusion of cost, resources or expenditures in statements of moral
principle to be highly problematic (except to the extent that the wording of the principie
excludes their relevance). Nonetheless a distribution principle linking need and expenditure is
widely used at the population level by central and/or state governments to distribute
resources 10 their regions based on each region’s relative need (DHSS 1976; Birch, Eyles et
al. 1993; Wagstaff and Van Doorslaer 2000). The average expenditure on residents in each
region is designed to correspond to the need for care in each region, compared to other
regions.®2. The widespread use of such resource allocation formulae illustrates the close
relation at the population level between the principle of allocation according to need and the
principle of allocation to achieve equal access.

5.3.3.2 Allocation to achieve equality of health status:

Given that health care is basically consumed to produce health (i.e. for instrumental reasons),
there is a strong argument that an equitable allocation of heaith care resources is one that
encourages an equal distribution of heaith. Culyer, a major advocate of this approach to
equity, makes two qualifications:; first, that equalising health status should not be achieved by
intentionally reducing the health of some members of society; and second, in recognition of
the multiple determinants of heaith, it is not expected that heaith care alone can lead to an
equatisation of health status (Culyer and Wagstaff 1993). This definition of equality often finds
practical expression as “minimising inequalities of health status”.

For Cuiyer, the exira-welfarist social welfare function can certainly include arguments that
capture an aversion to inequality and allow for different weights to be atiached to the health of
different groups of society (refer Chapter Four). Wagstaff (Wagstaff 1991) has developed a
specification for such a social welfare function, which accommodates both a range of
concerns for inequality per se (from libertarian indifference to Rawlsian concerm for the least
well-off}, together with differential concem for the heatth of various groups in society.

The question of differential aggregation weights has received considerable conceptual and
empirical atiention in the literature, particularly by extra-welfarists, and particutarly in an
economic evaluation context (Weisbrod 1968; Harberger 1971; Williams 1988, Culyer 1989,
Murray and Lopez 1996; Williams 1997: Nord 1952: Nord, Pinto Prades €1 al. 1999;
Richardson 2000b). The standard methods for aggregating heaith effects across individuals
(eg. summing QALYS) use equal weights jor each individuai, which ignores any distributional
concerns. There is ample evidence, however, that society cares about who is affected by
decisions to introduce, withdraw or modify health care programs. To the extent that these

* Heterogeneity may still exist, however, as no individual is forced to consume care (except in
exceptional circumstances). Whether small area variation in utilisation rates is deemed to be a problem
depends largely on whether the cause is assessed as demand-side (i.e. consumer choice) or supply-
side (i.e. poor system design, poor performance, supply-induced demand, etc).
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dgistributional concems can be linked to the observable characteristics of people (such as age,
income, ethnicity/aboriginality, or rurality/remoteness), a system of differential aggregation
weights may be able to reflect these concerns (Weisbrod 1968; Culyer 1989; Culyer 1990). If
the concept of weights is acceptable then the key questions become: on what basis such
weights can be justified; and how they can be estimated? A number of approaches are
evident in the literature, which refiect either i) an attemnpt to elicit community preferences as
the ethical basis for weights; or i} involve the selection of an equity principle by researchers
on morat reasoning (Hurley 2000).

Early research on comrnunity preferences focused on the value individuals place on heakh by
age group and occupational status (see, for example (Williams 1988; Chamey 1989) (Nord,
Richardson et al. 1995b)); while more recent work has examined societal concems for
severity and potentials for health (Menzel, Gold et al. 1999; Nord 1999; Nord, Pinto Prades et
al. 1999; Ubel, Richardson et al. 1999; Ubel, Richardson et al. 2000). Nord and colleagues
have develcped the concept of “societal value” and “Cost Value Analysis” (CVA}, whereby the
person trade-off technigue is used to develop community weights to adjust QALYs based on
patient values elicited through the time trade-off method. While such community weights are
still in an early stage of development, they previde a promising vehicle for the explicit
inclusion of ethical values in economic analysis. Hurley provides a note of caution®, however,
that “this approach runs up against the well established problem of building a social weifare
function trom individual preferences in the face of heterogeneity of preferences and
preferences that might be judged to be repugnant” (p. 94) (Hurley 2000).

The second approach to weights is based on the selection of an ethical principle by
researchers (or decision-makers) on behalf of society, rather than eliciting community
preferences. A well-known example is the “fair innings” approach of Alan Williams (Williams
1997; Williams 1998). The “fair innings” is based on the premise that everyone in society is
entitied to some “nomal’” life span of health (i.e. a quality adjusted life expectancy). This
ethical principle can be used to derive weights for health benefits (i.e. QALYS) accruing to
individuals at different stages of their life.

Combinations of the two broad approaches are also possible, of course, where decision-
makers take into account empirical evidence (such as the results of community
consultations), but do not necessarily adopt them or adopt them in modified form. The
‘combined" approach is reflected in a number of the empirical examples of priority setting

% While Hurley's concern is well taken, in reality, most approaches to developing weights are likely to
work with means or other statistical measures of central tendency that will average out heterogeneity
and balance morally repugnant views (such as racism).
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discussed in Chapter Six. The controversial®™ age weights developed by Murray and Lopez in
the GBO study, for example, (Murray and Lopez 1996; Murray and Acharya 1997) fall into this
category. Murray and Lopez weighted their disabiiity adjusted kife years (DALYSs) by age
weights to reflect the expected productivity of members of society. Hence age groups
associated with workforce panicipétion were weighted up, while the elderdy and children were
weighted down. In developing his age weights, Murray used an empiiically based function,
which he then extrapolated based on his own asshmptions. Total DALYSs were left

unchanged, but the distribution between age groups was modified by the weighting process.
Under Alan Williams' “fair innings" approach, on the other hand, both total QALYs and their
gistribution would change.

An important issue in designing weights is thus to ascertain the appropriate source and
rationale for the ethical principle(s) involved. Unequal weights are usually motivated by a
concem for equality in a particular dimension, As with the concept of need discussed
previously, there is no scientific basis for choosing between normative principles. Judgment is
required having regard to policy objectives, decision context and the theories of social justice
held to be the most appropriate. In settings where relations are impersonal and possibly
competitive (such as markets) priotity tends to be given to reward based on contribution or
desent. In contexts where relations are more personal and/or cooperative, notions of equality
and of responding to need are given prionty. Even within the health sector, where cooperative
values will have primacy, resource allocation principles will still vary by context and research
Question, )

§.3.3.3 Allocation to achieve equality of health care access:

The third major approach to distributional equity is allocation to achieve equality of access.
Equality of access implies that everyone in society is able to obtain or make use of health
care services. As Hurtey points out, it pertains to the ability or capacity to do something and
not whether it is actually done (Hurley 2000). it thus has more affinity with deontology and
process notions of equity, then with consequentialism. Hence, as a number of authors note, il
cannot be assessed by examining health care demand or utilisation patterns (Mooney, Hall et
al. 1991; Oisen and Rogers 1991). The ethical basis is one of ensuring a “fair chance”, rather
than the ultimate effects on the distribution of health status.

There is certainly empirical evidence to support this principle. Nord and colleagues, for
example, found that Australians want their health care system to provide the same
opportunity as others for treatment, irrespective of cost (Nord, Richardson et al. 1995a; Nord,

o Many commentators, both ethicists and economists, object to weights that fink societal vaive to
economic productivity. To many they appear more related to efficiency concerns than to equity
principtes (Hurley 2000).
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Richardson et al. 1995b). While there are certainly issues in dufining access™, this principle is
the most commonly found definition of equity in policy statements (Donaldson and Gerard
1993: van Doorslaer, Wagstaff et al. 1993; Wagstaff and Van Doorslaer 2000). The particular
nature of heaith and ill health is such that a fair chance of care carries strong egalitarian
feelings (Mooney 1994). The principle of equal access is often coupled with the need principle
as mentioned previously (i.e. equal access for equal need). Here the associated notions of
vertical and horizontal equity become imporiant. The equal access principle specified in this
form does not literally mean equal access to all health care — rather it means equal access to
certain care (eg primary care), but unequal access to other forms of care (eg specialist care
filtered through the GP on the basis of severity).

In introducing this section on distributive justice, the importance of the choice of focal variable
(or distribuendum) was raised, because many equity principles are inherently incompatibie.
Striving for equality on one dimension usuaily means tolerating inequality in other dimensions.
Nowhere is this more apparent than in the “fair chances/best outcomes” trade-off (Daniels
1994). At both the micro and macro level, choices arise in health care where the concept of
ensuring equal opportunity or a fair chance will yield different answers to decisions based on
achieving best health gains. With transplant operations, for example, if two patients are equal
in all respects except one will live ten years and the other twenty, which principle should
apply? Though most would reject the extreme positions of giving full priority to fair chances or
best gutcomes, finding an acceptable balance leads naturally to the role of procedural justice
in priority setting.

5.3.4 The role of procedural justice in heaith care

When general principles of distributive justice fail to give clear-cut answers, either because of
the plurality of moral values and/or because of the difficulty of the choices faced®, then the
focus of social justice shifts to fair procedures and to the legitimacy provided by a just
process. While distributive justice focuses on the outcome of a distribution, procedural justice
focuses on the extent to which the procedures ihat lead to an outcome are just. Strong
advocates of “due process” see decisions made through the “correct” priority setting process
as, ipso facto, legitimate. The discussion then tums to what constitutes “due process”, with
notions of transparency, accountability, bargaining, fair treatment, reasonableness and lay
participation high on the list of desirable attributes.

& Mooney, for example discusses opportunity cost verses welfare loss definitions of access (Mooney
1894), while LeGrand and Qlsen focus on feasible choice sets, involving both monetary and non
Qonetanj factors (LeGrand 1982; LeGrand 1987; Qlsen and Rogers 1681).

' Normman Daniels, for example, has posed four rationing problems that he believes to be unresolved,
viz: i) the fair chances verses best outcomnes problem; ii) the priority to be afforded severity when
Potential heaith gain is equal; iii) the priority to be afforded the aggregation of modest benefit to large
numbers verses significant benefits to fewer people; and iv) the weight to be given to public preferences
verses analytically reasoned moral principles (Daniels 1994).
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As Norman Daniels has stated:

“There is good reason to believe, however, that general principles of distributive justice and
general characterisations of the goals of medicine cannot really address the problems of
selting priorities in ways that satisfy our moral concerns in particular cases. Rather, we must
seek agreement on how to make the practical decisions about limits that arise at various levels
within purely public and mixed public and private delivery systems. This point has been
recognised in a new wave of commissions, jor example in Denmark, that has focussed on
assuring a fair, transparent process of decision waking rather than the articulation of general
principles.” (p.94) (Daniels 2000)

Several authors in the literature on priority setting discuss the theme of due process (refer the
works, for example, of David Hunter (Hunter 1993; Hunier 1996; Hunter 1997), Peter Singer
(Singer 1997) and Norman Daniels {Daniels and Sabin 1997; Daniels and Sabin 1998;
Daniels 2000)). The work of Daniels, in particular, based on his observations of rationing in
managed care organisations in the USA, has been quite influential, certainly influencing the
Nordic countries (Holm 2000). Daniels argues that the accountabilty provided by markets is
not able to ensure faimess or the legitimacy of priority setting decisions in health care.
Simitarly, he sees his ideas as particularly retevant for public systems, “where rationing of'en
is carried out covertly and hidden in hudget setting practices” and for mixed systems, where
the grounds for decision-making "may even be viewed as trade secreis” (Daniels 1996).
Daniels (Daniels and Sabin 1997) puts forward four conditions, which he regards as
“necessary but probably not sufficient conditions”, viz:

i) publicity (the need for decisions and their rationales 16 be publicly
accessible);
i) reasonztleness (the rationales for decisions should appeal to reasons and

gecisions that are accepted as relevant by peopie who are disposed to
finding terms of cooperation that are mutually justifiable;

iif) appeals (there is a mechanism for challenge and dispute, including the
opportunity for revising decisions in the light of further evidence or
arguments);and

iv) enforcement (voluntary or regulatory to ensure i) to iii) are met.

Condition i) provides for transparency in decision-making and would enable a kind of case law
to be established, analogous to the legal system. Condition ii) is central to Daniels whole
approach of “accountability for reasonableness”, by which he means that decision-makers
have to expiain how ‘value-for-money’ will be achieved in meeting varied health needs of a
defined population under reasonable resource constraints. Daniels sees valid reasons as
limited to those that “fair-minded” stakeholders can agree in a spirit of cooperation. There wil
stit be disagreement about how to apply the agreed rationale, “but seeking mutually
acceptable rules, as fair-minded people do, narrows the scope of disagreement and the
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grounds on which disagreement can be adjudicated” (p. 93) (Daniels 2000). Conditions i)
and iv) are more context specific, reflecting the origin of Daniels ideas in the US managed

care arrangements.

Daniels believes that his “accountability for reasonableness” approach offers a solution to the
controversy between implicit and explicit approaches to priority setting discizssed in Chapter
Two. Advocates of implicit approaches see the complexity of rea! life decision-making
invalidating a rigid rules-based approach, prefering to “muddle through”, not tying the hands
of experienced experts (Hunter 1993). Advocates of explicit approaches argue the imporiance
of providing a publicly acceptable rational framework for decisions that encourage
consistency and accountability. Daniels acknowledges the difficulty in achieving prior public
consensus on principles and decision rules, which explicit approaches seem to require. With
“accountability for reasonableness” he suggssts consensus about “acceptable, reason-
governed practices™ can be developed over time in the process of making actual decisions. A
form of case law can emerge on reasons and values that are considered acceptable (Daniels

2000). To qucte Daniels;

“In effect we may have to ‘muddie through' on some of our decision-making. But, unlike the
requirements of implicitness, we are held to a standard of public accountability that is more in
the spirit of explicitness. Our reasoning while we 'muddle through’ must be held up for
scrutiny and public discussion, and we must be accountable for revising it in the light of that
discussion. We must seek decisions all can agree rest on reasonable considerations.” (p. :95)

(Daniels 2000)

The debate between explicit and implicit approact:es to priority setting may be drawn too
starkly in the literature however. There is no inherent conflict between action to provide more
and better infonmation on costs, outcomes and ethical values, and work to strengthen the
processes for debating that information and arriving at judgements on priorities.

On a related theme, a number of authors pursue the idea of “procedural rights” as an
important aspect of due process, particutarly at the micro level. Hunter, for example, argues
that a system of procedural rights should be put in place to help balance the “the two poles of
coliectivism and individualism”. (p. 138) (Hunter 1997). Procedural rights are usually defined
as rights that help ensure fair treatment of individuals as they come into corntact with service
providers and/or the government (Coote and Hunter 1996). These ideas are reflected in the
introduction by some countries of the Patient's Charter (UK Department of Health 1992) and
complaints systems. Procedural rights in health care may be summarised as follows (Bynoe
1996):

i) A right to be heard;
) A right for consistency in decision-making;
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iiii) A right to relevance in decision-making (a duty on those making decisions to take into
account all relevant factors and to disregard irrelevant ones);

ivi} A right to unbiased decisions;

vi) A right to reasons ( openness in decision-making, expressed as a requirement for the
decision-maker to give reasons to those affected by decisions concerning them,
and '

" vii) A right to review,

All health care systems must make morally controversial decisions that limit access to
potentially beneficial medicai services. By careful attention to issues of procedural justice the
legitimacy and moral authority of decision-makers can be enhanced. The “accountability for
reasonableness” approach of Daniels, together with the notion of “procedural rights”
summarised above, provide useful guidance to address this challenge. As Daniels concludes,
“good reasons for decisions matter and deliberation about them is the key™ (Daniels 1996).

5.4 Which ethical criteria should guide priority setting?

Given that striving for justice on one distributional dimension usually means tolerating
inequality in others, the question arises whether it is feasible to choose one overarching
principle. Each of the ethical principles discussed above are possible candidatzs as an
overarching principle to guide resource allocation throughout a health care system. The
inherent difficulty, however, is that resources are allocated through a myriad of decisions
taken at macro, meso and micro levels of the health care system. The priority setting debate
takes place somewhere between the main ethical concerns of deontology, consequentialism
and justice, and their respective merits are not neutral in respect to the context and setting of
the choice problem. As Hurley notes:

“One of the strongest and most consistent messages from the empirical research on moral
and ethical reasoning of people is the context-specific nature of such judgements (Waizer
1882; Yaari and Bar-Hillel 1984; Elster 1992; Miller 1992; Mannix, Neale et al. 1995). As one
changes decision contexis, factors beyond distribution emerge such as notions of procedural
fairness, duty, obligation, due process, informed consent, non coercion, or rule of rescue. An
equitable or just allocation is one that conforms to the relevant principle.” (p. 95) (Hurey
2000)

in settings where the relations are impersonal and possibly competitive (such as markets)
priority tends to be given to reward based on the contribution people make. In contexts where
reiationz are more personal and/or cooperative, notions of equality and of responding to need
are given priority. Even within the health sector, where cooperative values will have primacy,
resource allocation principles will still vary by context and research question. It bears
repeating that there is no scientific basis for choosing between normative principles. 1
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Judgment is required having regard {o policy objectives, decision context and the theories of
social justice held to be the most appropriate.

Utilitarians might argue that deontologicai concems and notions of justice could be
incorporated into an overarching utilitarian system as discussed above. There are dangers,
however, in the endless extension of utilitarianism to incorporate deontological and
distributive considerations. First, utilitarians who support efforts to mirror the preferences of
the public will come into conflict with others who focus on what they regard as “morally
cotrect” attitudes, or “politically acceptable” solutions, regardless of their popularity. Second,
is the practical danger that extended utilitarianism will run ahead of our ability to measure the

compiex outcomes. As Harvey argues:

“We may be falsely reassured by knowing that we could in principle, and with sufficient time
and effort, incorporate these elements into process utility, whilst continuing in practice to
make decisions without them.” (p. 102) (Harvey 1996)

While Harvey's concern is not misplaced, recent efforts to broaden the concept of benefit in
applied economic evaluation (eg Cost-Value Analysis and newer approaches to PBMA using
decision theory) offer hope that suitable measurement techniques are being developed.
trrespective of these developments, however, Hurley's concerns about monism (i.e. an over-
emphasis on capturing ail issues of concern within a single measur~ <hould not be neglected
(refer Chapter Four). Ethical imperatives may be integrated inte economic analysis through
the development of appropriate weights, as discussed above, but they may aiso enter in the
form of constraints (or second stage fitters) in the choice problem. What is required is
recognition of ethical complexity, combined with the importance of both due process and
deliberative judgements based on relevant information.

Although the work of economists analysing equity at a conceptual leve! carries no special
weight in terms of what the equity principle(s) should be in any given context, they can
certainly play an important role in explaining the implications of adopting altermnative principles.
Nor does ethics, as a discipline, provide any decision rules for the resofution of this issue
(refer 5.3.1). Something outside the ethics discipline must be introduced, and this retums us
1o Richardson’s ideas® on empincai ethics and government a3 the “circuit breaker”
{Richardson 2000a). Other economists have also argued the importance of empirical
evidence in resoiving ethical issues. Culyer, for example, emphasised that the values that
underpin the concept of social welfare to be empioyed in economic evaluation should be
empirically based (on values of the decision-maker, the government, or a sample of the

% Richardson's position is very close to that of the Decision-Making Approach, but he would provide the
ethical information to the decision-maker (based on community consultation et. al.) and not just the
results of CEA reflecting the decision-makers’ values. [Personal comrnunication, March 2701].
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general public) (Culyer 1998). Similarly, Olsen® argued that the relevance of introducing
information on differences in disease severity and health status (in addition to health gains) is
“pasically an empirical issue” (Olsen 1897). Richardson, however, puts the case cogently in
the following extract from one of his recent papers, viz:

“While endorsement by government — and even the Australian government — does not ensure
that a policy is morally ‘right’, there is no known process — including the armchair theorising
of ethicists or neoclassical economists — which ensures the achievement of this ephemeral
objective. The fundamental tenet of empirical ethics must, therefore, be that the political
process, viz, open enquiry and the intertwining of empirical evidence and ethical debate is
more likely to present government with socially acceptable and morally justified policy
options than any other process. As a minimum, it may achieve a near consensus that
procedural fairness has been exercised and those that disagree with either the outcome or the
process can, as a minimum, express these arguments.” {p. 16) (Richardson 2000a).

5.5 Ethical considerations in the conduct of ecunomic evaluation

Although the methods of economic evaluation have historically been intended to assess
efficiency of comparative heatth care interventions, it is inevitabte that they embody a number
of assumptions and procedures that have important equity implications (intended or
unintended). In this section those implications are briefly outiined, together with evaluation

techniques designed to incorporate selected notions of distributional equity into the evaluation
Drocess.

