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Health opportunity costs



Health system costs 
as health benefits 
foregone

“Any student of Econ 101 knows that 

economists measure costs by 

opportunity costs, meaning 

everything that is given up to get 

something else.” Alan Krueger



The evaluation problem in 
health care

• What are the additional health benefits and additional costs of a proposed 

investment?

1. What are the health effects of other things we could choose to do or others are 

likely to do if the resources were made available for other uses?

OR

2. What are the health effects of those things we will need to give up or others are 

likely to give up if we commit these resources?

• Estimating the health effects of [marginal] health care expenditure provides 

an empirical estimate that is directly relevant to questions 1 and 2



Some myths

• Only relevant if considering a single - payer NHS style health care system with a fixed budget

• Really just a statement of basic economic problem with acknowledgement that financing of health care is 
challenging

• Requires an assumption that health care is about maximising health

• Simply think that health is an important outcome of interest

• Believe that QALY is a perfect measure of health

• Accept that a measure of health that combines length and quality of life (as judged by community preferences) is 
going to look like a QALY

• A welfarist style of economics where we look to individuals' and patients' preferences is broader

• A truly welfarist perspective is in principle much more narrow since preferences are the sole valid input



NICE and opportunity costs

“A technology can be considered to be cost effective if its health benefits are 

greater than the opportunity costs of programmes displaced to fund the new 

technology, in the context of a fixed NHS budget… 

… In other words, the general consequences for the wider group of patients in the 

NHS are considered alongside the effects for those patients who may directly benefit 

from the technology.” 

NICE Methods Guidance 2013



NICE and its cost-effectiveness 
threshold

○ Explicitly from 2004 (until 2026), standard cost - effectiveness threshold: 

£20,000 to £30,000 per QALY

■ Based on decisions made during first few years (founded in 1999), no 

empirical basis

■ Severity modifiers introduced in 2022 that increase threshold for some 

technologies

■ In some circumstances £200,000 - 300,000 per QALY

○ From 2026, standard cost - effectiveness threshold:

£25,000 to £35,000 per QALY



Evidence of Health 
Opportunity Costs 
in the English NHS
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- What is the return on healthcare

expenditure?

- Should more money be allocated

to healthcare?

- What are the opportunity costs

of committing resources to a 

new healthcare intervention?

- What is the appropriate

‘cost-effectiveness threshold’?

Estimating the health effects of health care expenditure



Determinants of area-level spending on healthcare

Each area’s budget reflects the national budget per person with 

adjustments for:

a) the local age - cost index (this reflects the pure age/gender impact 

of the local population’s demographic profile on healthcare costs);

b) the additional needs index (this reflects local deprivation and 

other factors, such as the recent mortality rate);

c) prices in the local health economy (this is labelled the market 

forces factor (MFF));

d) the distance from target (DFT) index (this reflects how far each 

area’s actual budget allocation is from its target allocation).



Estimates of health opportunity cost

Martin S, Lomas J, Claxton K, Longo F. How Effective is Marginal Healthcare Expenditure? New Evidence 

from England for 2003/04 to 2012/13. Applied Health Economics and Health Policy. 2021 Jul 21.



Health effects of healthcare spending in 2016/17

• Account for all expenditure 

• Hospital spending (CCG), 

Primary Care and Specialised 

Commissioning

• Estimate the effects of each 

Martin, S., Claxton, K., Lomas, J. Longo F.  The 

impact of different types of NHS expenditure on 

health: Marginal cost per QALY estimates for 

England for 2016/17. Health Policy (2023)



Health effects of healthcare spending in 2016/17







NICE and its cost-effectiveness 
threshold (revisited 1)

○ Explicitly from 2004 (until 2026): £20,000 to £30,000 per QALY
■ Does not reject below £30,000 per QALY

■ Evidence that  the effective threshold is £42,000 per QALY (2010) Dakin et al 2015

■ It cost the NHS less to deliver one year of life in good health ~£10,000 per QALY

■ Current NICE thresholds mean we are already doing more harm than good

○ From 2026, standard cost - effectiveness threshold:

£25,000 to £35,000 per QALY





Trigg LA, Farmer C, Muthukumar M, Wilson ECF, Lovell A, Lee D. The Cost Effectiveness of Elective Surgical Procedures with Longer 

NHS Waiting Lists: A Targeted Review. Appl Health Econ Health Policy. 2025 Sep;23(5):779-796. doi: 10.1007/s40258-025-00975-8. 

Epub 2025 May 9. PMID: 40343622; PMCID: PMC12756191.











NICE and its cost-effectiveness 
threshold (revisited 2)

○ Explicitly from 2004 (until 2026): £20,000 to £30,000 per QALY
■ Does not reject below £30,000 per QALY

■ Evidence that  the effective threshold is £42,000 per QALY (2010) Dakin et al 2015

■ It cost the NHS less to deliver one year of life in good health ~£10,000 per QALY

■ Current NICE thresholds mean we are already doing more harm than good

○ From 2026, standard cost - effectiveness threshold:

£25,000 to £35,000 per QALY

■ NICE already approves 91%

■ Looks at 71 new drugs (indications) per year

■ 2-5 additionally approved at the new threshold £35,000

■ But the price of the 91% will rise as well

■ Any additional approvals will do long term harm
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