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Health economics in mental
health. 1: Principles
Neil Craig and Cameron Stark

This is the first of two papers which summarise key
concepts in health economics and explains the
differences in the various types of economic
evaluation published in the economics literature.
Examples from the economic analysis of mental
health care are used to illustrate the key points. This
paper explains the concepts of scarcity, rationing,
opportunity cost and efficiency from a health
economics perspective, and presents an ethical
argument for the use of health economics in making
decisions on resource use in mental health care.

There is currently a strong emphasis upon
health economics within the National Health
Service (NHS) (Mooney, 1991; Drummond &
Maynard, 1993) and use is being made of a
growing body of published work. Many health
authorities and health boards (commissioners in
the remainder of this series of papers) now
employ health economists or have links to
economists in academic units. Clinicians can
therefore expect to see more economic analyses
carried out locally and more use made of the
results of economic analysis by local com
missioners.

Much of the work of health economists has
been directed towards acute medical and surgi
cal services, but the policy emphasis currently
being placed on community care and general
mental health issues has encouraged research
ers and commissioners to examine the econom
ics of mental health services (Knapp, 1995).

Many clinicians will consider health economics
to be either abstruse or unethical. As the use of
health economics by health care commissioners
grows, service providers will have to understand
and respond to economic analyses. This series of
papers aims, first, to summarise key concepts in
health economics, paying particular attention to
their application to mental health care, and
second, to discuss types of economic analyses
and their strengths and weaknesses.

Key concepts in health economics
Scarcity
Economic theory assumes that where goods and
services are free to the consumer, demand is

limitless, while resources with which to meet
these demands are finite. Although this does not
necessarily hold for some conditions where there
is an identifiable and finite pool of need, scarcity
of resources is relevant to specialist mental
health services because of the pyramid of
psychological morbidity described by Goldberg
& Huxley (1980). Mental health services deal
with a very small proportion of all depressed
patients. The remainder are either not identified,
or they are treated in primary care (Goldberg &
Huxley, 1980). A shift of these individuals to
specialist mental health teams would swamp
services. Although demand may not be infinite, it
is likely that need and demand will continue to
exceed supply of specialist services. In this
sense, resources are scarce.

Rationing
The consequence of scarcity is that some degree
of rationing is inevitable. Rationing is a process
of priority setting, of making choices between
courses of action and different kinds of health
service. The need to choose is a direct result of
scarcity. The allocation of additional resources to
the NHS would make some of the choices that
commissioners and practitioners currently have
to make less stark, but it would not obviate the
need to choose.

Rationing is a concept which causes many
clinical workers pause. There is, however,
already rationing in mental health, with general
practitioners (GPs) acting as gatekeepers to
services and the services themselves limiting
their activity to certain types or categories of
patients. Those who are unsuitable or who do
not require continuing specialist care are
referred back to GPs or to other types of
service, limiting specialist mental health ser
vices to those whom practitioners feel will most
benefit.

Opportunity costs
The choices required in setting priorities involve
sacrifices in the form of the benefits that would
have been generated had some other service
been provided using the same resources. Ideally
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these sacrifices should be minimised by invest
ing resources in the services which maximise
health or, more broadly, well-being. The infor
mation required to move towards this ideal is the
relationship between the costs and outcomes of
different health services. It is this relationship
that economists call efficiency.

Sacrifice is involved irrespective of whether the
resources required to provide a particular service
have a financial cost. For example, the opportu
nity cost of time spent by carers on looking after
patients is the benefit that would have arisen had
that time been put to other uses, such as
employment or leisure. The opportunity cost of
voluntary sector services used to support pa
tients and carers in the community is the benefit
that would arise if voluntary services were put to
different uses because patients were kept in
hospital. The opportunity cost of land or build
ings currently used to provide mental health care
is the benefit that would have been generated by
alternative forms of care that could have been
provided in other specialities using the same
resources.

The key point is that although the use of such
resources does not involve a financial trans
action, they have an opportunity cost, that is, the
benefit the resources would generate in their best
alternative use. Financial (or accounting) costs
give a partial picture of the opportunity cost
which represents the true economic cost of the
resources used to provide a particular service.

Technical and allocative efficiency
Scarcity and rationing therefore require choices
to be made which, to maximise the welfare of the
population as a whole, should include consider
ation of efficiency. Decision-makers face different
kinds of choices which require more specific
definitions of efficiency. For example, decision-
makers may face a decision to treat patients with
depression either with drugs or with cognitive
therapy. This is a question of technical efficiency,
the most efficient way of achieving a given
objective, in this case the relief of depression. A
measure of technical efficiency would be the
respective cost per patient whose depression is
relieved for the two-treatment models.

Decision-makers also need to choose between
services with different objectives such as services
for psychosexual dysfunction or adolescent
psychiatry services. This is a question of alloca
tive efficiency, the relationship between costs
and overall benefits, where benefits may relate to
a range of objectives and where the objectives of
the services being compared may differ. Benefits
are broadly defined in terms, for example, ofimprovements in patients' health net of any side-
effects, relief of strain on carers, or gains to

society in terms of reduced time off work.
Allocative efficiency therefore relates to the
broader question of whether treatments are
worthwhile per se, in contrast to technical
efficiency which relates to the cost-effectiveness
of different methods for achieving a given
objective.

Ethics
Practitioners often express concern that econ
omic analyses focus on money to the detriment of
service quality or patient benefit. This concern
reflects the misconception that economic ana
lyses refer only to financial costs. Some of the
unease service providers feel is related to the
possibility that an existing service will be scaled
down or withdrawn as the result of a financial
analysis which takes no account of broader
economic costs in relation to benefits.

Such concerns should not discourage the use
of, or search for, health economic analyses to
inform decisions for two reasons. First, In
practice, such decisions inevitably take into
account local sensitivities, professional and
consumer views and the likely impact on other
services alongside financial and economic ana
lyses. Second, there is a compelling moral
argument for economic analysis of the efficiency
implications of different service choices. Choices
involve sacrifices or opportunity costs. The
existing pattern of health services involves
opportunity costs. The question for service
providers and commissioners is whether these
costs are greater or lesser than the sacrifices
involved in putting resources to different uses, or
from choosing to invest additional resources in a
particular way. This is a question of efficiency.
Continuing with services as they currently exist
is an example of implicit decision-making, where
resources are denied to others with no discus
sion of the possible opportunity costs. The
advantage of the explicit decision-making asso
ciated with economic analyses is that the
decision can be held up to scrutiny. Leaving a
service as it has developed through historical
circumstances simply because it already exists
denies this opportunity.

Conclusion
More use is being made of health economics in
the planning and delivery of health services. The
volume and quality of analyses of mental health
and community care services is increasing. For
service providers to enter into discussions with
health care commissioners in which economic
analyses are part of the information being
considered, it is important that they are familiar
with the language used, can comment on the
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appropriateness of the type of analysis under
taken, and are able to assess the strengths and
weaknesses of the particular study. These issues
are considered in the second paper in this series.
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