Most attention in the literature has focused on three aspects of economic evaluation, viz: i)
methods for measuring and valuing outcomes; ii) the methods of aggregation; and iii) the
associated health gain maximisation criterion (Harvey 1996; Olsen 1997; Hurley 2000).

One clear exampile of the influence of equity is the reluctance of many researchers to fink
access or societal value to a person’s economic resources. This is reflected in the early
rejection of cost-benefit analysis (CBA) in the health sector, together with the associated
technique of willingness-to-pay to value health gains (except of course by economists
receptive to classical welfarism). But non-monetary measures designed to avoid monetary
valuations (such as QALYSs), also embody important ethical assumptions. As noted by
Torrance, the basic assumption of QALYs is egalitarian in the sense that “the difference in
utility between being dead and being healthy is set equal across people... that is, each
person’s health is counted equally.” (p. 17) (Torrance 1986). The intent is to treat individuals
equally in the health domain, irrespective of their intensity of preferences (Richardson 1991).
In reality, QALYs ~ not people — are treated equally, irrespective of to whom they accrue (i.e.
a QALY is a QALY irrespective of age, sex, religion, skin colour, etc). Equalisation on the

‘_*3 Olsen also provides an important reminder, that *before embarking on surveys which aim to tap the
tntuition of justice among people’ (Elster 1992), we should acknowledge that information on the
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QALY domain, however, means that recognition of the differing moral claims of individuals
may be compromised. An unintended consequence of QALYS, is their inherent ageism —the
young have an intrinsicaily greater chance of accumulating QALYs than the elderly. As
discussed in this chapter, distributive equity may call for differential weights attached to health
benefits on the basis of their identifiable characteristics (ethnicity/aboriginality,
rurality/remoteness; age; disease severily; etc).

Some utilitarian philosophers ha\}e been critical of QALY-type measures in two respects
(Harvey 1996). First, some utilitarians prefer the source of heatth state valuations to be the
individuals suffering the iliness or intervention, not a random sample of the community. While
there are sound reasons for both approachessg, utilitarians following Gillon's approach (i.e.
maximising the “satisfaction of individual's autonomous preferences” (Gilion 1986) reject the
vicarious preferences of unaffected individuals as a substitute for affected individuals (Harris
1985). Other utilitarians following the Benthamite principle that everyone counts for one and
not more than one, object to the ageism implications of QALY's mentioned above. This foliows
inevitably from the procedure of combining the health state valuation with the years of life
over which the heaith state is experienced.

Aggregation methods inevitably contain distributional equity principles. The economist’s
penchant for discounting (Drummond, Stoddart et al. 1987), for example, embodies
intergenerational equity principles. The discount rate chosen implies a value to be placed on
costs and benefits that accrue to future generations, compared to those living presently
{Huriey 2000). Contemporary economists tend to the philosophical justification based on the
social rate of time preference, rather than the market rate of interest, aithough the question
continues to be debated at some length (Robinson 1990; Gold, Siegel et al. 1996; Hurley
1998; Richardson 2001).

Similarly the addition of unweighted QALYSs has strong equity consequences. On the one
hand, as mentioned above, QALYs are egalitarian as each person's valuation has equai
weight (Williams 1985), but on the other hand, the maximisation of unweighted QALYs
focuses only on the amount of heaith gain, not on its distribution or associated health profiles.

distribution of other streams of health than the health gains profiles could be crucial.” (p. 14) (Olsen
1997,

% Arguments favouring measuring utility from members of the general public include: i) society at large
should determine values for economic appraisal (given that scarce societal resources are being
allocated) not patients with their own special interests; ii) patients may overstate their quality of life
because of cognitive dissonance (i.e. it is difficult to acknowledge poor quality health {Festinger and
Carismith 1959) or adaptation (i.e. they lower their expectations (Sen 1979; Loewenstein and Schkade
1998}; iii) impartial value judgements are better made behind a veil of ignorance (Rawis 1871, Daniels
1994); and iv) those who fund government public health services through taxation are entitied to
influence the pattern of expenditure (a libertarian view of taxation). Arguments favouring the use of
patient values include: i) their first hand knowiedge of the health states provides more realistic
valuations; i) providing health state descriptors to the general public to enable valuations, may introduce
bi;s; and iii) the general public may be biased against people with disabilities (Ubel, Richardson et al.
1999),
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Further, economic appraisal focuses on maximising health gain, whereas equity principles
often have regard to pre and post intervention health levels. A less effective or efficient
program that improves the heatth of those groups in poor health may be preferred to more
effective or efficient programs that benefit groups already relatively healthy.

As mentioned previously, the concept of “societal valuation” and “Cost-Value Analysis” is
being developed by an informal collaboration of researchers as a means of integrating
societal concerns for distributional justice into economic appraisal (Menzel, Gold et al. 1999;
Nbrd 1999; Nord, Pinto Prades et al. 1999; Ubel, Richardson et al. 1999; Ube!, Richardson et
al. 2000). This approach utilises a two-stage process whereby first, patient valuations are
used to estimate health gains as per standard CUA {using time trade-off); and second, these
QALY gains are weighted using public values (based on person trade-off) that reflect societal
concems for sevefity and health potentials (Nord, Pinto Prades et al. 1999). As Hurley
comments, such multi-attribute utifity approaches, which focus on both health gain and equity
concems, are one important way forward (Hurtey 2000). The use of this emerging technique
within a priority setting context will pose new challenges for its advocates, including the
consistency of societal values across multiple interventions.

An older but still useful approach (particulary as a default option) is to utilise a profile
approach, rather than trying to summarise all outcomes of conseguence in one index score.
Techniques such as the ‘social planning balance sheet’, ‘cost consequences analysis’ or
‘social audit’ have alt been available for some time, and include the broader issues of
distributional justice in the presentation of results (Bureau of Transport and Communication
Economics 1984; Gold, Siegel et al. 1996). The disadvantage of these profile approaches,
however, for those who prefer clear and precise decision rules, is that they inevitably involve
a level of judgement in combining the various consequences, that would have to handled on a
case by case basis. For others, judgement is an inevitable part of priority setting, and so long

as explicit rationales were provided on the judgement process, a case iaw would build-up as
decisions were made.

Still another approach is PBMA, which has particular usefulness in choice problems involving
multiple interventions. The focus in PBMA on broader notions of benefit and pluralistic
bargaining allow a concern for the decision process to be incorporated, in addition to
distributional justice (see further discussion in Chapter Nine).

5.6 Summary of key points for inclusion in the ethical rationale (E) of the
Checklist

Set out below is a brief summary of the key points drawn from the discussion in this chapter.
In Chapter Seven these points are drawn together under the ethical rationale (E) for the
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Checklist. The equity rationale informs the development of criteria to assess the features of
an ideal approach to priority setting for the health sector. The key summary points are:

¢ The starting point for judgements about whether society is better of worse off is a
- framework of nommative analysis that is congruent with the fundamental values that
: prevail in that society. These values need to be established through what Richardson

i calls “empirical etivics” — i.e. the intermingling of empirical evidence on what the

# community values and ethical debate - together with what Daniels calls “case law",

;} whereby acceptable reason-governed practices are developed over time in the process of
; making actual decisions.

v

- « Ethical debate involves a range of ideological perspectives on what constitutes sociat
justice. The iibertarian and egalitanan ideologies, for example, are reflected in the free
market verses government-control approaches to the financing and provision of health

i care, These ideologies flow over into the role of government in priority setting and the way

priority setting is approached.

Fani el i, i

« Two ethical approaches — deontoiogy and consequentialism - together with a concemn for
distributive equity, stand out amongst the ethical issues of relevance to priority setting in

3 the health care sector. Most stakeholders will hold views that reflect a combination of

*‘.‘ these ideologies, with the particular combination likely to vary with the choice problem

e L, i A

and setting.

» Itis important to recognise that while ethical reasoning involves a structured approach to
problem analysis, it offers no decision rules to choose between these altemative ethical
approaches. Despite their importanice to the content and acceptability of decisions, the
choice of one ethical system over another, or as is more likely, the particular blend of

ethical values, remains a matter of judgement.

« There is no logical way of resolving these differences other than a convergerice of
thinking through structured discussion and recognition of the legitimacy of altenative
viewpoints. This recognition reinforces the importance of due process in priority setting
exercises, whereby values are clarified and deliberative judgements are taken after
meaningful discussion. Further, it underscores the importance of gathering empirical
evidence on the values that are held to be important by the community, particularly in
relation to concepts of distributive and procedural justice. Finally it emphasises the role of

government (and uitimately the Parliament) as “circuit breaker” to decide ethical vailues,
} which in tumn reinforces the credentials of the Decision-Making Approach as the
theoretical foundation for priority setting.

» At a more detailed level, there are a number of issues in relation to these ethical
approaches that are worth highlighting. -

1
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¢ First, the term “consequentialism® describes a group of moral theories where widely
divergent views are held about i) the need for outcome maximisation, particulary
having regard to the significance of distributive equity; and ii) whether only individual
preferences count or whether the intrinsic/moral value of consequences also matter.
Utilitarianism is an important subgroup of consequentialism developed by both
economists and philosophers. The choice of outcome measure usually has important
ethical implications that should be acknowledged.

¢ Second, there is widespread agreement about the importance of distributive equity,
but this does not translate easily into agreement about what the relevant concept of
equity shoutld be. The choice of focal variable (or distribuendum) is critical, because
achieving equality in respect of one equity dimension usually means accepting
inequality in regard to other dimensions. There is no scientific basis for choosing
between rival notions of equity as normative principles. Judgement is required having
regard to policy objectives, decision context, community values and the theories of
social justice held to be the most appropriate. Concepts of equity that have received
the most sustained attention are: i) allocation according to need.; ii) allocation
according to health status; and iii) allocation to ensure equality of health access.

It is important to note that the three approaches to distributive justice will generally lead to
different answers for the allocation of resources. Nowhere is this more apparent, for
example, than in the “fair chances verses best outcomes” trade-off, When general
principles of distributive justice fail to give clear-cut answers, either because of the
plurality of moral values and/or because of the difficulty of the choices faced, then the
focus of social justice shifts to fair procedures and to the legitimacy provided by a just
process for making decisions. The work of Danieils on “accountability for reasonableness”,
together with notions of procedural rights offered by Bynoe, Hunter and others, offers
useful guidance in this regard.
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Chapter Six: Lessons from Empirical Experience

“Proponents of cost/QALY analysis need not despair; Oregon’s experience merely
demonstrated that cost-effectiveness should not be accepted as the sole criteria for decision-
making, not that it should be ruled out altogether.” (p. 340) (Buist 1992).

“Nevertheless, it is clear that techniques drawn from economics and other disciplines have
been used alongside debate if priority setting is to be seen as legitimate by citizens and other
stakeholders.” (p. 64) (Ham 1997)

6.1 Introduction

The combination of constrained resources and increasing demands has led govemment
policy-makers in a number of countries o address the issue of priority setting more directly
than in the past, to search for new policy instruments to complement the continuing use of
waiting lists and clinical discretion. important empirical evidence now exists on explicit
attempis at priority setting, on the role afforded the objective of efficiency in those attempts,
together with the assessment of efficiency through economic evaluation. The emergence of
explicit priority setting is exemplified by the experiences of the State of Oregon in the USA, of
The Netherlands, New Zealand, the Nordic countries and the UK. This experience is reviewed
in Section 6.2 of this chapter, with a focus on lessons that are relevant to any attempts to
apply explicit approaches 1o priority setting in Australia. While approaches obviously carinot
be simpiy transposed rom one country to another, given the different cuitures and heaith care
systems invoived, there are nonetheless important themes emerging from this international
expefience thai provide useful guidance, Emphasis is given to the expzriences of Oregon and
New Zealand. Oregon is important as it remiains the vnly large-scale attempt to implement an
explicit priority setting process and because its initial i athod was based on the QALY League
Table approach. New Zealand is emphasised because its incrementalist approach offers an

important altemnative to Oregon and because increasing emphasis is being given to economic
analysis.

In Section 6.3 selected Australian experiences ol explicit priority setting of healith services are
briefly reviewed. While these do not reflect any broad-based national initiative equivaleni to
the international experiences reviewed in Section 6.1; there are nonetheless important issues
10 hote. In Section 6.4 the focus moves from the populaiion level to lessons that can be
learned from notorious individual cases that epitomise the difficult choices involved in priority
setting. Such cases demonstrate the tension between a concern 1o use resources for the
benefit of the community as a whole and the urge to respond to th2 needs of individuals faced
with the prospect of death. The impontance of ethical values and of “due process” are biought
into sharp relief, particularly when decisions regarc.ng access to subsidised care end up in a
Court of Appeal. While it is always hazardous to generalise from individuat experience,
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equally it would be an oversight not to draw out the lessons for those who maybe faced with
similar decisions in the future,
Finally, in Section 6.5 the lessons from this empirical experience are drawn together as the

pragmatic rationale (P) to guide the selection of criteria for the checklist documented in

Chapter Seven.

Sy s A

6.2 Overseas Experience:

Sl oy e
- STt

6.2.1 The Oregon Plan

Bacikground

A decade ago the State of Oregon in the USA attracted worldwide interest when it began an
ambitious attempt to set priorities for heatth care on a systematic explicit basis. A key part of
the strategy was to increase eligibility for Medicaid, a publicly funded health care program for
peopie with low incomes, while staying within acceptable budgetary caps on expenditure. The
lack of universal health care coverage in the USA means that a minority of residents in each
State has either inadequate heakth insurance or none at all. in the 1960’s the Federal
Government attempied to provide cover by introducing Medicare (for the aged) and Medicaid
(for the poor), under co-funding arrangements with the States. The latter requires each State
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to provide heaith insurance for people below the federal poverty line, but allowed each State
o determine the precise level below the poverty line at which people cained eligibility, As
medical costs escalated, the States found it increasingly harder to maintain access levels and
responded by adjusting both eligibility and/or service coverage. By the late 1980’s, for
example, only 50% of Oregon residents below the poverty line were eligible for health cover
(Welch and Larson 1988; OHSC. 1991).

Orsgon’s priority setting initiative was also a direct response to a previous more painful
attempt at altering accepted priorities of its Medicaid system. in 1987, the Joint Ways and
Means Committee of the Oregon Legislature voted to discontinue funding for organ
transplantation (liver, bone marrow, pancreas and heart) and instead extend coverage for
basic health care to a further 1500 individuals and increase funding for antenatal services
(Welch and Larson 1988, Fox, Leichter et al. 1990). The discontinued organ transplaniation
program was projected to affect 34 patients over the next two years and was characterised by
limited success and great expense. No public debate was involved in the decision and little
immediate reaction followed. Then a seven year old boy, Coby Howard, was denied funding
for a bone marrow transplant for leukemia, and died while a private appeal fund was still
LS$30,000 short of the US$100,000 needed (Klevit, Bates et al. 1991). The controversy that
followed forced the Federal Gevernment to order, from 1 April 1990, the restoration of
transplants for those under 21 years of age. The experience led Oregon, already toying with
the idea of priority setting through its Oregon Heatth Decisions program (a network of
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concemned citizens who organised a “Citizen's Health Care Parliament” (Crawshaw, Gariand
et al. 1990)) to a full priority setting exercise across all conditions and treatments.

What came to be called “The Oregon Experiment” was conceived as a solution to a particuiar
problem faced in the US — how to widen heaith insurance coverage to individuals presently
uncovered either privately or through the federal Medicaid system, whilst remaining within a
fixed budget and incorporating public values. At the time the Oregon experiment began,
approximately 450,000 Oregonians were estimated to have no heaith care coverage (McBride
1991). in the words of two Australian commentators, Oregon was faced with the dilemma of
“al for some or some for all” (p127) (Street and Richardson 1992). in 1988 the Oregon

Senate passed three pieces of legislation known as the Oregon Basic Health Services Act
(OHSC. 1991). Senate Bill 534 established a risk pool for coverage of the uninsurable
chronically ill. Senate Bill 935 required all employers to offer heatth insurance to their workers
by 1994. Senate Bill 27, and the focus of interest from a prionty sefting perspective, expanded
Medicaid coverage to ALL those below the federal poverty line and mandated a prioritised fist
of health sefrvices. The Oregon Heaith Service Commission (OHSC) was established to
develop the methodology for ranking the services and to oversee the development of the
prioritised list of services that would be funded under Medicaid. The work of the OHSC was to
be conducted in public and was to consider both the advice of experis as well as the views of
the public.

Three subcommittees were formed: the Social Values Subcommittee to obtain information on
public preferences; the Health Cutcomes Subcommittee to seek an objective system to
measure the clinical effectiveness of treatment and {o develop methods 1o value benefit; and
the Mental Health Care and Chemical Dependency Subcommittee to assist the OHSC with
the prioritisation of these services. The OHSC began its task by reviewing a number of
approaches to priority setting and initially concluded that “cost-benefit with a quality of life
component” (p. 15) was the best available method (OHSC. 1991).

Cost Utility Analysis: The Initial Process Used to Define the Basic Health Care Package

The work began with the formation of some 1600 condition/treatment pairs, categorised using
the ICD-9 (International Classification of Diseases, Ninth Revision) and the CPT- 4 (Current {
Procedural Terminology, Version Four). The OHSC noted thiat ranking freatments or
conditions independently was illogical because the effectiveness of a particular treatment was
dependent upon the condition of the patient (OHSC. 1991). Unfortunately, the OHSC did not
go on to embrace marginal analysis as part of its evaluation approach, but stayed with
approximations for average cost and average benefit for its conditionftreatment pairs. Al
condition/treatrnent pairs were ranked with the greatest benefit per unit of cost at the top of
the list. The cost utility of a service was calculated as the ratio of the cost of the tre~“ment to
the treatment benefit — with health gain measured in QALYS using Kaplan’s Gualiy of Well-
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Being Scale (Kaplan and Bush 1981; Kaplan and Anderson 1990). QALYs were chosen
because they encapsuiated treatment effectiveness together with individual values. The
OHSC was conscious of the ethical confiict between the needs of the society and the needs
of the individual patient, but recognised the importance of adopting a societal perspective
(OHSC. 1921). In using the QALY as the measurement device to assess “societal welfare”,
the OHSC assumed an extra-welfarist foundation {although its doubtful whether economic
theory entered its deliberations).

The cost side of the CUA ratio was based on the entire episode of illness and inciuded
diagnosis, hospitalisation, medical services, allied health and ancillary services. Because of
the sheer size of the assessment task, however, together with the limited time available {o the
OHSC, rigour in the costing process was sacrificed, particularly in the measurement phase.
The costs included focused on “C1" costs (i.e. health service provider costs) using the
Drummond et. al. nomenclature (Drummond, Stoddart et al. 1987). Costs falling on individuals
and their families (i.e. "C2" costs) and costs falling outside the health sector (i.e. “C3" costs)
were excluded. Given that the research question focused on dispersal of government funds, a
“C1" focus is realistic, but it is hardly consistent with the purported “societal” perspective.
Mare serious reservations than this sumewhat academic point arise however, in relation to
the measurement process. Rather than attempt point estimates, Oregon opted for cost
intervals with ever increasing interval ranges (eg $0-$250; $251- $500; $501- $1,000; $1,001
- $2,000; $2,001 - $3,000; $3,001 - $5,000; $5,001-$8,000; $8,001 - $12,000; ... $40,001 -
$100,000; $100,001 - $250,000; $250,000 and over). f was assumed that the distribution of
costs was uniform over time and not distributed near either end of treatment. The median of
each interval was used as the estimated cost of a particular treatment, no marginal analysis
was undertaken and no provision for discounting was incorporated. The costs of non-
treatment were not estimated, so all cost estimates were gross rather than net and/or
incremental. At best the cost estimates could only be regarded as very approximate “ball-
park” estimates and threatened the validity and usefulness of the resulting CUA ratios.

