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Health economics is a field of economics concerned with how societies allocate and use
resources to improve population health and the functioning of health systems. It applies
economic theory and empirical methods to understand how individuals make health-related
and lifestyle choices, how populations demand and access healthcare, and how providers,
payers, and regulators respond to incentives within health systems. The discipline also studies
the social determinants of health, the measurement and drivers of health inequalities, and the
economic implications of global health challenges.

Health economics combines behavioural and welfare economics with advanced econometric
analysis to inform policy design and evaluate how systems promote efficiency, equity, and
sustainability. It also encompasses the organisation, financing, and governance of healthcare,
as well as the regulation of pharmaceuticals and life sciences markets.

A central area of applied health economics is economic evaluation, which assesses the costs
and consequences of health technologies and interventions to guide efficient and equitable
resource allocation.

Let’s start by breaking it down...

Economics: the study of how people allocate scarce
resources for production, distribution, and consumption,
both individually and collectively.

“The science which studies human behaviour as a
relationship between (given) ends and scarce means which
have alternative uses”

LIONEL CHARLES ROBBINS, ENGLISH ECONOMIST,
1898-1984

Health care: the organised provision of medical care to i
individuals or a community to maintain or restore f
physical, mental, or emotional well-being. =

Health economics examines the problem of e

efficiently and fairly rationing health care resources, = ?
under conditions of scarcity and uncertainty, so that e
they provide maximise benefit. Health economics —

provides explicit economic frameworks to promote
consistent evidence-based decision-making
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Health economics is deeply influenced by the broader healthcare ecosystem, including the
structure of health systems, regulatory frameworks, market dynamics, and socio-political
contexts. These factors shape how resources are allocated, how technologies are assessed, and
how policies are implemented. Crucially, health economics is not just a theoretical field,
instead it engages patients, clinicians, policymakers, payers, charities, and industry
representatives to ensure that economic evaluations reflect real-world priorities, values, and
lived experiences.

Furthermore, in the current healthcare landscape health economics is more essential than
ever. It provides the tools to evaluate the value of healthcare, not just in terms of cost, but also
in relation to health outcomes, quality of life, and societal impact. Below are some examples on
how economic principles can shape healthcare decisions and policies.

Health economics helps determine whether a new drug should be

Funding for a new funded by evaluating its cost-effectiveness and overall value to
drug patients and the healthcare system. This ensures that limited
budgets are spent on treatments that deliver meaningful health
benefits.
Economic principl ide th ign of insuran hem
Healthcare cono : C p ciples guide the design o su‘ a ce. schemes by
. . . analysing risk, cost, and coverage to ensure financial
insurance policies e . .
sustainability and equitable access.
Health economics evaluates how efficiently healthcare systems
Healthcare system use resources to deliver care, identifying areas for improvement
productivity through c_osj[—benefl.t analys1s and pgrformanee metrics. ThlS
helps optimise service delivery and improve outcomes without
increasing costs.
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