More effort was certainly put into the outcome measurement process, but whether this was
rewarded with more sensitive estimates is debatable. The QALY measure was calculated
irom two terms, the “net benefit" and the “expected duration of treatment”. The OHSC
reviewed the medical literature but found insufficient studies to support an evidence-based
medicine (EBM) approach to assessing treatment effectiveness. The OHSC commented:

"It became apparent this approach was unwieldy and counterproductive because of the ‘shelf-
life’ of the data and a lack of conclusive studies of effectiveness.” (p. 10) (CHSC. 1991)

Judgements by providers of health care were therefore used to obtain information about
treaiment effactiveness and heaith outcomes. Not surprisingly, this decision became the
subject of intense and sustained debate, particularly as the EBM movement gathered
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momentum. Alan Maynard, for example, referred to the CUA list as a “crude guesstimate”
created in a “data free environment” (p. 28) (Maynard 1991). The OHSC nonetheless
proceeded by surveying local professional health care organisations and asking them about
the spectrum of treatments available for each condition, together with the probable outcomes
of treatment and non-treatment over a timeframe of five years. The five-year timeframe was
chosen someiuhat arbitrarily — it reflected curmrent practice in the analysis of cancer treatments
and seemed a “reasonable time frame for assessment” that enabled “comparable information”
to be coliected (p. 23) (OHSC. 1991). Up to five outcomes could be specified: return 1o former
health state (which may or may not be perfect health); death; or up to three points in between
where some residual effects remained that impacted on the quantity or quality of life. The
residual effects were defined using Kaplan's Quality of Well-Being Scale. Outcome estimates
were made for an “average person” and conditions were thus defined using a cohort

approach rather than population-wide data. The method adopted ignored the heterogeneity of
patients, particularly as patient characteristics might impact on marginal analysis of key
treatment design and coverage issues. By specifying the people most likely to be affected, the
OHSC argued this to be an equitable approach to the measurement of effectiveness, but one
suspects its selection had more to do with feasibility than ethics. To complete the process, the
providers were asked to estimate the probabifity that treatment or non-treatment would result
in the various health states they had specified.

The QALY weights to be attached to each health state were obtained from a telephone survey
of 1001 residents. Unfortunately, the response rate was poor, with only 23% completing the
survey (23% refused to participate, while 54% could not be contacted). The survey was
developed to collect public values for particular symptoms and levels of functional impairment
associated with illness. No attempt was made to rate specific conditiontreatment pairs
because it was felt the public did not have the appropriate knowledge to make such
idgements (Honigsbaum 1991). The public’s values were fed into the QWB Scale and linked
with information about the outcomes of particular treatments to derive utilities. Valid reasons
were given for the selection of the QWB at the time (in terms of practicality; proof of reliability
and validity; feasible alternatives), although its choice today would be far more suspect
(Richardson, Olsen et al. 1998; Richardson 1999; Richardson, Oisen et al. 1999).

The “net benefit” of treatment was then defined as the difference between the average health
state resulting from treatment and the average health state resulting from non-treatment, viz:

Net Benefit = [ £ Pi * QWBIi ] minus [Z Pj * QWB]}
[with treatment] [without treatment]

Where:
Pi = Probability of the ith outcome occurring;

127




QWBI = Quality of Well Being value associated with the ith outcome

The “net benefit” was then combined with the “duration of benefit” to compute the QALY. The
OHSC defined the duration of benefit as the length of time a {reatment is effective. if the
treatment did not reduce the individual's life expectancy, it was calculated as: "life
expectancy” (specified as 75 years) minus “expected age of onset of condition”; where the
median age of the age cohort assign to the condition was used as the expected age of
onsst (OHSC. 1991). If life expectancy was reduced, the duration of benefit was modified
using the following rules:

« Ifthe condition shortened life expectancy, the standard life expectancy (75 years)
was replaced by the estimated shorter life expectancy;

e If the condition was self-limited, the duration was set at 5 years, unless there was the
likelihood that a small percentage might die, in which case a lifetime benefit was
used; and

+ If atreatment needed to be repeated during a patient’s lifetime, the duration of the
treatment benefit was estimated (eg ten years for a hip replacement).

The prioritised list of 1680 condition/treatment pairs was published in May 1990 (as required
by legislative mandate). The strict adherence to the cost-utility formula alone (and its use of
crude cost and outcomes data) ensured that the list appeared {0 be primarily ordered by cost
rather than the perceived value of the intervention. This impression was increased by the
OHSC expressing the results as “QALYs per unit of cost”, rather than the more conventional
“cost per QALY", which places the emphasis, more appropriately, on benefits/benefits
forgone. This first list based on CUA (albeit very crude CUA) appeared counterintuitive to
Commissioners and provoked a high level of critical comment™. The counterintuitive results
placed inexpensive (but relatively unimportant) treatments for conditions likz thumkb sucking or
tooth capping, above life-saving interventions such as appendectomy or surgery for ectopic
pregnancy (Hadorn 1991; Buist 1892). The OHSC itself considered the list to be
“‘fundamentally flawed". Harvey Klevit, a member of the OHSC is reported as saying that he:

“... looked at the first two pages of that list and threw it in the trash can (p. 468).” (Moreli
1991)

The first list was immediately abandoned, not only because of the counterintuitive ordering of
condition/treatment pairs, but also due to "the presence of numerous flaws, aberrations and
errors (p. 915)” (Klevit, Bates et al. 1991). Difficulties in obtaining cost and outcome
information with any degree of accuracy was raised by many commerntators as an important
reason for the perceived failure of the CUA approach. The OHSC saw the futility of trying to

™ See, for example (Hadorn 1991; Klevit, Bates et al. 1991; Eddy 1991a; Eddy 1991b; Daniels 1992,
Haas and Hall 1992; Street and Richardsen 1992; Nord 1993),
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improve the list by changing individuat iems; it abandoned the deadline and set about trying
to improve both the faully data and the methodology. The Altemative Methodology
Subcommittee was created {o investigate changes in the priofitisation method.

The Second Approach to Determining the Basic Heaith Care Package:

For the second list the reliance on an economic approach (via CUA) was abandoned and the
number of conditionfireatment pairs was reduced to 709 lines. The OHSC adopted a three-
step process to determine its revised list {OHSC. 1991). First, seventeen broad health service
categories were created and ranked in order of their “importance” (refer Table 6.1); second,
the 709 conditionftreatment pairs were placed within these broad categories and ranked; and
third, Commission judgement was used to fine-tune the resulting list.

The: first st2p involved using a ranked categorisation method recommended by Hadom
(Hadorn 1991; Hadom and Brook 1991). Two kinds of broad categories were created: the first
type included care that could not be defined fully by conditionftreatment pairings (i.e.
“maternity care” or “comfort care”); the second type separated condition/treatment pairs on
the basis of severnty or imporntance. “Importance” was determined by whether or not services
were chronic or acute; whether the condition was likely to be life threatening with or without
treatment’'; and whether an improvement in quality of life could be expected from treatment.
Seventeen categories were developed using these descriptors and ranked by Commissioners
using a modified-Delphi technique’. The ranks were based on the score each category
received for three attributes: “value to society”; “value to an individual receiving the service”;
and “importance 1o basic heatth care package”. The three atiributes were derived {using an
undocumented method) from 13 heaith related values gleaned from a series of 47 community
meetingsn. Categories 1 to 9in Table One were considered “Essential’, categories 10 to 13
were considered “Very important”, and the remaining were considered as “Valuable to certain
individuais, but significantly less likely to be cost-effective or to produce long term health gain”
(OHSC. 1991),

n Fatallty was defined as chance of death without treatment of 1% or more.

"2 Each of the eleven Commissioners distributed 100 points between each of three attributes to estahlish
the relative importance of each. The three attributes (which were derived from values expressed in 47
commumty meetings) were: "value to society”; “value to an individual at risk of needing the service”; and

‘essential %o a basic health care package". When all commissioners had completed the exercise and
discussed their numbers (to allow the opportunity to revise their ratings), scores were summed and
divided by 11 to obtain a relative weight for the importance of each atiribute. The resulting weights were:
“value to society” 40%; “value to the individual’ 20%; and “importance to health care package” 40%.
Each of the 17 categories of care was then rated by the 11 Commissioners for each of the three
dirmensions on a scale from 1 to 10. Each attribute weight was multiplied by the score given to each
attribute for every category to obtain each Commissioner's scores for the 17 categories. Finally the
overa!l averaged scores for the 17 categories were compared and the categories ranked. (Buisl 1992)

* The concerns expressed at the community meetings were summarised by OHSC staff into 13 most
commonly expressed themes. They were: prevention; provide benefit to many; impact on society {social
costs), personal responsibility; cost effectiveness; effectiveness of treatment; community compassion;
mental health & chemical dependency concerns; equity; pe-sonal choice; length of life; ability-to-
function; and quality of life. (Buist 1992)
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Table 6.1: Oregon categories of health care

2. Maternity Care
: 3. Acute Fatal

4. Prevention Care for
Children

5. Chronic Fatal

6. Reproductive Services
7. Comfort Care

8. Preventive Dental Care
8. Proven Effective
Preventive Care for Adults
VERY IMPORTANT

10. Acute Non-fatal

11. Chronic Non-fatal
12. Acute Non-fatal

13, Chronic Non-fatal

VALUABLE TO CERTAIN
INDIVIDUAL

14. Acute Non-fatal
15. Infertility Services
16. Less Effective Preventive

Care for Adults

17. Fatal or Non-fatal

[ Category | Description
ESSENTIAL
1. Acute Fatal Treatment prevents death with full recovery {(eg appendectomy)

Includes disorders of the newborn (eg obstetricail care}

Treatment prevents death without full recovery (eg burns)
{eg immunisations and periodic health checks)

Treatment improves life span and quality of life (eg non surgical
treatment for insulin dependent diabetes, drug therapy for HiV)

Excludes maternity & fertility services (eg birth control)

Palliative treatment for which death is imminent (eg pain management &
hospice for end stages of cancer and AlDS)

Adults and Children (eg exams, cieaning and fluoride treatment)

(eg cervical cancer and breast cancer screening)

Treatment causes retum to previous health {eg non-surgical treatment
for acute thyroiditis; medical treatment for vaginitis)

One-time treatment improves quality of life (eg hip replacement)

Treatment without retum to previous health {eg relocation of dislocated
elbow, repair to cut of cornea)

Repetitive treatment improves quality of life (eg migraine headaches)

Treatment expedites recovery of self-imiting condition {eg medical
wreatment for viral sore throat)

Medical treatment for infertility (eg in-vitro fertilisation; artificial
insemination}

(eg routine screening for people not otherwive at risk)

Treatment causes minimal or no improvement in uality of life (eg

aggressive treatments for end stages of diseases such as cancer and
AIDS)

Source: Based on (Buist 1992) (p. 12} and {Coast 1996) (p. 43).

The second step involved assigning the condition/treatment pairs to the seventeen categories
and ranking them within each category on the basis of their “net benefit". Net benefit was
intended to measure the differences in quality of well being betwaen two average peopie who
have experienced the same condition, one of whe has treztment, and the other who has not.
it was calculated using the outcome information provided by medical specialists (health states
and their probability of occur:2nce) and the QWB values from the telephone survey (refer
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earlier discussion). While the net benefit calculation is taken from the first approach, cost and
duration of benefit were no longer taken into account. Rankings of conditionfreatment pairs
within the categories in the second approach were based on outcomes five years after
diagnosis. What the OHSC called “net benefit” could more &ccurately be described as the “net
quality adjusted survival rate after five years” (Buist 1982) (p.21).

Third, the listing created by steps one and two was reviewed by the Commissioners and
adjusiments were made to those condition/ireatment pairs considered to be out of position.
The Commissioners were concemed {0 ensure that the list was not just a formula-produced
cominination of values and data, but also an intuitively sensible ranking that reflected relative
value in the context of scarce resources. These “professional judgements” were based on a
range of factors, including “their interpretation of the community values”; including cost and
effectiveness of the treatments; incidence of the condition; impact on public health and social
cost (p. 28) (OHSC. 1991). The original CUA ratios used to rank condition/treatment pairs in
the first approach, were now only one of several factors used in the final judgement phase
(Sipes-Metzer 1992). Cost became a consideration only when the Commissioners questioned
the ranking of an item, or when two items were ranked equally according to the net benefit.

The new list of 709 conditionfireatment pairs was published on 1 May 1991 and actuaries
were contracted to cost the list to assist with the funding decision. Estimates of projected
costs with different leveis of service coverage were produced. The cut-off line, and hence the
components of the basic health care package, was determined to be the first 587 services,
which included ali those services deemed to be “essential” and most of those deemed to be
“very important®. The proposed program was estimated to cost approximately 25% more than
the current program at that time (Eddy 1991a). Oregon then applied for a federal waiver of
Medicaid requirements, in order to authorise introduction of their new program, hoping to
commence in July 1992 for a five-year demonstratioy period (Steinbrook and Lo 1992).
Qregon was proposing to monitor the impact of the new program on access, utilisation,
outcomes, health status and costs during the demonstration period.

The US Health Care Financing Administration (HCFA) decided on 3 August that the plan was
unacceptable in its current state, however, as i discriminated against individuals with physical
and mental disabilities (Dixon 1992). The federa! administration had come under intense
pressure from groups representing people with disabilities, who argued that the Oregon plan
devalued iife with disability (because of the role of the QALY weights in the rankings)’™* and
was therefore contrary to the Americans with Disabilities Act (Dixon 1992). Oregon was asked
to re-submit a plan without the community-based quality of life weights. The HCFA action
could be interpreted as a rejection of the incorporation of public preferences into the priority

™ This was disputed in several academic papers (Kaplan 1993, Broome 1994).
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setting process, but in reality, it prebably reflected more the role of political factors in an
election year.

The OHSC responded by removing all references in the net benefit calculation to "quality of
jife” and "ability to function™. Treatment benefit was based purely on the prevention of death.
Cost was used to separate services where net benefit was tied. As in the second list,
judgement was used to adjust items that Commissioners believed to be wrongly positioned. A
revised list was re-submitted in November 1992 and federal approval was given in March
1993 (following President Clinton's efection to the White House). A condition of the waiver
required Oregon to develop a process for reviewing treatments that fell below the funding cut-
off, but which were deemed to be medically appropriate in certain circumstances. The Oregon
trial began in February 1994. Since then the OHSC has kept the list under review, adding
mental health and chemical dependency services into the basic package and moving
treatments up and down in the light of experience.

Lessons from the Oregon Experience

The priornity setting processes trialed by Oregon generated considerable debate within the
health care literature, both of a theoretical and practical nature. Some authors debated the
merits of implicit verses explicit prionity setting approaches, including the usefulness of CUA
and the ethics of rationing (Hadorn 1991; Maynard 1991; Eddy 1991b). Those opposed to
explicit rationing, such as Hunter, criticised the Oregon Plan as replacing a system which was
“clearly irrational” with one which was “spuriously rational” (Hunter 1991). Others questioned
the implementation of the Oregon Plan and/or the need for any form of rationing at all
(Tartaglia 1992). To their credit the OHSC was explicit about its methods and assumptions,
and openly acknowiedged many of the problems discussed.

The quality of the arguments put forward varied. Some of the criticisms implicitly used the
“ideal” as the comparator, rather than the more relevant issue of whether the Oregon Plan
improved current practice (Eddy 1991c¢). This was certainly evident in the debate about
whether the Oregon Plan was fair and equitable. Oregon was heavily criticised, for example,
for achieving greater coverage’> by taking away seivices from a sub-group of the population
that was already disadvantaged (Rosenbaum 1992). The inequity of the existing Medicaid
system seemed to be overdooked in this attack (Garland, Klevit et ai. 1991). Others failed to
apply the same rigour to their own altematives as they applied to the Oregon Plan (Dowie

1995). Often the criteria used for judging whether the Oregon Plan was “successful” or not
was unclear (Dougherty 1991).

7_5 The eligibility was expanded by 120,000 to cover ail those below the federal poverty line, albeit with a
limited package of care (Department of Human Resources 1994)
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The success of Oregon could be judged in 2 number of ways. These include, for example,
whether Oregon achieved the policy goals it set itself; whether its prionity setting approach
has been adopted elsewhere; whether it brought priority setting onto the heaith agenda; and
whether its approach met agreed guidelines as to what constitutes an “ideal” approach to
priority setting. This section does not attempt to appraise Oregon’s success (for such is
peyond the scope of this thesis) rather it takes the more modest objective of drawing out the
lessons from the Oregon experience.

A key problem clearly encountered by the OHSC was the lack of published efficacy and
treatment outcome information. The consequent reliance on medical opinion reduced the
scientific credibility of the net benefit scores for many commentators. The problem was
compounded by the lack of a suitable classification system to define harnogeneous patient
and/or treatment classes (see earlier discussion). The OHSC was aware of these problems,
but the time constraint together with the huge task it had set itself, meant that using
alternative information bases or classification systems was infeasible (Hadorn 1991). Some
commentators acknowledged that despite poor data, decisions have to be taken and that the
establishment of priorities cannot await the appearance of perfect data (Welch 1989; Hadom
1291). As David Hadomn pointed out:

“Oregon’s planners merely asked physicians 1o make explicit the outcomes estimates on which they
currently {and implicitly} base their decisions. " (Buist 1992)(p. 34).

This more realistic position still ieaves unanswered, however, important issues for priornty
setting, such as what constitutes adequate data; whether the data needs of technical
approaches to priority setting are tractable; and whether the technical approaches are
adequate as stand-alone methods? Oregon's experience certainly highlighted that there is no
easy technical fix to the question of setting priorities (Klein 1991) and that priority setting is
likely to be a dynamic process rathe: than a final solution (Crawshaw 1992). The inherent
heterogeneity of patients and treatment responses, together with the importance of marginal
analysis, creates a major data hurdle for economic approaches, particulanly if applied on the
scale attempted in Oregon. Coast concludes, for example, that there is often a conflict in
technical approaches to priority setting between the assumptions made about
patienttreatment heterogeneity and the acquisition of good quality data (Coast 1996). She
argues that technical approaches based on decision rules can become inflexible (particularly
when applied to a large number of interventions) and that this inflexibility is more questionable
and more damaging the poorer the information base becomes.

A related point exposed by Oregon is that technical rationing based on decision rules may
produce resuits that are unexpected and/or unacceptable to some, particulanly if the program
objectives and the concept of benefit are not clearly discussed in advance. Including elements
of judgement (and what Coast calls “pluralistic bargaining”) into the process is one way of
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introducing flexibility and maintaining the intuitive appeal of results (Landsdown 1992; Coast
1996). The exercise of Commissioner judgement in the Oregon process ciearly illustrates this
approach, but brings with it the issue of whether such judgement should be implicit or explicit.

Other economists have drawn a different message from the Oregon data problems. Eddy, for
example, concedes that the available CUA methods and published outcome evidence are net
up to evaluating the entire domain of health care as was tried in Oregon (Eddy 1992). He
urges an approach focussed on change at the margin, rather than attempting such a
comprehensive approach (such as assessing the condition-treatment pairs that are close to
the funding cut-off (Eddy 1992)). The development of PBMA, with its focus on a limited
number of increments and decrements selected in relation to current expenditure patiemns, is
one approach in tune with this suggestion. Other commentators also focussed on the need to
better identify beneficial services, but emphasized the importance of developing clinical
guidelines (Hadorm 1991).

A second area of criticism has been the community valuation of the health states. Few have
disputed that the involvement of Oregonians in the meetings process was a valuable
experience in understanding and incorporating public opinion. The way in which the
information was gathered and analysed, however, has certainly been questioned. The validity
of ranking social values according to their frequency of mention at public meetings, for
example, was queried by several authors (Dougherty 1991; Coast 1996). The important
transformation of these values into the three key attributes’ used in ranking the seventeen
categories remains undocumented. The telephone sur\}ey used to obtain the QALY scores
was questioned on a number of grounds, including the framing of the questions (Cromwell,
Halsall et al. 1995) and whether it was representative of the general public or of households
below the poverty line (Haas and Hall 1992). Others queried whether the QWB was the mast
appropriate tool to measure community valuations of health states because it failed to
compress non-severe health states into the upper range of the scale (Nord 1993).

By and large, however, this area of the OHSC's methods received relatively minor attention.
This probably reflects the popuiar acceptance of the use of quality of life measures in medical
outcome studies (Buist 1992) and the importance placed on community participaticn. It also
reflected the way in which the OHSC used the quality of life data. Despite the recurring theme
in the community meetings about “benefits many”; the OHSC avoided frequency or utility
maximisation as prime criteria for ranking in its second approach. Thus procedures producing
small or short-term gains in QWS (such as common colds) were considered less important
than treatments providing large increases in QWB, regardiess of the number of people who
will benefit (or the cost). The second method adopted by the OHSC moved away from

"® As discussed earlier, these three attributes were “vaiue to society”; *value to the individual at risk of
needing the service”; and “essential to a health care package”.
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efficiency (i.e. utility maximisation) and clearly embraced the “rule of rescue™ and need
defined as ability-to-benefit as underlying principles. Further, while the OHSC accepted the
usefulness of the QWR as a point in time measure of heaith status, it was reluctant to accept
the implied trade-offs of a full QALY calculus (i.e. ten years with a QWB of 0.1 equals one-
year at full heatth). The Oregon experience confirms the ethical dimensions of the benefit
measure discussed in Chapter Five. While the role played by consumer opinion voiced in the
community meetings cannot be precisely quantified, the Commissioners undoubtedly used it
throughout the whole priority setting process. This was evidenced by the rankings of the
seventeen categories (with preventive and maternal care rating so highly), together with when
the Commissioners hand moved individual items. As the OHSC's report to the Govermnor
claimed, the community meetings “were useful for understanding the general tone of
community needs and concems” (Buist 1992) (p 38).

The fact that Oregon was widely perceived as a move to explicit rationing is interesting for two
reasons. Firstly, the pli- 'n reality was a move from rationing based on the percentage of
individuals covered to rationing based on the extent of procedures covered. The rules by
which Medicaid operate have not generally been acknowledged in America as a form of
explicit rationing, although this is how they are perceived by many overseas commentatiors
(Coast 1996). The fact that some US commentators have come to recognise the existence of
rationing under both systems has increased the level of support for the Oregon Plan
{Callahan 1991). Second, the Oregon Plan still retained important dimensions of impilicit
rationing. Implementation of the Plan is heavily linked with capitation via physician care
organisations (PCO's) and health maintenance organisations (HMO's) (Bodenheimer 1997).
The priority list defines the benefit package on which the capitation payment is based, but
physicians may still prescribe outside the benefit package if they so choose (without receiving
an increase in payment). Further, the basis on which Commissioners juggle individual items
on the list is only loosely proscribed and retains an implicit element. Some authors have
criticised this final step in the process as “opaque” (Klein 1992) or have likened it tc a "black
box” (Granneman 1991; Daniels 1992). As Coast argues, the problem is that lack of
explicitness in the Commissioners’ judgements makes them difficuit to challenge. *Open
discussion on the other hand would have brought pluralistic bargaining into the Oregon
experiment and ultimately made the process more acceptabie to many critics™ {p. 54) (Coast
1996).

Finally, before moving to the next empirical example of priority setting, it is worth pausing to
consider whether or not the CUA approach failed in Cregon, as interpreted by some
commentators (Hadorn 1991). Although, as discussed, there were certainly problems familiar
to all technical methods concerning inadequacies of data used in the analysis, together with
classification problems in adequately defining the condition/treatment pairs, it is unlikely that
these issues were the main obstacles. Centainly for economists the lack of rigour in the
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measurement approach to costs and benefits, the omission of discounting and the absence of
margina) analysis were all significant limitations. For non-economists, however, the over-
riding concern was the counterintuitive ordering of the conditionftreatment pairs, and itis
important to recognise that this same situation may ha:ve arisen if the CUA approach had
been quite rigorous.

The ordering of a priority list based on the “efficiency principle” is based on both the benefits
obtained from a treatment and the cost of that treatment. At the top of the list there will not
only be those freatments that provide high levels of benefit at reasonable cost, but also
{reatments for minor aitments which are available at minimal cost. intuition, particularly for
non-economists, would suggest that those treatments that address serious conditions and
which confer significant benefits should be at the top, irrespective of their costs. The apparent
inconsistencies in the CUA list, may have been more the result of applying such intuition, than
they werz the result of inconsistencies in the CUA method. As David Eddy (Eddy 1991a; Eddy

1991b) explains.

“f1]t is important to understand that a priority-setting process based on cost-utility ratios
should not be expected to rank services according to our intuitive sense of their ‘importance’
or degree of benefit... If you want o check the results against your intuition, you should
compare the volumes of difizrent services that can be offered with a particular amount of
resources... The intuition to compare adjacent services (one to one) is not only inappropriate,
it is misleading. " (Eddy 1991b)(p. 2135-41)

David Eddy’s argument is easily comprehended and accepted by economists. The failure of
the Commissioners on the OHSC and many other commentators to comprehend and accept
it, however, gives rise to an important implication of the Oregon experience. If the only people
to whom a priority list based on an efficiency principle looks acceptable are economists, then
setting priorities based on efficiency is unlikely to be successful.

Fortunately, however, this issue aiso involves the key discussion in Chapter Four about the
appropriate arguments that should be included in the societal welfare function. More
particularly, it relates to the legitimate criticism of the extra-weifarist approach (which
underlies CUA} in terms of its failure to reflect community concerns for equity and procedurat
justice. In this context, equity focuses on the community's preparedness to give priority to
severe conditions over minor conditions and the role played by the “rule of rescue” (Hadorn
1991). It reinforces the importance of clarity about which theoretical foundation is being
employed in defining “efficiency” in economic evaluation. If the concept of value employed
was broader than simply health gain (as provided for in the Decision-Making Approach), and
this broader concept of benefit became the maximand, then rankings based on economic
analysis are more likely to be acceptable to stakeholders.
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6.2.2 The New Zealand experience
Background

A key aspect of New Zealand health policy in recent years has been the proposed
development of an explicit core of services to which all New Zealanders would have access
(Cumming 1997). New Zealand’s interest in the specification of core services reflects the two
themes that have dominated health policy discussions around the world in recent times. The
first is health care reform, often with an increased focus on market mechanisms (OECD 1994,
Jerome-Forget, White et al. 1995). The second, and subject of this thesis, relates to issues of
priority setting and rationing. Underlying both these themes was ongoing concern at rising
fevels of heaith care expenditure, concem over variations in medical practice and at continued
uncertainties over which services contributed most to improved health outcomes (Cumming
1997).

In July 1991, the New Zealand government announced a package of heaith care reforms
based around a framework of managed competition, involving the development of a national
explicit core of services to which all New Zealanders would have access (Upton 1991;
Enthoven 1993). The New Zealand govemment also gave four additional reasons for its focus
on “core Services”; each relating to perceived problems with the pre-reform health care
system. These focussed on the vanations in access to services around New Zealand, the
provision of information to New Zealanders on what health care services they could expect to
receive from their publicly funded health care system; the prevention of cost-effective services
from being cut in favour of less cost-effective services; and the need to make expficit the
rationale for priority setting (Upton 1991). While the need for an expilicit core as part of the
proposed managed competition reform was removed when these plans were shelved, interest
in “core sefvices” remained nonetheless (Cumming 1994). This interest reflected the four
additional reasons outlined above, together with the ongoing possibility of health sector
refom.

The work on priority setting in New Zealand thus began in the early 1990’s and has continued
ever since. Like Oregon, New Zealand's experience involved an ongoing process in which
policy makers adjusted or refined their course several times. While Oregon's experience
involved a decreasing focus on economic methods, New Zealand’s experience has seen the
reverse, Unlike Oregon, New Zealand did not attempt a comprehensive review of all its health
services; rather it opted for gradual incremental change from the status quo. While New
Zeatand's experience has not generated anything like the same level of comment in the
international literature as Oregon, it offers nonetheless an important experience in priority
Setting from which to learn. This is so particularly for those countries that might be attracted to
gradual change, with a strong focus on public consultation, supported by technical analysis.
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Stage One: Creation of the Core Services Committee (CSC)

in November 1991 the New Zealand government sent out a consultation document detailing
various options for the development of its proposed “core services” {Minister of Heaith 1991).
There were two broad options canvassed. The first was the option of a deiailed list as per the
Oregon example, involving highly centralised decision-making. The second option was
described as a “general” list that would specify only broad categories of health service while
lea‘ving the detailed decisions about specific priorities for decision at the local level. The
second approach thus allowed for regional variations and greater individual choice by
clinicians and patients (Minister of Health 1991).

A report based on the consultation process’’ was published in May 1992 (The Bridgeport
Group 1992) in which it was concluded that:

“ The clear preference is for a general positive list, allowing for regional prioritisation,
coupled with a short negative listing of those services 1o be excluded from public funding.”
(Foreword, p.v) (The Bridgeport Group 1992)

There was little support for detailed priority lists for administrative (cost and complexity),
medical and ethical reasons (both centering on lack of attention to the needs of the
individual). The “general list” was advanced by respondents on the arguments that it would be
more widely understood; more amenable to community participation; less open to capture by
stronger interest groups; and aliow scope for independent clinical judgement (The Bridgeport
Group 1992). The need for flexibility in priority setting was noted, not only in terms of clinical
decisions reflecting the needs of individual patients, but also the desirability of tailoring
services to individual regional needs (eg different urban/rural mix and cultural requirements).
There was strong support for a scheme of universal access, with provision of health services
to those in need, regardiess of financial or other circumstances. The necessity for a
framework of moral and ethical values upon which to base core services was also discussed.
The recommendation that this framework should be developed in consultation with the
community was a reflection of the cleanly stated desire among respondents for ongoing
consuitation.

In March 1992, while the submissions were still being analysed, the government created the
National Advisory Committee on Core Health and Disability Support Services’® to detennine
what the priorities should be and how they should be set. Like the Oregon Legislature, the

New Zealand government created a specific ongoing capacity to manage the priority setting
task (National Advisory Committee on Core Services and Disability Support Services 1992).

" Atotal of 1586 submissions were received in response to the discussion paper. A tota) of 821
organisations are listed as having commented, including area health boards, local government,
voluntary agencies, public agencies, community-based health groups, Maori, Pacific Islanders, and
cgwrch groups.

Hereafter called the Core Services Committee or (CSC).
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The subsequent work of the CSC has been characterised by an evolving approach and
extensive pubiic consultation. The consultation has included ethics forums; public forums;
public meetings (including Hui); consensus conferences; questionnaires and consuitation
documents (Coast 1996; Edgar 2000).

One of the first decisions the CSC tock was not 1o pursue the option of a detailed prioritised
list such as that developed by Oregon. The CSC argued that:

“ [TThe core could not simply be a list of services, treatments or conditions that would or
would not receive public funding. Very early on we decided that that approach wouldn’t work
— it would be impossible to implement as it would either have to be so broad as to be
meaningless, or so rigid as to be inflexible and unfair.... The appreach we decided to take was
one that has flexibility to take account of an individual’s circumstances when deciding if a
service or treatment should be publicly funded. For example, instead of a decision that says
that hormone replacement therapy (HRT) is either core or non core... the committee has
decided that in certain circumstances HRT will be a core service and in others it won 't be.

The committee has decided that HRT be a core service where there is clinical and research
based agreement that it constitutes an appropriate and effective treatment. ”"(Jones 1993}

instead the CSC decided that current heaith care services should continue to be funded and
that it would make recommendations on services that should receive priority in the budget
setting process {National Advisory Committee on Core Services and Disability Support
Services 1992). The key assumption of the CSC's approach has been thal current service
provision should comprise the “core”, but that, graduaily over time, this core wouid change to
refiect the priorities determined by the Committee. While some commentators have
interpreted this as a rejection of technical priority setting methods (for example, (Coast
1996)), this is not necessarily the case. While clearly different to Oregon’s first approach
based on crude CUA methods, New Zealand's approach is very much in line with that
advocated by Eddy in response to the Oregon experience (Eddy 1991b) (Eddy 1991a). The
incremental change approach both facilitates the application of marginal analysis and makes
more tractable the application of rigorous approaches to CUA.

In its first reports the CSC published a “stocktake” of current services and focussed its public
consultation on why rationing was necessary, together with distilling what service priorities
communities had (National Advisory Committee on Core Health and Disability Support
Services (b) 1992; National Advisory Committee on Core Sesvices and Disability Support
Services 1982). Six clear priority service categories emerged from the town hall discussions
and questionnaires (although exactly how these choices were distilled is not documented):

» mentat health and substance abuse services;

« children’s health services;

+ integrated community care services, including culturally appropriate services
responsive to Maori needs;
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« emergency ambulance services;
« hospice services; and
« habilitation/rehabilitation services.

impostantly, communities demonstrated a willingness to make trade-offs. In particular they
emphasised quality of life rather than quantity of life; basic care services over high technology
services:; and community-based services over in-patient care. Access to emergency services
was deemed important by people in rural aréas. Edgar reports that by 1998:

“[T]hose early priorities have transiated intc various policy and purchasing initiatives, which
have given identified service areas increasing emphasis. Support has continued for their
legitimacy. More latterly, as people’s concerns are being addressed, other priorities are
starting to emerge (such as the need for a focus on families, youth health, and adequate
Junding for people with disabilities). The challenge for policy makers and funders is to identify
the next areas where worthwhile investments can be made, at the same time maintcining
progress on the early priorities. ” (p. 180) (Edgar 2000)

Iritially the CSC had aimed to publish the general list together with a short list of exclusions
(as per the Bridgeport Group report). The ongoing public consultations had revealed that
lower priority had been accorded to maintaining fife at any cost; to unnecessary high
technology interventions; to surgical interventions benefiting few peopie; and to
pharmaceutical / technology interventions lacking cost-effectiveness credentials. Some
specific suggestions for iimits included familiar candidates {(eg cosmetic surgery; transplant
surgery; genetics, fertility services; intensive care at the beginning and end of life) (National
Advisory Committee on Core Services and Disability Support Services 1992). This idea was
subsequentiy abandoned as the CSC firmed in its thinking that simple service exclusion was
not the way {o go. In its 1994 report, for example, the CSC stated that service exclusions
were “arbitrary and unsustainable” (National Advisory Committee on Core Health and
Disability Support Services 1994). It acknowledged, however, that services that would “not
generally be inctuded” in the core were experimental technologies; services without any
demonstrated effectiveness; and services not usually ranking as a high priority. Rather than
identifying services that would or would not be provided, the aim has been to describe
circumstances in which access will be provided to putbicly funded services.

The 1992 reports also flagged that different methods would be adopted for horizontal priority
setling {priorities between services) and for ventical priority setting (priorities within services).
At the level of setting priorities between services, the CSC concentrated heavily on its public
consultations - what Coast calls “pluralistic bargaining” (Coast 1996). This is reflected in the
choice of the six priority service areas outlined above, It is interesting to note that while both
New Zealand and Oregon included broad health service categories as a way of structuring
their approach to prionity setting, the methods adopted to develop these service categories
varied. Whereas Oregon used a ranked categorisation method (Hadorn 1991) that focused on
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severity and utilised community values indirectly via Commissioner judgements in a modified-
Delphi technique, New Zealand reiied on eliciting direct community rankings. The precise way
in which the community views were analysed to form and select the priority sesvices is not
clear from the available literature.

At the level of setting priorities within services, the Committee chose the route of consensus
conferences to develop its recommendations. The guidelines were intended to apply in
normal circumstances and acknowledged that clinical discretion was important in any unusual
circumstances. The guidelines were intended not only to offer guidance to purchasers and
providers, but also to inform the public of the circumstances when services are likely to be
publicly funded (National Advisory Committee on Core Health and Disability Support Services
1994). It was also appreciated that the active involvement and support of clinicians was
crucial because guidelines are worthless unless they impact on clinical decisions.

The CSC began the process of defining options for change by looking &t ifose high-cost and
high-volume services which offered the most potential for improvement and for re-directing
resources’". This decision was certainly very consistent with an economic approach. In the
first two years, 18 topics were selected for detailed evaluation and consultation, This first
wave of work has been added to significantly from 1993 through to the present. The CSC's
message relating to guidelines had become more stroiigly related to issues of cost-
effectiveness. Statements were included in CSC reports along the lines that some of the
guidelines would “offer significant and clinically justifiable resource savings” that could be
used to maximise benefit for the available resources (p. 37) (National Advisory Commitiee on
Core Health and Disability Support Services 1994). There is also explicit acknowledgement
that technically superior treatments may not be selected where other approaches are more
cost-effective.

Findings from the early consensus conferences suggested some important themes which
werae taken to the people in 1993 via a consuitation report entitled “Seeking Consensus”
(National Advisory Committee on Core Seyvices and Disability Support Services 1993). These
themes included the rationale for national centres for specialist services (rather than muitiple
local centres); the need to manage waiting times; the importance of evidence-based practice
guidelines; and the rationale for a holistic or integrated appreach to patient management. The
endorsement received for these proposails supported the ongoing (and expanded) guidelines
program, together with work on priority criteria for access to elective surgical procedures and
the development of booking procedures (Hadom and Holmes 1997; Dennett and Pamry 2000).

™ Other factors included the level of public concern; wnether adeguate information was availabie; and
whether there was a good chance of reaching consensus on issues that would make a difference.
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Stage Two: Developing the philosophical and ethical framework

In 1993 the CSC took up the challenge of developing the underlying ethical framewosk for iis
priority setting work. The Committee asked the public in its “The Best of Health 27 report, how
priorities should be decided — that is, what criteria should be used to set priorities (National
Advisory Committee on Core Services and Disability Support Services 1897}, Substantial
support emerged for the following four-question framework for decision-making set out in that

document;

« benefit or effectiveness of the services (j.e. does it do more good than harm?)

e value-for-money (i.c. is the service sufficiently effective to justify the cost,
especially if an equally effective but cheaper treatment is available?)

o faimess in access and use of public resources (i.e. is this the best way to use the
public resources or should they be used for a different service, or for someone
else, or at some other time?)

o consistency with community values (are these the services most valued by
communities?)

The Committee advised the Minister that these principles should underpin all policy advice
and health care purchasing decisions and that this should have the practical effect of ensuring
that resources go to those who will receive the greatest likely benefit (Edgar 2000). The
principles are founded on the idea of what is referred to as an “individual benefit” criterion,
with the concern being whether a particular service should be funded for & particular person
at a particular time (National Advisory Committee on Core Services and Disability Support
Services 1994). Note that the aim has not been to set one overarching objective to be met (or
optomised) by the health care system — as would be normal for technical approaches - but to
recognise the reality of multiple objectives and the importance of community consultation and
consensus building. There is no explicit recognition of “need™™ or “severity” in the principles,
although they would be reflected indirectly through the faimess, effectiveness and efficiency
principles. As Coast notes, what is meant by “Is it fair?” is not entirely clear in the “Best of
Health 2" report, which focussed on the personal level and the balance between cost and
relative benefit (which seems more akin to efficiency) (Coast 1996). Subsequent reports
helped to clarify the notion, however, with a focus on issues of regional equity and equity
between socic-economic groups (National Advisory Committee on Core Services and
Disability Support Services 1994).

it is interesting to compare these principles with those chosen by other countries. The Dutch
Government Committee on Choices in Health Care, for example, used the fitter of “necessary care” as
its first sieve in prioritising health services (p. 84-87) (Guvernment Committee on Choices in Health Care
19923,
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Stage Three: From broad principies to ongoing processes for priority seiting:

The “Best of Health 3" report signaled the CSC's® intention to take the public debate forward
from “why do we need to ration?” and “what principles do we use?” to “what processes should
be used to prioritise publicly funded services?"(National Health Committee 1897). Edgar
reports (Edgar 2000) that coalescing six years of committee work, the report made four key
points that were supported by the general community:

« that rationing of health services is inevitable;

« that the processes for making rationing decisions must be transparent;

= that communities must be involved — their values are essential when rationing
decisions mean that some will be denied access to services; and

« that there are transparent tools — such as guidelines and priority criteria — which
can help the decisions.

The key tasks of the CSC (now re-named the NHC — see footnote) has been to advance the
debate and understanding of the limits of health care funding and to advise the government
on health service priorities and how they should be set. This it has certainly done and there is
no doubt that priority setting is now definitely on the public agenda in New Zealand. tt is
important io note, however, that there is a separate heaith purchaser in New Zealand, the
Health Funding Authority®? (HFA) which also consults the pubtic. The distinction is that the
NHC's work in involving the public is at the level of principles, broad service priorities or
statements of service effectiveness — as policy advice — while the HFA's consultations are at
the implementation level (what specific services it plans {0 purchase; where; with what access
criteria or part charges). The public consultation work of the two bodies has become
increasingly complementary over time. Importantly, the HFA has also become more actively
involved in the debate about how priorities ought to be set.

In 1998 the HFA released a document of its own containing proposals on how resources
ought {o be rationed between health and disability support services (Health Funding Authority
1988). Reflecting its more applied role, the HFA proposals are based on a careful assessment
of the priority that should be afforded individual services (rather than broad categories) and
reflected a strong economic orientation. The key features are:

« the use of five principles (very similar to the CSC/NHC principles) upon which
purchasing priorities are to be assessed: effectiveness; cost; equity; Maori health;
and accepiability;

*' In 1996 the National Advisory Committee on Core Health and Disability Support Services (the Core
Services Committee) was re-named the National Advisory Committee on Health and Disability (the
National Health Committee). Its brief was expanded to cover public health services, in addition to
personal heaith services and disability support services.
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« the use of Program Budgeting and Marginal Analysis (PBMA) as the decision-
making framework; and

» the use of cost utility analysis (CUA) as the means of addressing the first two
principies (i.e. effectiveness and cost)

Given that its resources are limited, the HFA is seeking to make difficult decisions in a
manner that is explicit (i.e. the rules underpinning decisions are clear); transparent (i.e. the
processes can be held up to public scrutiny); consistent (the same rules are applied to al!
cases); and to which it can be held accountable (Health Funding Authority 1898). The HFA
report i3 thus a5 important exdension of the “Best of Health 3" initiative of seeking clarity on
the priotity sefting processes which shcould be adopted. It has received cautious support from
health economists in New Zealand, who endorse the use of PBMA but caution that CUA
cannot provide a quick technical fix. In an important article Devlin, Ashton and Cumming
argue that:

“The use of PBMA provides a sound ecornomic foundation for these decisions, being based
upon two of the most fundamental notions in economics: opportunity cost (a decision fo fund
one service denies us the health benefits and other outcomes which could have been enjoved
by instead using those resources fo fund another service) and ‘thinking at the margin’ (it is the
changes in resource use and the effect of these change that matiers). (p. 369) (Devlin, Ashton
et al. 1999)

“[Tlhe exercise of mapping disease specific outcomes to the kind of generic ways of
describing health states underpinning the estimation of QALYs requires an important element
of judgement. This problem is exacerbated when dealing with services that comprise multiple
interventions.” (p. 370) (Deviin, Ashion et al, 1999)

“None of the issues we have raised here mount insurmountable obstacles to explicit
prioritisation. We suspect that both those who see the process as a tool-kit solution for priority
sefting and those who reject the process because of its inclusion of QALYs are guilty of
oversimplifying the issues. CUA cannot provide a quick technical fix to prioritisation, and
decisions about health service priorities will always invoive an element of judgement... The
key element of the HFA proposals {and that which may unfortunately get lost in the
controversy surrounding QALYs), is the use of PBMA.” (p. 370) (Devlin, Ashton et al. 1999)

itis too early to judge the success or otherwise of the HFA's proposals, and more specifically
of its use of PBMA and of CUA in a priority setting context. Unfortunately, little of New
Zealand's very recent experience is reported in the published literature. Needless to say,
given the similasity of the New Zealand proposals to the ideas presented in this thesis, (which
were conceived and developed quite separately), their progress will be of great interest to the
present author.

% The HFA was previously four regional heatth authorities.
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Lessons from the New Zealand experience

White there are some important differences between the New Zealand and Oregon
experiences, there are also some important similarities. In both experiences, for example,
there'was an acceptance by govemment that setting priosities was a dynamic ongoing
process that is not amenable to quick fixes. There was aiso a preparedness {o create a
planning capacity - an infrastructure - charged with the task of developing the decision
processes; of consulting the community; of recommending the service priorities. Both Oregon
ana New Zealand embraced the importance of involving the community, despite the
complexities of that task. Both took important steps towards achieving a more explicit,
transparent and accountable decision-nmaking approach. Both saw a role for technical fools,
but acknowledged the importance of the priority setting process in gaining Jegitimacy for the
choices made. Both recognised thai technical methodologies nezd to be combined with pubiic
and patient involvement. Both recognised that while research based evidence can help to
inform decision-making, there are gaps in our knowledge and weaknesses in our methods
that may produce anomaious and unacceptabie results. Both recognised the need for a
balanced approach that accommodated the multiple objectives of key stakeholders and the
important role of judgement.

Equally, there are also some important differences. The New Zealand approach was one of
incremental change from the status quo, rather than broad sweeping comprehensive change.
As a consequence there appeared 1o be less controversy associated with its implementation.
New Zealand provides a model in which simple service exclusion is rejected in favour of
rationing based on when access to publicly funded services is appropriate. This has led
naturally to an emphasis on the development of guideiines, on consensus, and to the
recognition of differences in individual need and potential benefit. While, as Coast argues
(Coast 1996), the New Zealand experience has emphasised consensus to date, the role

given technical analysis, particularly economic approaches, is steadily increasing. Moreover,
itis interesting to note that the role given technical analysis in New Zealand was very different
to that initially asked of it in Oregon. Through the guideline conferences, technical analysis in
New Zealand has focussed on marginal change and vertical priority setting, rather than
horizontal priority setting across huge numbers of disparate interventions. This role, while less
ambitious, minimises the problem of excessive data requirements and facilitates more
rigorous analysis.

The priority setting process adopted in New Zealand also acknowledges that priority setting
takes place at different levels and that different approaches may be required. This is most
clearly illustrated by the different approaches taken to the detemnination of ‘between service’
and ‘within service’ priorities. The New Zealand experience also illustrates the useful role that
can be played by an explicit framework of moral and ethical values.
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6.2.3 The Netheilands

Background:

Like New Zealand, the Dutch experience with priority setting started within the context of a
broader debate over heatth care reform. As the country considered a move towards managed
competition, debate both for and against reform inevitably raised the issue of the affordability
of the basic health care package. The issue of priority setting is important in this regard,
because a government concemed with affordability can fix a level of expenditure by deciding
where to draw the fine on a list of priorities. The Dunning Commitiee was established to
advise the Dutch government on the determination of priorities in the reformed social
insurance system. After extensive public consultation it published its report in 1891
(Govemment Committee on Choices in H2alth Care 1992).

The Dunning Committee’s Report

An approach was proposed that included an investment in health technology assessment; the
use of guidelines and protocols to ensure that care was provided appropriately; and the
development of criteria to determine priority on waiting lists (Ham 1997). More importantly, the
report outlined a framework of principles intended to guide policy-makers in selecting which
services should be included in the basic package. Health care services and provisions were
to be considered in the context of four basic filters: need; effectiveness; efficiency and
personal responsibility (Dunning 1996).

In presenting this framework the Dunning Committee argued that interpretation of whether
care was necessary or not should be made from the community's point of view at the macro
level, from the professional point of view at the meso level; and from the individual’s point of
view at the micro level (Government Committee on Choices in Health Care 1992). Given that
each level was part of a hierarchy, the Committee advocated that the community perspective
of “necessary care” should predominate. Necessary services should be those which
‘guarantee normal function as a member of the community or simply protect existence as a
member” (Government Committee on Choices in Health Care 1992). Like New Zealand, there
was recognition in the Dutch approach of the impact of different levels of decision-making,
albeit implemented in a different way. As an example of its proposals, the Committee cited in
vitro fertilization, where the ability to have children was ciearly important to the individuals
concerned, but much less so from a societal perspective (Government Committee on Choices
in Health Care 1992). As Ham notes:

“[T]his echoes the conclusion of the Oregon Health Services Commission that essential
services were those that were important for the overall well being of society rather than those
desired by specific individuals” (p. 58) (Ham 1997).
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Like New Zealand, The Netherlands also veered away from the Oregon approach of a
specific list of services and opted for incremental change. Rather than undertaking an
exhaustive study to quantify how each service fared at each filter, the government's report
used the filters to focus public attention and debate on the relative merits of services at the
margins of inclusion within the basic benefits package. The Health insurance Council is
reported to have utilised economic analysis to inform this process (Dunning 1996). Certain
health care services clearly passed through these filters, such as life-saving medicine or
those that confer substantial improvements in quality of life. In practice, most current services
of the general practitioner or specialist, hospital care and institutiona! care were included in
the basic package. Other services, like in vitro fedilisation, homeopathic medicine, dental care
for adults, psychoanalysis, and sporls injury treatments were flagged for debate. in the event,
most debates in defining the basic package tended to focus on conflicts between communal
responsibility and individual preference (i.e. the fourth sieve).

Underpinning the Dutch approach was a belief that explicit priority setting, such as the
exclusion of certain services and limitations on access, was necessary if access to essential
services was to be guaranteed to all (Ham 1997). Ham reports that like New Zealand
economic analysis in The Netherlands has focussed on assessing the cost effectiveness of
particular interventions and/or assisting the development of particular guidelines, rather than
on choices between services (Ham 1997). In the event, The Netherlands’s experience
demonstrated that there is often professional and public resistance to suggestions that
services should be removed from public funding (Ham 1997). It was this that forced the Dutch
government to withdraw proposals to exclude contraceptives from the insurance package and
which has held up the more rapid implementation of the Dunning Committee’s framework. As
a consequence, Dunning reported that:

“Decisions on the form of the basic benefits package have rarely sought 10 exclude entire
groups of services, but have iended 1o restrict these services at the fringes by limiting the
extent 1o which the service is covered. For example, women under 40 years of age are entitled
1o in vitro fertilisation, but no more than three interventions.” (Dunning 1996)

Like New Zealand, the Dutch government was able to achieve consensus on the need for
priority setting by first undertaking an extensive public information campaign. An abridged
version of the Dunning Committee's report, for example, was sent to all doctors, hospitals and
other health professionals for debate and criticism. It was widely reported in the press and on
television over a long period. The public campaign endeavored to engage a wide range of
interests, including senior citizen’s clubs, women’s organisations, trade unions and
academics. About 60 organisations were involved in discussions on “Choices in Health Care”
over the 1991-1995 period. Unfortunately, it is not clear from available information whether or
not the Dutch government used the information from the extensive public consultation

process in its decisions. Subsequent discussions of proposed exclusions from government
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funding (such as physiotherapy services and the contraceptive pill) have nonetheless kept
priority setting in health care very much on the public agenda.

As with Oregon and New Zealand, the ongoing process of priority setting in The Netherlands
has experienced changes in course and/or emphasis. The debate has moved away, for
example, from political decisions at the macro level on the scope of the benefits package, and
towards ensuring that resources are used efficiently by clinicians at the micro levei. This has
been accompanied by a strong focus on the development of guidelines in collaboration with
the professional bodies.

6.2.4 The Nordic Countries (Norway; Sweden; Finland; Denmark)
Background

When the debate about priority setting began in the Nordic countries in the early 1980's, the
stated goat was to find solutions to priority setting problems characteristic of health care
systems financed through taxation, with a strong government presence in ownership and
provision. Public awareness of growing waiting lists, services of questionable quality and
availability, and demands for new kinds of services, all brought about a realisation that
choices had to be made (Holm 2000). The need for priority setting had previously been
criticised as either unnecessary or unethical, but these views slowly changed, particularly
given the economic stagnation that afflicted several of the Nordic countries in the late 1980s
and 1990s. In 1987 the first Norwegian report (Norges Offentlige Utredninger 1987) on priority
setting in health care was published and it set the stage for the ensuing debate across the
Nordic countries. The Dunning Committee’s report (Government Committee on Choices in
Health Care 1992) published by The Netherands also had a major impact on the debate on
whether and how priority setting might be implemented.

The search for solutions: phase one — the technical approach

The Norwegian report® argued for a system of priority setting based on five levels of priorities
arranged according to the severity of the disease/condition in guestion and the consequences
of not treating it. Similar schemes were later adopted with minor modifications in the official
Finnish report™ of 1994 (STAKES 1995) and the Swedish report of 1995 (The Swedish
Parliamentary Priorities Commission 1695). The Swedish scheme (which is reported in
English) itlustrates the approach. Like Oregon, the categories set out below, emphasised

need as the prime priority criterion, with “need” judged by the severily of the disease or
condition:

® The Norwegian report is not available in English, so reliance must be placed on the literature reporting
and/for discussing its contents.
As with the Norwegian report, this Finnish report is not available in English.
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« Priority Group 1: Care of life-threatening acute diseases; care of severe chronic
diseases; palliative care and care in final stages of life; care of people with
reduced autonomy.

« Priority Group 2: Prevention, habilitation/rehabilitation.
« Priority Group 3: Care of less severe, less acute and less chronic diseases.
« Priority Group 4: Care for reasons other than disease or injury.

The Swedish Parliamentary Priorities Commission was appointed in 1992 to advise on how
priorities should be set in the Swedish health care system. Like New Zealand and The
Netherlands, a discussion paper was published, with comments reported in the 1995 report.
A The Commission reviewed the overseas approaches, but is reported to have found them
wanting in relation to their superficial treatment of ethical issues or their tendency to gloss
over methodological problems in measuring efficiency (McKee and Figueras 1996). As the
Commission noted in its final report, what was distinctive about its approach was a
membership drawn from all politicat parties, an emphasis on an ethicai piatform for setting

4 priorities, and the elucidation of its prioiity categories for use both at the policy/administrative
level and at the clinical leve!®™, Unlike the Dutch approach, this did not result in
recommendations for the exclusion of particular services. Rather, it provided a way of thinking
about priority sefting to assist those responsibie for taking decisions (Calliorp 1995). Three
ethical principles were identified in descending order of importance. These were®:;

+ The human vatue principle: All peopie are of equal value and have the same
rights, irrespective of their personal qualities or funcltions in society. The principle
of human dignity is fundamental but not in itself a sufficient basis for prioritisation.
If resources are limited, not everyone can obtain what they are entitled to.

e The needs-solidarity principle: Resources should be allocated in accordance
with needs — to those activities and to those individuals were need is greatest.
Solidarity also means paying special attention to the needs of those groups that
are unaware of their human dignity, those who have less chance than others of
making their voices heard or exercising their rights.

® There were minor variations between the two lists. For the clinical level the first group was sub-divided

with life-threatening acute diseases being IA and the remainder of the ' category becoming IB. The

reason given was that acute life-threatening disease in a clinical setting would override all other priorities

and would have to be dealt with immediately (The Swedish Parliamentary Priorities Comunission }995).
Description based on two sources: (The Swedish Parliamentary Priorities Commission 1995) and

(The Health Care Priorities Committee 2000).
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o The cost-effectiveness principle: When choosing between different activities or
measures, the aim should be to achieve a reasonable relationship between costs
and effects, measured in improvements in health and a better quality of life. The
cost-effectiveness principle should only be applied in comparisons of methods for
treating the same disease. Where different diseases are involved, fair comparison

of the effects is impossible.

Some commentators (for example (Klein 1985)) have interpreted these principles, which have
since been adopted by the Swedish Parliament in the Health and Medical Services Act, as a
rejection of the economic approach. While the Swedist: Commission certainly restricted the
role of economic evaluation and placed it within a broader priority setting context, it was

certainly not intended as a rejection. The following quotes from the Commission’s report make
this quite clear:

“It is only through sound management and effective use of the available resources that the
best possible care and attention can be given both fo the severely and chronically il and o
persons with slight, temporary ilinesses, both 1o those who can be cured and to those who
cannof. Analyses of health economics, therefore, are fundamental so any discussion of
priorities. But knowledge of the cost of different measures cannot be made the sole basis of
prioritisation. Even so, an economic analysis in which an attempt is made to caiculate the
cost-efficiency (i.e. to compare the costs and benefits of alternative medical methods), can
b play an important part in the prioritisation of medical methods for different situations.”

L {p. 13) (The Swedish Parliamentary Priorities Commission 1995).

F “The aim of all nursing is humanitarian — to help people afflicted by iliness or injury. Funding
k. is therefore allocated for health care: care must be allowed to cost money and resources

k. consumed for this purpose, without any ulterior motives. There is, however, no antithesis
between the humanitarian aims of health care and the necessity of conserving the resources
available. Economic analyses, therefore, must form an integral part of discussions about
priorities. No discussion of the over-arching guidelines for prioritisation can be complete
without taking economic facts into consideration.” (r. 43} (The Swedish Parliamentary
Priorities Commission 1995).

The report makes equally clear, however, that the cost-effectiveness principle is to be applied
within a process guided by the human value principle and the needs-solidarity principle. Thus
in discussing alternative principles to those it choose, the Commission makes the following
impoitant statement:

“The Commission does not accept a benefit principle basically implying that the choice must
Jall on that which confers the greatest benefit on the greatest number. Thus the Commission
rejects the idea of deploying resources 10 help many people with mild disorders instead of a
Jew with severe injuries, or giving priority to patients who are most profitable to society, e.g.
persons of productive age rather than seniors. In both these cases the benefit principle comes
into conflict with the principle of human dignity and the principle of need and solidarity." (p.
21) (The Swedish Parliamentary Priorities Commission 1995).

Since the principle of need and solidarity overrides the cost-effectiveness principle, severe
illnesses and substantial impairments must come before milder ones, even though the care of
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serious conditions may be more expensive and less efficient. in this way the Swedish
approach avoided the credibility problem that Oregon encountered where minor interventions
were initially ranked above life-saving interventions. The Commission was concermed to
ensure that the cost-effectiveness principlie could not be used to exclude services for the
dying, for the severely handicapped or for other persons for whom care would not “pay”.

It is important {o note, however, that the references to cosi-effectiveness in these statements
are 1o conventional evaluation technigues that do not include broader notions of benefit, such
as equity or social justice, in the decision formula. Defining the social welfare function in a
way that, based on community values, includes elements other than simple utility or health
maximisation, is certainly not inconsistent with an economic approach based on extra
welfarism or the decision-making approach (refer discussion in Chapter Four).

Health economists in the Nordic countries are reported to have complained nonetheless, that
these priority-setting systems were “misguided” because they were based almost exclusively
on severity of disease, and not op any kind of effectiveness measure, such as marginal
expenditure per QALY for the different conditionftreatment pairs (Holm 2000). Holm
comments that while there may certainiy be differences between the approach proposed by
the Nordic economists based on efficiency (albeit a narrow concept of benefit) and that based
on equity/needs recommended in the official reports, they share one important characteristic
in cornmon. This common trait is the belief that it is possible to design priority-setting
approaches which can give definitive answers to priority problems based on logical decision
rules ~ what are called “technical approaches” in the international literature (refer discussion
Chapter Two). For Holm, this reliance on the technical approach distinguishes the first period
of the Nordic country experiences with priority setting, viz.

“The first phase in discussions and reports about health care priorities was thus
characterised by a search for priority-setting systems that, through a complete and non-
contradictory set of rational decision rules, could tell the decision-maker precisely how a
given service should be prioritised vis-a-vis other services. Given appropriate information the
priority-setting algorithm should be able to give determinate and compelling answers. These
answers would be legitimate because they flowed from an objective and rational set of rules.”
(p. 31) (Holm 2000).

Phase two: the importance of due process

The second phase of the debates about priority setting began in the mid-1990s according to
Holm and was characterised by disillusion with the technicat approach and a concern for “due
process”, It was first expressed officially in the 1996 report of the Daiiish Council of Ethics on
Prionty Setting (Danish Council of Ethics 1996). The Danish Coursil doubted whether the
approaches to prionty setting produced to that point in the Nordic countries were really
operational. In their view all suffered from one or both of two sericus flaws, viz. either they
were based on a simplistic view of the purpose of the heatth care svstem; and/or they did not
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give any specific guidance as to how priorities should be set. The Danish Counc argued that
the goals of a public heaith care system are inherently complex and muilti-dimensional. They
argued that one goal may be more impostant than others in one context (such as disease
severity) but that a different goal may be paramount in other circumstances (such as equity
for disadvantaged groups). The Council doubted the usefulness of simple maximizing
algorithms as the basis for a priority setting system. They saw such a system either requiring
a single goal, or a principled way of balancing a number of goais, both of which they
questioned {Danish Council of Ethics 1996).

The Danish Council also discussed key concepts sich as “severity” and “quality of life” and
argued them to be “complex concepts that cannot be operationalised and measured in any
simple way” {Holm 2000) (p.32). On severity, for example, they noted that it could be defined
to include the present health state (such as chronic pain), whether the illness was lethal
without treatment (such as cancer); the urgency of treatment; and/or include an element
related to the possibility of treating the condition. While severity is undoubtedly a multi-faceted
concept not without its problems, the Danish view should be balanced against the experience
of other countries, some of which have found it be a workable construct to guide their priority
setting system.

Despite its reservations, the Danish report acknowledges the important need for priorities to
be set. But rather than adopt rule-based approaches, they advocated that emphasis shouid
be given to the process by which priorities are set, with the minimal requirements being
transparency and accountability, viz.

“The Danish Council of Ethics is of the opinion that in planning the operation of the health
service, and not least in connection with priority-setting in the health service, openness and
dialogue concerning the decisions and concerning the background for the decisions made
shovld be ensured. This openness is to be inward as well as outward. There should be an
effort to ensure that decision-makers at all levels be aware - informed — of which priority-
setting consequences different decisions entail. The issue is ensuring clearness, the necessary
information being available, and that analvses have been executed of vihich consequences
different decisions entail. " (Danish Council of Ethics 1996) (p. 95).

The Danish Council of Ethics report was foliowed by a second Norwegian report on priorities
in 1997 (Norges Offentlige Utredninger 1997), reviewing their experience with the system
implemented after the 1987 report. The Norwegian experience also showed that there were
substantial practical probiems in implementing the system proposed during the first phase of
the debates. The severity categories, for example, were used as the basis of a waiting list
system, but doctors were willing to game the system to gain advantage for their own patients
{(Kristoffersen and Piene 1997) reported by Holm, 2000). There were also several examples
of political decision-makers giving in to public pressure groups (eg. IVF treatment) and giving
treatments much higher priority than afforded by the severity classifications in the priority
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system. The second Norwegian report endorsed the call of the Danish Council of Ethics for
transparent and accountable processes that can assist in giving legitimacy to the priority-
setting decisions.

Instead of a top-down system, the Norwegian repost recommended a bottom-up approach
based on specialty-specific working groups. Each working group was to be given the task of
explicating the specific meaning of the concepts of severity, utility and efficiency within its
specialty. From these definitions the groups should move on to suggest a ranking of the
various conditions treated within the specialty, and make recommendations for changes in
priorities. The recommendations were to be passed on to the political level, which it was
envisaged would make the actual priority decisions. Like New Zealand and Oregon, the task
was recognised as an ongoing process (not a one-off exercise), with membership of the
wotiking groups to be broad-based. The bottom-up approach propesed is not dissimilar to the
New Zealand use of consensus conferences or to the Australian focus on developing
strategies within the context of priority diseases. The Norwegian report aiso saw the need for
a general priorities working group with special responsibilities for stimulating public debate
and investigating public attitudes and values conceming priorities.

The Danish and Norwegian groups worked independently, but their reports contain similar
ideas in terms of the importance of due process. In some ways this is not surprising, because
as Holms (2000} notes, the Chairs of both groups were sympathetic to the work of Norman
Daniels on contractarian approaches® (Daniels and Sabin 1997; Daniels and Sabin 1998;
Daniets 2000). It is important to note, however, that neither the Danish report nor the
Norwegian report claimed that a good process was, in and of itseif, sufficient to legitimise
decision outcomes. Both endorse the important role of priority criteria and of identifying
community values, Both reports, according to Holm (2000), contain extensive discussions
about these values, and try to show how they rule out cestain kinds of prionity criteria (eg
priority according to social status). The approach of all the Nordic countries rules out a lottery
system, for example, together with discrimination on the basis of age, birth weight, lifestyle, or
whether iflnesses were self-inflicted or not. The emphasis on values stands in contrast to
other countries, such as New Zealand, where initially the recommendations of the Core
Services Committee were made in the absence of an explicil set of principles.

§.2.5 The United Kingdom

There is a large literature on the topic of rationing and/or priority setting in the UK, with an
active debate between academics of different disciplines. it is not possible to review all this
material or to cover issues comprehensively or in any depth in this brief overview. The

87 L . C
Refer earlier discussion on Danieis in Chapter Two.
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intention, rather, is to identify the UK approach to priority setting and flag key issues arising
from their empirical experiences with priority setting.

Background:

 Of the countries reviewed, the UK is the only one without national guidance on the way
priorities might be set. Rather than develop a national framework with explicit criteria to guide
the decisions of health authorities and clinicians, successive British governments have sought
to diffuse responsibility from the macro level to the meso and micro levels (j.e. to district
heatth authorities and to clinicians). Professor Chyis Ham, Director of the Health Services
Management Centre, University of Birmingham and President of the Intemational Society on
Priorities in Health Care, describes the UK system as “pragmatic incrementziism”, with “policy
emerging almost as a product of individual decisions” (reported in (Klein 1995)). Rudolf Klein
describes the British way of priority setting as:

“fA] case study of a system thai puts pragmatism: before principles, that veils the decision-
making process and that diffuses responsibility among various actors at different levels.”
{(p- 121} (Klein, Day et al. 1996)

In explaining the dynamics of decision-making in the Mational Health Scheme (NHS), Rudolf
Kiein argues that the NHS was founded on zn implicit understanding between the medical
profession and politicians (Klein 1895). As part of this arrangement;

“[T}he medical profession relinguished fo the government the right to set the overall budget
Jor the NHS and in return politicians agreed to leave to doctors decisions on how those
resources would be used in practice” (reported in (Ham 1998)).

Physicians, aware of the budgetary limits, thus ration implicitly by telling the patient that they
are unable to dg anything to help them, rather than by explicitly stating that the resources are
not available for treatment. Ham comments that while this “arrangement” has begun to break
down, Kiein's observation is helpful in understanding the UK approach to priority seting®
{(Ham 1998).

For many years doctors in the UK accepted the responsibility to operationalise the
government’s funding decisions. in recent years, however, challenges to budget limits and to

% Somewhat paradoxically, it is in those countries like the US where government regulation is
least developed that clinical freedom is most constrained. Lacking control over resources at
the macro level, politicians and health insurers have focused on the micro management of
clinical activity as a way of containing costs. By contrast, doctors in the publicly funded
Systems like the UK have enjoyed considerable latitude, subject only to the budgetary limits
placed on the health service by government.
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implicit priority setting have arisen, particularly since the 1981 reforms of the NHS®. The
separation of purchaser and provider roles that resulted brought decisions on priorities out

into the open as health authorities were required to negotiate contracts with NHS trusts and
other providers. Prior to the 1991 reforms rationing received reiatively littte public attention
because decisions were ostensibly made on clinical grounds, but the arrival of the market-
style transactions and GP fundholding®, combined with managerialism at the expense of
professional power, began to undermine the prevailing modus operandi (Hunter 1997). Health
authorities became more actively involved in the priority setting process. They were given the
responsibility of assessing health care needs in their local populations and of determining how
the funds they were allocated should be spent.

Local discretion inevitably involved considerable variety in the decisions that were taken and
in the approaches to priority setting that were employed (Ham 1993; Honigsbaum, Richards
et al. 1995). While some health authorities drew on overseas experience and/or trialed
economic approaches (such as the Southampton and South West Hampshire Health
Commission {Honigsbaum, Richards et al. 1995)), mostly authorities tended to avoid the use
of explicit criteria (Klein, Day et al. 1996). The various reviews of heath authority purchasing
plans (Klein, Day et al. 1996) (Redmayne, Klein et al. 1993; Redmayne 1995) found a mixture
of convergence on the rhetoric (reflecting the vocabulary of the central government circulars)
and continued divergence in the practice of resource distribution (reflecting local capacities
and circumstances). As a consequence local variation in the availability of services has
become a major policy concern, attracting the interest, for example, of the Health Select
Committee of the UK Parliament (Health Committee 1985).

At the same time clinicians have started to argue for increased funding (Richards and Gumpel
1997) and in some circumstances have been reluctant to take responsibility for decisions that
conflict with their view of prionities. Most obviously this has occumred with waiting times, when
government policies geared to minimising the period of waiting have conflicted with clinician
judgement based on clinical need.

To use Hunter's expression, “with the genie well and truly out of the bottie” (p. 126) (Hunter J
19897), substantive debate has arisen on the need for national leadership in priority setting |
and over the wisdom of locating responsibility at the meso level in a national health service
committed to equity. ’

% Some authors also mention the growth of the private sector in the UK, with now more that one fifth of 1
the UK population covered by private insurance. The NHS's principle of allocating resources according 3
to need is therefore challenged by the private sector, which supplies according to demand.

Budgets are also held by an increasing number of GPs who have the right to buy services on their
own, thus reducing the primacy of health authority decisions. The range of services covered by GP
budgets is, however, restricted (although expanding) and their spending accounts for only a small
fraction (approx. 8%) of the total hospital and community services budget. The scope of purchasing by

GP fundholders remains fimited and the focus is therefore on the role of heaith authorities as allocators
of resources,
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Local priority setting verses national leadership

For the national government the key advantage of devolved management and clinical
autonomy is that political problems are converted into clinical problems (Kiein 1995). Not
surprisingly, managers “at the front line” of priority setting have argued that nationai
leadership is essential if the values of the NHS are 1o be sustained (Thorton 1997). The
medical profession has aiso found it increasingly difficuit to refrain from seeking to influence
government decisions on funding levels. Both clinicians and managers, as well as an active
academic community, have exerted pressure on the government as the debate on its role has
gathered momentum.

To date, at least, UK politicians have not responded to calls to develop an overarching set of
principles or values, to define “due process”, nor to specify a minimum core of services. The
former Conservative govemment articulated its position in response to a review carmied out by
an ali party parliamentary committee (House of Commons Health Committee 1995). It set out
three “key principles” that should guide locai decisions about priorities (i.e. equity; efficiency;
and responsiveness), but provided no guidance on how they were arrived at, how they were
to be interpreted, or how they were to be implemented. The government rejected the adoption
of a list of services and argued that service exclusion was not necessary when there

remained considerable scope for increasing efficiency within the NHS. 1t adopted a simitar
position to that of New Zeaiand, as evidenced by the following quote from the Department of
Health's report:

“To atterapt 1o draw up national fists of treatments which will and will not be provided would
be an exercise fraught with danger. No one list could ever hope to accommodate the range
and complexity of the different cases which individual clinicians face all the time. There would
be a real risk of taking decisions out of the hands of the doctors tending to the patient and into
the province of others, who, well-infentioned though they may be, possess neither the hands-
on experience of caring for patients, nor the expertise to make such decisions.”

(Department of Health 1995} (p. 1}

Instead the government maintained that resources should be concentrated on treatments of
proven effectiveness, This included investment in heaith technology assessment to evaluate
effectiveness and the development of clinical guidelines to assist clinicians to act on the
evidence of effectiveness. Underlying this position was a belief that variations in clinical
practice and the use by doctors of treatments that had not been properly evaluated held out
considerable opportunity for making better use of existing resources. The results of cost-
effectiveness studies were collated and published by the UK Department of Health
{Department of Health 1994) to assist in this process, but no recommendations were made
about their use. The Conservative government remained convinced, nonetheless, that year-
on-year cost improvements in the region of 3% per annum were achievable (Hunter 1997).
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Health Ministers also insisted that the.e should be no blanket exclusions from the NHS, as
evidenced by the following quote from the subsequent White Paper on the future of the NHS,
ViZ:
“The Government has made it clear that there should be no clinically effective treatments
which a health authority decides as a matter of principle should never be provided. Even
where the effectiveness of a particular procedure is not in general judged to be high, it might

be both effective and appropriate in certain circumstances for an individual patient.”
(Secretary of State for Health 1996)

The Labour government elected in May 1997 has faken a broadly similar approach in its
statements on priorty setting. its White Paper (Secretary of State for Health 1897) rejected
arguments that the NHS would not cope with demands arising from demographic change,
medical advances and rising public expectations. It also rejected the need for rationing
(defined in the sense of denying access to clinically effective services) or the need to impose
co-payments. instead, it identified savings of one million pounds from abolishing the internal
market, and proposed the establishment of the National Institute of Clinical Excelience to
provide a focus for the work on clinical effectiveness and cost-effectiveness’'. Applying
evidence of effectiveness was also regarded by the new government as a more appropriate
policy than to attempt service exclusion or to define core services. While acknowledging the
chailenges confronting the NHS and the need to make tough choices, the government argued
that the NHS could be maintained as a universal service provided that there was a sustained
drive to increase efficiency (Secretary of State for Health 1997). The role of economic
evaluation in this pursuit of efficiency was not specified in government documents.

Supporters of the current approach argue that it is not a heavy handed top-down approach,
but rather a policy that is being pursued through persuasion and an R&D strateqy which sets
great store by the production of quality evidence and knowledge tha! clinicians and others can
respect (Hunter 1897). Some writers go further to suggest that there is considerabie scope to
deiiver improved services through changes in both managerial and clinical practices (Roberts
1996). Others are more conscious of the gap between knowledge and action, and urge
caution against having unrealistic expectations of what EBM can deliver. Sir John Scott, for
example, a leading advocate of EBM in New Zealand, is quoted by Hunter {1997) as saying
that “The hope that EBM will result in diminished costs is seen as a mirage which it potentially
is" (St John 1997).

The difficulty with the current government's position, as with the former Conservative
government, is the lack of a clear national direction on priorities in an environment where
funding pressures will increase existing inequities in service availability and access. Setting to
one side any future pressures, the NHS is already struggling to fulfil its commitment to be a

* The White Paper also announced the establishment of a Commission for Health Improvement to lead
the drive to improve quality (Secrelary of State for Health 1997).
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universal and comprehensive service. Ham cites Jong temn care for the aged and dentistry, for
example, as important instances of where the boundaries of the NHS have been redrawn
withoul open policy debate on services of major public importance (Ham 1998). Thus far
ministers have maintained that these variations are a reflection of decisions by health
authorities in response to their assessment of local needs and that responsibility for priority
setting should continue to be located at the meso level. Their position is encapsulated in the
following statement by Virginia Bottomiey (the then secretary of State for Health):

“We can only sel the framework in which local decisions are made: clinicians and managers
must determine the health needs of the local population and how they are best mel. These
decisions are given legitimacy when the views of patients and local needs are taken into
account... It is not the government’s role 1o lay down local priorities or make local decisions;
local purchasers and providers of health care are best placed to do that.” (p. 338)
(Boittomley 1994)

There are two key issues raised by this statement. The first is how it satisfies the doctrine of
parliamentary accountability, given that the NHS is nationally funded through taxation
revenue. Local heatth authorities are accountable for their decisions to the NHS Executive
and its regional offices, which are in turn accountable to the government and the Pariament.
The NHS could easily be asked how it ensures that decisions about priorities are taken with
due regard for the principles of equity, efficiency and responsiveness, How are these
principles interpreted when assessing the performance of health authorities?

Second, is the assumption in this statement that the national government has in fact provided
a "framework” for priority setting. The government has issued health improvement targets and
general policy statements about the role of EBM and on the need for efficiency, but there has
been no overarching statement of values or clear set of principles to guide decision-makers at
the meso and micro levels. In this regard, Klein notes, for example, that:

“The circulars from the centre, for all their specificity on so many points, did not provide any
guidance about the distribution of resources between services.” (p. 54) (Klein, Day et al.
1996)

Contrary to the path taken in several of the countries reviewed, there is a policy of
pragmatism rather than of establishing clear principles and underlying values at the national
levei through sustained community consultation (Klein 1995; New and Le Grand 1996). While
encouraging health authorities to consult their local populations, the national government did
not embrace any consuitation process itself of the sort undertaken by New Zealand, The
Netherlands, Oregon or the Nordic Countries. There have been no systematic attempts at the
national tevel in the UK to develop a set of clearly laid-out and weighted principles to guide
practice, or even to distill a set of principles from cument practice. If the task of drawing up a
set of principles along the lines of the Swedish, Dutch or New Zealand examples was
regarded as too daunting, then the implications of current practice should at least be
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assessed: to examine, for example, the assumptions and values about the allocation of
resources implicit in clinical guidelines.

Many UK commentators would go further. Ham's research into priority setting over a number
of years has led him to subpon the establishment of an independent committee appointed at
the national level to advise politicians - a National Council on Health Care Priorities (Ham
1968). This is an idea first recommended by the Royal College of Physicians (Royal Coliege
of Physicians 1995) and supported by other researchers (Kiein, Day et al. 1996; Lenaghan
1696). The aim of such a council would be:

“[T}o find ways and methods for improving priorily setting in the NHS, bearing in mind the
need 1o involve, educate and inform the public, the professions and the government. It would
have the practical function of examining the evidence relating to resource allocation in health
care.....and it would review the basis and methods jor determiining allocations and their
implications. Iis role in society would be to identify all the relevant issues, analyse them
publicly and comprehensively, and satisfy all the interested parties that their views are being
considered. ((Royal College of Phvsicians 1995) reported in (Klein, Day et al. 1996)(p. 134))

The advantages of such an approach, like the New Zealand model are threefold. First, it
conceives of priority setting as a continuous process rather than as a search for once and for
ail solutions. Second, it acknowledges the pluralism of both values and interests that are
involved. Third, it provides a realistic way in which information on efficiency and effectiveness
can be integrated into the decision-making process. Such a National Councit could take the
iead in developing explicit criteria, in teasing out what constitutes “due process” and in
promoting consistency in decision-making on pricrities. By adopting rigorous and consistent
procedures, health authorities are more likely to eamn support and legitimacy for controversial
decisions (Ham and Pickard 1998).

The working group appointed by the former Conservative government recommended that the
values for the NHS should be clearly articulated, widely debated, understood and
promulgated (Academy of Medical Royal Colleges 1997). Little has been done to this day in
furtherance of this recommendation. The National Council recommendation would provide a
vehicle for this debate to take place, together with infrastructure to sustain it.

6.3 Australian Experience
6.3.1 Background

There have been no systematic national efforts in Australia to set health care priorities
analogous to the initiatives in Oregon, New Zealand, The Netherlands, or the Nordic
countries. While there is increasing interest in strategies for setting priorities (Commonwealth
Department of Health and Family Services 1997), the advantages and disadvantages of
different approaches has received relatively little attention, and widespread acceptance of the
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need for explicit priority setting is still lacking. Like the UK, there is no national framework in
which explicit critesia are clearly laid out or underlying values established through a process of
community consultation. Rather, national eiforts at priority setting were focused initially on
establishing goals and targets, and more recently on agreeing priority problems and
associated strategies to deal with them.

The development of national goals and targets were the focus of national attention in the eary
1990's (Austraiian Health Ministers Forum 1994; Commonwealth Department of Human
Services and Heaith 1994). The logic underlying a goals and targets approach inciudes the
objective of re-allocating health system resources to achieve the agreed goals and targets.
The problem is that the approach does not address the fundamentai question of how this is to
be accomplished. It is unlikely that any State health department or regional health authority,
for example, would have the resources to address all the nominated areas, and yet published
goals and targets (Australian Health Ministers Advisory Council Subcommittee or: Women
and Health 1993; Nutbeam, Wise et al. 1993) contained no priosity order or information on the
cost and effectiveness of interventions that might achieve the specified targets. As a
consequence, it is difficult to avoid the conclusion that goals and targets have been

developed more to inspire, motivate and encourage cooperation, than to achieve cleay
directions for resource ailocation.

Similarly, Australia, along with a number of countries, has pursued the development of clinical
guidelines as the evidence-based medicine movement (EBM) has taken hoid. But whereas in
several of the countries reviewed in this chapter, their experience in developing nationat
approaches 1o priority setting contributed to this initiative, this motivation has been facking in
Australia.

In more recent years national activity in priority setting has focussed on the priority diseases
initiative. Thus cardiovascular disease, cancer, injury, asthma and diabetes have been
established as the national priority health problems and five committees exist under the
auspices of the Australian Health Ministers Advisory Council (AHMAC) to develop strategies
1o minimise their health burden. One of these committees, the Cancer Strategies Comimittee,
is associated with the case study presented in Chapter Twelve. While these committees all
submit their strategy plans to the National Health Priorities Committee, and from there
approval is sought from AHMAC and Ministers, there is little or no guidance available to them
on approprate criteria, principles, methods, or processes that shouid be employed. Thus it
falls to each committee, using methods and underlying values of their own choosing, to
develop their respective strategies quite independently. The role afforded the goal of
efficiency and economic evaluation in the development of these strategies is likely to vary
between the committees, possibly quite substantially. For some economic evidence would be
integrated in a rather ad hoc way. There would be in principle support for the objective of
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efficiency as one of several relevant objeciives, bul not supporied in any coherent way in
ferms of integrating economic evaluation into the priority setting processes adopted™. For
others, such as the Cancer Strategy Committee, there has been & serious commitment to trial
the use of an economic approach in assisting the specification of priority actions. The role and
presence of economic expertise would similarly vary from committee to comittee.

While priofity setting activity at the national level is focused on these nominated national
problems, similar disease or problem specific strategies are developed for other issues of
perceived national importance — such as HIV/AIDS; paliiative care; or risk factors related to
the nominated prionity diseases. Occasionally individual organisations have undertaken
priority setting initiatives on a specific disease within the nominated priority disease groups
(such as the NHMRC National Breast Cancer Centre (Redman, Carrick et al. 1997) or the
National Stroke Foundation (Mihalopoulos, Carter et al. 1999)). The aporoaches adopted by
the various auspicing committees would similarly vary from committee to committee, with
varying reliance on priority setting methods and data available from the relevant discipfines
{such as health economics; epidemiology, behavioural science; political science; or ethics).

Apart from the dominant focus on developing strategies to ameliorate individual priority
diseases, there have been sporadic attempts to discuss and apply priority sefting methods
across multiple diseases/problem areas - but again restricted to one component of the
disease pathway (eg. health promotion/public health) or one treatment modality (eq.
pharmaceuticals). These initiatives have come from various sources, including:

+ the Commonwealth and State/Terntory departments of haalth (Commonwealth
Department of Health and Family Services 1897; Peacock, Richardson et al.
1997b; Beaver, Williams et al. 1999; Commonwealth Department of Health and
Family Services 1999; National Public Health Partnership 1999; NSW Heaith
Department 1999);

« regional health promotion units (Brown and Redman 1995); and

o academia {Cromwell, Halsall et al. 1995; Richardson, Segal et al. 1996; Segal,
Robertson et al. 1997; Cromwell, Viney et al. 1998; George, Harris et al, 1999),

Itis not possible to review all these various endevours or to cover issues comprehensively or
in any depth in this brief overview of Australian experience. The intention, rather, is to sample
Australian empirical experience that involves attempts at explicit priority setting and to flag
any key issues that arise. Reliance has been placed on those studies that have been
published, either as reports/working papers or in the refereed literature.

* For these committees, the most that is likely to happen is a search of the available economic literature
for evidence that might support favored interventions.
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6.3.2 Heaith Promotion in the Hunter Region of NSW

An interesting endevour at explicit priority sefting in health care in Australia involved the
Hunter Region of New South Wales (Brown and Redman 1995). The approach was
developed in 1992 in response to the need to identify priority areas for health promotion for
wﬁmen and reflected a heavy behavioural science onientation. The approach enabled
epidemiological data on disease incidence and distribution, together with views from the
community, to be synthesised and integrated with those of experts from health and social
services (key informants), using a nominal group process {(Detbecq and Va der Ven 1971).
While focussed on goals and targets, the investigators believed the method appropriate to
inform resource allocation decisions, and their consensus-based approach has influenced
several other attempts at explicit priority setting in Australia (Redman, Camick et al. 1997;
NCC! 1998). For this reason the three-stage model involved is assessed in some detail in
Chapter Eight and only previewed here.

The nominal group approach utilis>d clearly has some advantages in terms of its potential to
achieve consensus; to synthesise important data sets; to involve community input; and to
achieve legitimacy for the results in the eyes of stakeholders. Aspects of its operation are, in
fact, quite similar to the way the economic approach of PBMA can be carried out (Peacock,
Richardson et al. 1997b; Carter, Stone et al. 2000). These include the reliance on & working
group of key informants 1o assess information and to make judgements about the merit of
various options before it; the use of a research team to assist the working group by
assembling key data sets; and a set of principles to guide the working group in its
deliberations.

There are, however, also some important differences that from an economic perspective
would compromise the role of the three-stage model as a guide for resource allocation
decisions. These relate principally to the type of information provided o guide decision-
making {eg. omission of cost data); the omission of key economic principles (i.e. marginal
analysis; opportunity cost); the lack of precision in how criteria were to be used in ranking
options; and the primary focus on size of the problem rather than on health gain. While the
principles for target selection included a generic reference to effectiveness and cost-
effectiveness, it is by no means clear how these judgements were informed or their intended
weight in the ranking process.

While this consensus-based mode! founded in principles of behavioural science is assessed
in Chapter Eight as having potential, it is an important illustration of where inter-disciplinary
cooperation would have yielded a superior method. Adaptation of this approach to incorporate
economic data and economic principles could have achieved a form of PBMA where the
behavioural scientists’ strength in achieving consensus and stakeholder satisfacticn, was
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blended with the technical strength of economic evaluation in guiding resource aliocation

decisions.

6.3.3 The NHMRC National Breast Cancer Centre

The National Health and Medical Research Council (NHMRC) National Bieast Cancer Centre
(NBCC) was established to improve health outcomes for women by keeping staketolders in
touch with recent research findings, devetoping best practice guidelines and resources, and
developing a national monitoring system (Redman, Carrick et al. 1997). Given its broad
mandate, the Centre used a national consultative approach based on the nominal group
technigue o idertify its priorities for action. Thiteen consuftative workshops were held with
over 300 participants, including special workshops for women from Aboriginal and Torres
Strait Islander and non English speaking backgrounds and those living in rural and remote
areas of Australia.

The NBCC was conscious of the need for an explicit structured approach in defining its
priorities, as evidenced by the following quote from an article published on #ts initiatrve:

“Historically, priority setting has frequently been undertaken through an informal process
dependent on lobby groups or the views of influential clinicians, researchers or health
administrators. This approach is very open to bias from idiosyncratic views of influential
individuals and tends o select priorities reflecting those problems that present in specialist
clinical practice rather than those which are most common in the community.” (p. 250)
{Redman, Carrick et al. 1997)

The nominal group technique was selected and implemented along very similar lines to that
used in the Hunter Region (refer 6.3.2 and details in Chapter Eight). The technique achieved
a reasonably high level of agreement on priorities across the workshops and was weli
regarded by most participants. While methods for demonstrating the reliability and validity of
explicit approaches to priority setting are not well established, the process appeared to be
reliable (in that there was considerable agreement across the various workshops) and to have
concurrent validity (in that similar key issues in relation {o breast cancer were identified by
other prionty setting exercises, including a House of Representative Inquiry (House of
Representatives Standing Committee on Community Affairs 1995)).

Behavioural scientists have been active in Australia in exploring explicit approaches to priority
setting and it is important for economists not to ignore achievements that employ the
techniques of other disciplines. The experience of the Hunter Centre for Health Advancement
and the NBCC both illustrate that when opinion-based approaches are required to integrate
data (or in the absence of quantitative data), the nominal group technique has mernt. When
the priority setting exercise is undertaken with the specific intent to advise resource allocation
decisions, however, it is equally important for ihose other disciplines to recognise the
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important contribution of economics. To the exient that achieving efficiency in resource use is
an objective (and it usually is) there are often deficiencies in the behavioural science
approach. As outlined above, The:se relate principally to the type of information provided to
guide decis;ion-making; the omission of key economic principles necessary to achieve
efficiency (i.e. marginal analysis; opportunity cost); the lack of precision in how criteria are to

be used in ranking options; and the primary focus on size of the problem/level of concern
rather than on gain in a clearly defined “benefit”.

6.3.4 The National Cancer Control Initiative

These same issues arose in relation to the National Cancer Control Initiative (NCCI), which
was the precursos {o the case study presented in Chapter Twelve. While the NCCl is
reviewed in more detail in Chapter Twelve, it is also important {o acknowledge it in this
section on Australian empirical experience. National attempis at explicit priority setting
involving broad-based consuitation are not commonplace in Australia, and in this regard the
NCC! provides an important precedent.

The NCCI was launched in 1997 anr) was based on the conviction that it should be possible
to get a better retumn for expenditure on cancer control measures than was currently being
achieved. The NCCi underiook an extensive consultation process involving organisations in
Australia with an interest in cancer control and developed a set of consensus-based priorities
for cancer control that would have an effect within five years. The findings were published in
the “Cancer Control Towards 2002" report (NCCi 1998). Subsequent discussion of the
srrengths and weaknesses of the NCCI report included the issue of whether an economic
approach could be utilised as part of the ongoing decision-making process for developing
cancer control priorities. In particular, the discussion focussed on whether the concept of
benefit was clearly understood by all the participants and whether it could be related to
resoufce use in a clearer and more ovent way. While the NCCI articulated various critenia by
which the optio:is for change should be judged (such as size of the problem; equity;
acceplability; cost-effectiveness; etc) it is questionable whether participants were suitably
briefed on these criteria or had a common understanding of what the criteria meant.

In mid-1999, the Cancer Strategies Committee resolved to trial the use of an economic

approach to priofity setting. The trial was led by the current author and forms the major case
study for this thesis.

6.3.5 The lilawarregon Project

The aim of the illawarregon Project was to develop an economic maodel that could assist
explicit priority setting in the [llawarra Area Health Service (IAHS) of New South Wales. It is
important to clarify that the IAHS is not the only funder/provider of heaith services for the
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[tawarra population and that the project was targeted only at those services provided by the
area health service, Further, to date, only services in the acute care sector (i.e. hospitai
inpatients) have been included (Cromwell, Haisall et al. 1995; Cromwell, Viney et al. 1998).

A computer-based linear programming approach was used, with QALYs as the maximand,
subject to various constraints, such as budget, the availability of beds and shortages of skilled
staff. The model was designed to find the mix of services that would maximise health gain
from the available resources. The model incorporates data for each service on its average
benefit per patient and average resource use per patient. All data is collected on a one-year
time frame. The development of the model involved two principal tasks: the classification of
services into iso-benefit and iso-resource classes; and the coliection of the data required for
each class. The classification of services was based on the iso-benefit classification
developed by Oregon (hence the name lllawarregon) and the national casemix cost weighis
(AN-DRGs (KPMG Peat Marwick 1923)), with some adjustment to reflect IAHS public/private
patient mix. Averege benefits were determined by mapping 709 Oregon conditionreatment
pairs onto the AN-DRG classes, to which Oregon QALY estimates® were applied. A total of
470 classes were identified for which cost-utility ratios could be developed, representing 56%
of acute inpatient activity.

The main output of the model is a list of acute care services (both mix and guantity) that wilt
maximise QALY given the specified constraints. The method used to calculate the mix of
services is similar to a QALY League Table in that the ratio of the cost to benefit is important
in determining which services are provided. The services are not ranked in a list, however, as
they would be in QALY League Table, because of the inclusion of more than one constraint.

Alternative scenarios can be explored for their impact on the level of aclivity and gain or loss
in QALYs ~ such as budget changes; priority to waiting list reduction; change in demand; and
change in effectiveness of treatment. The model also provides information on how much an
attibute of a service (such as cost or benefit) needs to change before it would be included or
excluded. This is an important feature because it supports the analysis of diiferent resource
allocation scenarios. (Cromwell, Halsall et al. 1995).

The lllawarregon project shares two important elements with the Oregon approach (Stage
One) on which it was based. First, both attempt to define a set of services that should be

provided by restricting the scepe of services offered. Second, both draw on cost-effectiveness 1
information (albeit relatively crude C/E data) to achieve this. The lllawarregon methodology

%‘The first approach used by Oregon was utilised, involving the calculation of a net benefit, together
with a duration of benefit (refer 6.2.1). The Oregon duration of benefit was modified to better fit local life
expectancy.
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has also developed the Cregon (Stage One) approach by including constraints and allowing
the population coverage of a service to vary™.

While an interesting model with potential for development, the authors acknowledge that the
main coniribution of their work is as a planning tool to investigate the likely impacts of various
scenarios, rather than as a priority setting approach to suppont actual resource allocation
decisions (Cromwell, Halsall et al. 1995). Because the Irrawarregon is not functioning as an
approach to priority setting, it is not assessed in Chapter Nine against the checklist developed
in Part C. The key limitations of the model fall into four main categories:

» first, like Oregon (Stage One), the use of averages on treatment benefit and cost,
rather than marginal data, is a serious limitation as it compromises the pursuit of
both allocative and technical efficiency®™:;

e second, the limited scope of the model (restricted to acute inpatient care and to
services funded by the IAHS) limits its ability to assist with horizontal priority
setting across different service sectors (such as community health services;
outpatient services, or sub-acute services).;

+ third, despite its limited scope, the lllawarregon project faces serious data
availability issues (ideally, for example, Australian QALY data should be used®:
and the benefit and cost data shouid relate to the outcomes of treating a
particutar conc*#nn, rather than providing a given procedure or inpatient episode).
Like Oregon, the data availability issues nsmpromise the integrity of the cost
effectiveness results and reinforce Eddy’s concern (Eddy 1992) as to whether
economic evaluation should be focussed on change at the margin rather than
entire domains of health care; and

o fourth, the traditional focus on health gain fails to address the value that society
piaces on “the rule of rescue”, distributional equity and procedural justice.

* in Oregon a service was either provided to all the target population or not provided at all.

The extent of this limiiation could be explored through sensitivity analysis by i} determining what
changes in costs and benefits are necessary to affect the funding status; ii) determining what the key
marginal classes are and whether there is @vidence that there may be significant variation in costs and
venefits; and iii) using the marginal analysis to model the key variations.

There are several weaknesses with the QALY estimates used in Oregon Stage One, inciuding:

* The use of Kaplan's Quality of Well-Being Scale has been criticised because it fails to
compress non-severe conditions. into the upper-most range, which in turn leads to counter-
intuitive results when frequently occurring minor ailments rank above life-threatening conditions
(Nord 1993);

* The estimates of heaith outcormes were made by Oregon clinicians refiecting clinical practice
and expectations in Oregon, not Australia,

* The valuations of health states reflects the judgements of the Oregon community, not the
Australian or lliawarra community
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§.3.6 The Use of Program Budgeting and Marginal Analysis (PBMA)

Over the last five years PBMA has been applied in various contexts in Australia, mostly at the
regional or local area level or within individual organisations. The starting point for most
PBMA studies has been to examine how resources are currently spent before focusing on
incremental gains and costs of changes in that spend, through comparison across or within
programs. While some of this activity has been published”, some of it is only available in
unpublished form. The application of PBMA within various area health services in NSW*,
together with projects in the Northemn Territory, Victoria, Westemn Australia and South
Australia, has largely reflected cooperative initiatives between State/Teritory depariments of
health or individual organisations and academics supporting its trial and development
(particularly from CHERE® and HEU'®). It is not intended in this chapter to review the PBMA
method, as a comprehensive review is provided in Chapter Nine. A few comments are
appropriate, however, in order to place these Australian studies in context and to focus on the
lessons they provide.

First, it needs to be acknowledged that most of the Austratian PBMA studies have been
undertaken as trials to test the suitability of the technique, rather than with any expectation
that resources would be re-allocated based on their results. Both academics and
management have been loathe to recommend or adopt new approaches to strategic planning
and priority setting without trialing their strengths and limitations. While some early
conclusions can be drawn on the basis of experience to date, it is too early to judge any iong-
term impact of PBMA in Australia.

Second, the Monash Health Economics Unit (HEU) behind a number of the Australian studies
has been conscious of various criticisms of the PBMA approach (refer Chapter Nine) and has
trialed various developments in methodology to improve the nigour of the PBMA approach.
HEU has sought, for example, to improve the evidence base (Carter, Stone et al. 2000) and
to improve methods by which multiple objectives are specified and brought together into a
single benefit score (Peacock, Richardson et al. 1997b; Edwards, Peacock et al. 1998). As
with any evaluation approach, there is no simple “cookbook recipe” of how PBMA should be
applied in any given setting, and expertise in the selection of appropriate methods takes time
and practical experience.

¥ For example: (Viney, Haas et al. 1995; Haas, Mooney et al. 1997; Peacock and Edwards 19872;
Peacock, Richardson et al. 1997b; Peacock and Edwards 1997¢; Edwards, Peacock et al. 1998;
Wiseman, Moaney et al. 1998) (Newberry 1996; NSW Health Department 1897; Liverpool Heaith
Authorrly 1997!1 998; Carter, Mihalopoulos et al. 2000; Carter, Stone et al. 2000)

lncludmg the Liverpool Health Authority, Central Coast Area Health Service; Greater Murray Health
Service, Hunter/EnglandAWVestern Sydney Area Health Services; Macquarie Area Health Service; and
Mid-Western Area Health Service

Centre for Health Economics, Research and Evaluation {CHERE), Sydney University, Sydney..

® Health Economics Unit (HEU), Monash University, Melbourne.
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Third, despite some progress in recent times, expliicit priority setting is not commonplace in
Australia and management, whether in government or elsewhere, will need time to trust
explicit approaches, particularly if they are time and resource intensive. To expect managers,
working in an often reactive and stressful environment, to immediately adjust their practices to
incorporate an external framework, no matter how impeccable its logic, is unreaiistic. This is
particularly so when that framework has implications for current financial reporting practice
(eg. program structure and associated cost centres), for current data collections (eg. the
collection of activity and outcome data); for research activity (eg. establishing the evidence
base}); and the visibility of their decisions. A recent review of 78 PBMA studies undertaken in
59 heatth regions woridwide, for exampie, concluded that while the impact of the PBMA
approach has been generally positive:

“[AJddressing organizational and managerial issues would seem 1o be central to successful
implementation in a given health region” (p. 1) (Mitton and Donaldson 2000).

Given this background, it should come as no surprise that the PBMA technique is regarded in
Australia as having important potential, but that there is as yet no large-scale commitment for
its application {either by academics or government departments). While there are certainly
advocates of PBMA (including the present author), much remains to be done before PBMA
could be recommended as an established and effective priority setting technique. There are,
for example, no critical appraisal guidelines publishad anywhere that prescribe what
constitutes an acceptable or rigorous PBMA study (let alone widely accepted guidelines, such
as those published on conventional economic evaluation techniques (Drummond, O'Brien et
al. 1997)). There is no published assessment of the impact of PBMA studies on decision-
making in Australia or of the various factors that influence that impact. Nonetheless, PBMA is
an important part of the economic toolkit and its development deserves ongoing attention.

The key issues that emerge from the Australian experience are:

o avariety of approaches have been used under the general PBMA framework,
particularly in regard to the source and quality of data on efficacy/effectiveness,
and the way in which benefit is defined and measured;

» most PBMA studies in Australia have focussed on ventical priority setting (i.e.
within programs), rather than addressing the more challenging horizontal priority
setting across different programs;

o where PBMA activity has commenced and fallen away in Australia, it has
reflected the movement of key personnel, expertise or a PBMA “champion™; and

* as with overseas experience, options for change that involve decreased
expenditure have been harder to generate, assess and implement than
increments.
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6.3.7 The Pharmaceutical Benefits Advisory Committee (PBAC)

The health economic framework adopted by the Australian Government for the listing of drugs
on the Medicare Pharmaceutical Benefit Scheme (PBS) is an important example of the
systematic use of economic analyses 1o inform resource allocation decisions, ofien cited in
the international literature. Drugs listed on the PBS receive a substantial govemment subsidy,
reducing the cost to tie consumer to either a maximum of $20 or $2:50 per script, depending
on patient status. A request for listing of a new drug must be supported by an economic
analysis, submitted in accoidance with published guidelines (Commonwealth Department of
Health and Family Services 1995). Drugs may be refused or approved, and approval may be
at the proposed price or subject 1o a price reduction and/or restricted access. Drugs that were
on the schedule in 1993 do not require a cost-effectiveness analysis in support of continued
listing.

The Guidelines require an incremental cost-effectiveness analysis (or cost-utility analysis) of
the drug required for listing, against a suitable comparator, preferably another drug of the
same class already listed on the PBS. The Guidelines are quite detailed, defining how costs
and outcomes are to be identified, measured and valued. They ensure a suitable level of rigor
and comparability between the economic analyses provided. The decision rule for the listing
of a new drug is not defined, however, with the economic analysis forming only one input
(albeit a major one) in the final decision. Listing a drug is a two-step process. In the first stage
the Pharmaceutical Benefits Advisory Committee {PBAC) decides whether to recommend that
a drug be fisted. In doing so the Committee considers the need for the drug, its effectiveness
and safety, together with its cost effectiveness. In the second stage the final decision about
listing on the PBS is made by the Commonwealth Minister of Health, informed by the PBAC
and the Pharmaceutical Benefits Pricing Authority'®' (PBPA) (Salkeld, Mitchell et al. 1999).
The Minister also considers whether to restrict the drug's subsidised use to specified types of
patients and whether to accept the drug's proposed price for subsidy.

While the general criteria that the PBAC and the PBPA are required to consider in making
their recommendations to the Minister are available (Salkeld, Mitchell et al. 1999), the detail of
how they influence any particular decision is not published'®?. There thus remains a major
implicit efement in the PBS priority sefting process, on issues such as what weight is given to
the different criteria and what dollars per QALY constitute acceptable value. In relation to the
economic decision rule implied by decisions, such analysis as is available suggests that till
end 1996 no drugs had been listed at a cost per life year gained (or cost per QALY) above

" The Pharmaceutical Benefits Pricing Authority (PBPA) is an independent, non-statutory body whose
Objective is to secure a reliable supply of pharmaceutical benefits at the most reasonable cost to
f\ustralian taxpayers and consumers.

Brief resumes of positive decisions {i.e. recommendations to support listing) are available on the
Department's web site, generally within a week or two of the PBAC meetings. Negative decisions are
not published in any form.
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$69,000, with a listing almost guaranteed at a cost per life year {or per QALY) of $36,500 or
jess (George, Harris et al. 1999). Matters of distributive equity cannot readily be incorporated
into individual submissions for listing or into the PBAC/PBPA recommendations, but may
enter into considerations of need for the drug and decisions taken by the Minister. Because of
the narrow mandate of the PBS process, the selection of interventions for analysis are
restricted to crug treatments, which weakens the PBS process as a means of addressing
aliocative efficiency.

While an important example of the use of economic evaluation in informing government
decision-making, the PBS has important limitations as an explicit approach to priority setting.
It is interesting in that despite the mandating of economic evidence, the decision-making
process is still largely implicit. The PBS listing process provides another example of the trend
observed internationally, that where economic evaluation has been found to be useful, it is
within a restricted role addressing vertical prionty sefting and marginat change, rather than
hroad-based health care services.

6.3.8 Northern Territory Healith Service (NTHS) Model of Health Benefit Groups/ Heaith
Resource Groups

As with PBMA, the Health Benefit Group (HBG) / Health Resource Group (HRG) approach
was one of a range of tools established by UK economists to help inform resource allocation
decisions in the new internal market (Sanderson 1996; Sanderson and Mountney 1998;
Mountney 1998; Northern Territory Health Services 1999). The HBGs are designed to
categorise the population on the basis of their need for healthcare. HBG categories, for
example, would normally cover the following: “population not at risk”; “population at risk”;
“population with symptoms”; “population with confimned disease”; and “population with
ongoing consenuences” (Beaver, Williams et al. 1999; Deeble 1999; Northern Territory Health
Services 1999).

The HRGs (similar to casemix) are treatment/ intervention groups that are clinically similar
and use similar amounts of resources. The general approach is to select a disease and to
map HRGs onto the HBGs as a matrix 50 that health care needs and their resource
tonsequences can be planned. The rows describe the types of service available and the cell
entries are the cost of resources used at each level of care (see Figure 6.1). Thus for the
“population not at risk” health promotion interventions are available; for the “population at risk”
ilness prevention/screening interventions are available; for the “population with symptoms”
investigation and diagnosis procedures are available; for the “population with confirmed
disease” clinical management procedures and services are available; and for the “population
with ongoing consequences" continuing care services are available.
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Figure 6.2: Health Benefit Groups/ Health Resource Groups Approach

Services Not At Risk At Risk | Symptomatic | Acute Hiness Chronic
| 1 | Winess/
disability

Promotion
Prevention

investigation &
Diagnosis

Acute
treatment

Continuing
care

Palliation

Source; Based on (§eaver. Williams et al. 1999; Deeble 1959)

The UK NHS has conducted pilot studies in which multi-disciptinary teams have worked
through major conditions such as cancer, CHD and stroke (Mountney 1999). The Northern
Territory Health Service has developed a computer-based HBG/HRG model with an
illustrative application in diabetes (Beaver, Williams et al. 1999; Northern Territory Health
Services 1999). Based on a descriptive mapping of current health status and management
patterns, the future call on health care resources can be investigated. The aim is to
investigaie where health care resources could be invested in the disease pathway from
prevention through to palliation for greatest return in terms of heaith gain and cost per DALY
(or other nominated objectives). The HBG/HRG model is assessed further in Chapter Nine
against the checklist.

6.3.9 Disease Based Models of Priority Setting

Disease based models are quite similar to the HBG/HRG approach in that they focus on
patient needs structured via the disease pathway, but the analysis in centred on specific
health care interventions, rather than broad health resource groups.

A Health Sector Wide Disease Based Model has been developed by Segal & Richardson
(Segal and Richardson 1994, Segal 2000), which embraces a traditional economic approach
to priority setting and has considerable potential within the limits of a purely technical
approach. It has been applied in detail to Non-insulin Dependent Diabetes Meliitus (Segal
2000) and at a broader level 10 colorectal cancer and hyperiension (Segal, Robertson et al.
1997). Framing the research question to encompass the entire health and community
services sector and ensuring comprehensiveness in the selection of interventions were
considered important in the development of this model._Empiﬁcal experience in a variety of
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countries has shown this to be a very daunting task, however, in which economic evaluation
has not fared well. This model, nonetheless, has some innovative aspects that endeavorto
make its potentially huge data needs more tractable. it provides a framework to structure the
task, for example, by dealing with diseases sequentially, together with a two-stage evaluation
process that involves; first, a crude ranking of interventions with best available cost
effectiveness data; followed by detailed economic evaluation of only the most marginal
interventions. Not surprisingly, the authors found that limitations in the available cost
effectiveness literature compromised their approach to some extent, together with the
sensitivity of their marginal analysis. The data requirements of such ambitious technical
approaches will remain a fundamental problérn for some time to come. This model is
reviewed further against the checklist in Chapter Nine.

A quite different disease mode! dedicated to stroke has been developed by Mihalopoulos and
Carter (Mihalopouios, Carter et al. 1999) for the National Stroke Foundation of Australia.
Drawing on & three-year cohort study of stroke patients, this model builds on a detailed
description of the care pathways and resource utilisation patterns, to embrace prediction and
economic evaluation roles. The model combines epidemiological data, demographic data and
economic data in a series of 18 nested spreadsheets. The model can be used as a stand-
alone costing model (and in this sense is a bottom-up cost of iliness study) or as an adjunct to
economic evaluation of options for change to current care pattems. The evaluation phase
requires the input of additional data on the cost and efficacy of the interventions under
analysis. Within the context of a specific disease such as stroke, this approach has potential
as an important aid to planning and priority setting. it is best utilised within a multi-disciplinary

research context that provide its data inputs, such as a component of RCT or observationai
sludies.

6.4 Lessons from Notorious Individual Cases

6.4.1 Background

Well-publicised cases of individuals being denied treatment, particularly children, have been
instrumental in bringing priority setting into the public domain and on to the policy agenda.
The approach taken in Oregon, for example, followed the death of a young boy with leukemia
- Coby Howard — who was denied a bone marrow transplant under Medicaid (Fox, Leichter et
al. 1990, Klevit, Bates et al. 1991). A similar case in the UK involving a young girl - Jaymee
Bowen -~ prompted a lively debate about the decision to deny treatment and the way in which
it was taken (Ham and Pickard 1998). In New Zealand media pressure forced the reversal of
a decision to deny access to renal dialysis for a 76 year-old man with heart disease, originalty

refused on the basis of guidelines drawn up under the aegis of the Core Services Committee
(Cumming 1997).
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While it is always hazardous to generalise fron; icdividual experiences, equally it would be an
oversight not to seek to leamn and draw out the lessons from this empirical evidence. In their
different ways such cases highlight the challenges for decision-makers in setting priorities,
particularly where difficult choices are invoived. The case of Jaymee Bowen is seiected as an
important example of this evidence. _

6.4.2 Jaymee Bowen (Child B)

Jaymee's Story

Jaymee Bowen was an articulate and lively little girl who was diagnosed with non-Hodgkin's
lymphorna in 1990 at the age of six. She was treated, but unfortunately was diagnosed with a
second cancer — acute myeloid leukaemia - in 1993. Jaymee underwent chermotherapy and a
bone marrow transplant. Only nine months later, at the beginning of 19985, she relapsed, and
the paediatricians responsible for her care advised that she had between six and eight weeks
to live. Their view was that a child with Jaymee’s medical history was unlikely to benefit from
futher intensive treatment and recommended palliative care as the preferred cption.

Jaymee’s father, David Bowen, was not prepared to accept this advice and dedicated his time
to saving his daughter. He investigated alternative treatment methods and pursued the advice
of other specialists around the world. He found two specialists in California who were

prepared to recommend that Jaymee should receive a second bone marrow transplant. The
US specialists thought Jaymee’:. chances of going into remission following a second bone
marrow transplant were more favorable than the UK specialists. David presented the results
of his research to the treaung paediatricians, who maintained their opinion that palliative care
was the best option for Jaymee, They assessed that the potential harm of further invasive
care was not worth the small chance of benefit. To quote Ham:

“Their experience of treating similar cases had led them to be cautious in undertaking heroic
interventions in the final stages of life and they were therefore no! willing 1o acquiesce to
David'’s request that they should proceed with a transplant.” (p. 108) (Ham and Pickard
1998)

Al this point David arranged to see an aduit leukaemia specialist in the UK recommended to
him by his California specialists. This specialist also took a more positive view of Jaymee's
chances of going into remission with further chematherapy. Buoyed by this opinion, David
approached the Health Authority to ask if it would authorise the treatment. The Heaith
Authority declined on the grounds that the paediatricians treating Jaymee were in the best
position to assess treatment options. The Health Authority “was not prepared to use
resources on experimental procedures with a limited chance of success” (Ham and Pickard
1998) (p. 109). The Health Authority gave the same response when David presented the
opinion of a private specialist that further treatment should be undertaken. David then
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contacted his solicitors 1o see if an appeal for judicial review was a viable option to challenge
the Health Authority's decision. Leave for judicial review was duly granted, and with legal aid
in place, preparations were made for court proceedings.

The High Court took the view that the Health Authority should reconsider its decision, arguing
that “the right to life was so precious that the Heaith Authority shoul? think again even though
the chances of success were acknowledged to be fow” (p. 109) (Ham and Pickard 1998). The
Health Authority took this decision of the High Coust to the -ippeal Court and the judgement
was overtumed. The Appeal Court held that the Heath Authority had followed due process in
weighing the advice it has been given and that there was no basis for the decision to be
reviewed. The decision not to fund a second transplant was analysed exdensively in the press,
with the Heaith Authority usually presenter in a poor light (Entwistle 1996). By this stage the
intense media coverage of Jaymee’s story brought forward an anonymous donor and
treatment started in the private sector. In the event the private specialist who took over
Jaymee's case opted in favour of a new experimental treatment (donor lymphocyte infusion)
rather than the second transplant. The treatment enabled Jaymee to enjoy a few extra

months of life. She fell ilt again and eventually died in May 1996.

For some observers, the fact that Jaymee had fived for over a year after the return of her
leukaemia, most of it with a reasonable quality of life, vindicated David's struggle. The
*sonsumerist” chatlenge launched by David came to exemplify the increasing reluctance of
the community to accept that ‘doctor always knows best’ and the importance of reviewing
each case on its merits. The paediatricians who had looked after Jaymee originally, continued
to maintain that palliative care was the treatment of choice. This view was supported by the
Health Authority, which continued to pay for Jaymee’s continuing care after her intensive
treatment had come to an end.

The issues

Jaymee's story illustrates a series of ethical and proctical issues of ongoing relevance for the
NHS, and for priority setting generally. In particular, it demonstrates very poignantly the
tension between a concern to use resources for the benefit of the poputation as a whole and
the urge to respond to the needs of individuals faced with the prospect of death. As the body
responsible for taking a community perspective on health care needs, the Health Authority felt
that further intensive treatment was not only low priority, but also inappropriate as it was not
recommended by the doctors who knew her best. Aithough David Bowen did not use this
language, tie was unconsciously invoking the “rule of rescue” (Hadorn 1991) in seeking help
for Jaymee. This suggests that when life is threatened, there is a community obligation to
intervene, regardless of the cost and adverse impact on limited community resources.

The ethical dilemmas faced by health authorities have been reviewed by Draper and Tunna
(1996), who note that health authorities are expected to ensure justice in the use of iheir
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resources, as well as respect each person as an individual in his or her own right. in the case
of Jaymee Bowen they comment:

“In adjudicating a special claim on resources, by an identifiable individual, who is likely 1o
die quickly if resources are not forthcoming, commissioners may jeel compelled to assist, even
if they would not consider the small possibility to benefit worth the cost under other
circumstances, perhaps where death is not imminent. " (p. 44} (Draper and Tunna 1996)

In Jaymee's case the arguments involved were more complex because of the disagreement
petween the medical speciaiists. For the pediatricians, the potential hamm involved in the act
of rescue was likely to exceed the potential benefit. They were concerned that Jaymee, an
intetiigent and mature ten-year old by this time, was not ccasulted by her father on the
alternative courses of action open to her, David, for his part, wan‘ed to protect his daughter
from the fult knowledge of her condition, in order to keep her as happy as possible. in this
situation, the pediatricians felt it was incumbent on them to assess Jaymee's best interests,
drawing on their experience with similar cases.

It is also important to note that the Health Authority was successful in defending its decisions
because it had put in place prior to Jaymee's iliness, a clear process and set of values for
taking such difficult decisions. These values enabled the managers invoived tc discuss and
judge the appsopriateness of the options in relation to six criteria; equity; appropriateness;
effectiveness; efficiency; responsiveness; and accessibility. Like the pediatricians, the Heakh
Authority felt that the evidence available on appropriateness and effectiveness was of
particular significance in the decision not to fund a second transplant. The existence of these
values was seen by the Health Authority as crucial in assisting it to amive at a choice which
was rigorous and defensible, and which provides a te~plate to promote consistency in its
decisions. When the case went to Court, the Health Authority was aile to demonstrate that it
had considered the evidence carefully and that the decision was not simply the result of one
individuat's judgement.

Given that there will always be controversy over difficult decisions, it is advisable for those
charged with such decisions to be able to demonstrate that they have followed due process in
a fair and rigorous way. in this context, the research of several authors discussed in Chapter
Five is relevant. The work of Daniels and Sabin on the decisions of managed care
organisations in the US, for example, offers an interesting parallel (Daniels and Sabin 1997,
Daniels and Sabin 1998; Daniels 2000). Their arguments that decision-makers have to
ensure “accountability for reasonableness” have met with widespread support and have been
infiuantial in several countries. Like Daniels and Sabin, {1adom also argues that consistent
procedures need {o be adopted in health care, particularly given its inherent complexity
(Hadorn 1992). e argues ihat these procedures should be based on the consideration of
evidence concerning outcomes of care, and the formulation of judgements based on this
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evidence. He suggests that “in the selection of a standard of proof... the fundamental balance
petween individual claims of need (that is pursuit of individual good) and the greater public
good is achieved” (p. 83) (Hadom 1992). For Hadom, the standard of proof adopted should
reflect the decision context, including resource avaitability and the views of policy-makers,

Among the issues t emerge from the empirical evidence of individual cases like Jaymee
Bowen, the importance of ‘due process” stands out. Explicit approaches {o priority setting are
always likely to generate debate and disagreement, and therefore, as Chris Ham argues:

“What therefore matters is to structure this debate 1o enable different points of view fo be
articulated, to promote transparency and consistency in decision-making, and to build trust,
confidence and legitimacy in the process. In the longer term, these characteristics of due
process in decision making should enhance public understanding of choices in health care
and promote more informed discussion of the issues.” (p. 116) (Ham and Pickard 1998)

6.5 Summary of key points for inclusion in the pragmatic rationale (P) for
the checklist

The emergence of explicit priority setling is exemplified by the experiences of Oregon, The
Netherlands, New Zealand, and the Nordic countries. In each of these systems priority setting
is high on the heaith policy agenda, as the scope of publicly financed health services has
come under review. The international experience reviewed in this chapter suggests one
obvious conclusion: there is no ready-made solution waiting to be taken off the sheli. Some
aspects of the strategies adopted by other countries may nonetheless be suitable for
adaptation to the Australian context.

In Australia, like the UK, there have been no similar systematic efforts to establish a national
framework in which explicit criteria are clearly laid out, with ethical values established through
community consultation. There are, nonetheless, relevant empirical experiences in priority
setting from which lessons can be drawn, particulafly in regard to the primacy afforded
efficiency as an objective and the acceptance of economic evaluation as an aid to decision-
making. Empirical experience is an important litmus test for any model that seeks to inform
decision-making in the real world. The key points of guidance that can be gleaned from this
empincal experience are set out below.
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6.5.1 Priority setting needs to combine technical methodologies, such as economic
evaluation, with a concern for due process for decisions to have legitimacy across
multiple stakeholders

The debate between the technical'® and process oriented™ approaches to priority setting

| reviewed in Chapter Two is fuclied by the experiences of those countries that have trialed
explicit approaches 1o priority setting — particularly the experiences of those countries
reviewed in this chapter. It also refiects a growing public and media interest, agitated by
individual cases that have come to epitomise the challenge of making tragic choices in health
care. The empirical evidence available suggests that while the various technical approaches
kave undoubtedly made an important contribution, no country has adopted a purely technical
approach. No country has relied purely on economic analysis or needs-based approaches. All
countries have come to recognise that if their decisions were to have legitimacy for patients,
for providers, and for the general public, then a balance had to be struck between techniques
and decision rules drawn from disciplines like economics, and a concem for due process and
consultation, such as the “accountability for reasonableness” approach of Daniels (Daniels
2000) or the procedural rights approach of Hunter (Hunter 1997).

Disillusion with the technical approach is most pronounced in recent reposts from Denmark
and Noiway, which recommend an emphasis on transparent and accountable processes. Like
New Zealand and Oregon, the Nordic countries are increasingly conscious that priority setting
is an ongoing task (see 6.5.8) that requires infrastructure support and careful development of
appropriate processes of decision-making. in addition to increasing support for the
contractanan approach of Daniels'®, several countries are adopting a bottom-up approach
that develops priorities within disease and/or specialty specific groups (i.e. vertical priority
setting).

In Ausiralia the appeal of the consensus-based approaches of the behavioural scientists (see
6.3.2 to 6.3.5) has much to do with their concem for due process and for the effective
involvement of participants in the decision-making process. Similarly, while PBMA is stiill an
emerging technique, its potential to combine both technical and consensus-based
approaches is an important element of its appeal.

‘3 As outlined in Cha pter Two, technical approaches are characterised by a retiance on rational

decision rules and the development of technical frameworks in which they are applied. Economists
pursuing the goal of efficiency and epidemioiogists pursuing the goals of effectiveness and needs-based
ﬁﬂui‘(y have in targe part driven technical approaches.

Advocates of due process betieve that technical approaches are based on a simpiistic view of the
heaith care system and challenge the possibility of definitive answers. They emphasise accountability,
visibility, the contested nature of rationing and the role of judgement in making decisions. The key task
is seen as achieving a process that enables proper debate and discussion of objectives and values,
rather than refining technical data sets and applying decision rules.

Daniels argues that market accountzbility is not able to ensure fairness or the legitimacy of priority
setting decisions in health care. He argues for *accountability for reasonableness,” by which he means
thet decision-makers have to explain the rationale for their decisions, demonstrating that these are
based on reasons and principles (including value-for-money) that are accepted as “relevant by people
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6.5.2 Economic evaluation has been regarded as useful and fundamentai to the priority
setting process, but within a restricted role

~ The role of economic evaluation in the countries reviewed has reflected the significance

afforded efficiency as an objective of the health care system, together with difficulties
encountered in the practicai application of economic evaluation techniques.

All countries reviewed, including Sweden, embraced efficiency as an impartant objective, but
ciearly not the only objective, and often not the most imponant objective. Primacy has been
given, for example, to human dignity (Sweden) and more often to iliness severity (Oregon, the
Nordic countries, The Netherlands) over efficiency. Some countries have rejected a focus on
any one objective, preferring to recognise the reality of muitiple objectives, with their relative
importance changing according to decision context (New Zealand, The Netherands,
Cenmark). For most countries, the importance placed on different objectives reflected the
underlying ethical values (see 6.5.6).

Turning 10 the practical application of evaluation techniques, all countries were conscious of
the restrictions flowing from the paucity of efficacy evidence and the availability of associated
data sets required for meaningfu! economic analysis. The inherent heterogeneity of patients
and traatment responses, together with the importance of marginal analysis, creates a major
data hurdie for econcimic approaches, particularly if applied on the scale attempted in Oregon.
Mos: countries recognised that the broader the priority sefting task attempted, the more likely
economic evatiiadnn would encounter severe data availability problerns. This was most
apparent in the differeni approaches adopted by Oraegon and New Zealand. The use of cost
utility analysis (CUA) in the first Oregon plan raised the question of whether conventional
CUA methods are up to the task of evaluating an entire domain of health care. Experienced
evaiuators like David Eddy have concluded that economic evaluation should be focussed on
change at the margin, rather than attempting comprehensive zssessments across hundreds
ot conditionfireatment pairs. Those countries that have employed economic evaluation in a
more restricted role have been more comicriabie with the resulis. Several countries (New
Zealand, Nordic countries) preferred to focus economic evatuation on vertical priarity setting
(i.e. on interventions for dealing with the same disease or problem) and/or within the contex:
of guidelines or dealing with ncw technelogies. in addition to the data issue, this reflected
reservations about the adequacy of QALYs in an aliocative efficiency context, together with
pragmatic judgements on how best to proceed wilh the priority setting tasks at hand.

The Austialian experience is siriiiiar. The use of economic evaluation within a restricted role,
such as assisting administration of the Pharmaceitical Benefits Scheme or as an input t¢

who are disposed to finding terms of cooperation that are mutuaily justifiable’ (refer Ethics rationale for
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PBMA studies, has been well regarded. Tho