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Clinical economics or medical economics refers specifically to the economic aspects of clinical decision-making and practices in the
healthcare realm, especially at the individual patient level. It is essential for management of complex hospital systems by optimising
resource allocation, driving quality improvement, promoting patient-centred care, reducing disparities, informing health policy, and
managing clinical as well as financial risks. By integrating economic principles with clinical practice, hospitals can achieve better patient
outcomes while ensuring the efficient use of resources. The practice of clinical economics includes cost-effectiveness analyses of different
treatment options, resource utilisation in clinical settings, and other economic considerations in the context of individual patient care.
It could also assist in balancing the focus from the perspectives of patients, doctors and managers by reaching a consensus among them
with regard to different perceptions and values for clinical decisions. Training in clinical economics should therefore become a mandatory
component of education for all healthcare professionals, and should include continuing professional education (such as conferences and

journal clubs), recertification programmes and practice guideline development.
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The increasing cost of medical care has given rise to concern
among governments and health professionals worldwide, as well
as in populations affected by the cost increases. This situation is
compounded by innovations in health technologies (drugs, devices
and procedures), constantly increasing needs and demands of
populations, emergence of new pathologies, and demographic
changes.™ With limited capacity of the healthcare system to
handle the accumulation of these factors, healthcare decision-
makers have recognised both the need for prioritising competing
uses of healthcare and the key role that a transparent, structured
and evidence-based process can play in decision-making.”
Governments across the world are recognising the need for more
research into clinical strategies in the hope of exploring variations
in medical practice and reducing healthcare costs. Professional
societies, medical insurance companies and businesses are also
trying to find ways to minimise costs by controlling utilisation of
medical services. Underlying these cost-cutting solutions is the
belief that medical care can be made cost-effective, that more value
can be obtained for money spent, and that doctors need to play
an important role as drivers of medical care.

General economic principles offer a theoretical foundation for
dealing with resource allocation in an environment of continued
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scarcity of resources such as the healthcare field and in a free
market, resource allocation should be regulated by price, ability to
pay, and perfect information. Such regulation would assist market
forces in optimal allocation of resources to medical care. However,
there are significant market failures in healthcare that prevent a
freely functioning market.”> Owing to various factors, such as these
market failures and ethical aspects of healthcare and its provision,
general theories of economics may not be a viable option for
supporting decision-making in healthcare, and specialised fields
such as health economics and clinical or medical economics have
therefore developed.

The relationship between health

economics and clinical economics

Health economics is an area of economics that applies the principles
of economics to investigate problems associated with health and
healthcare P! It is typically a broad field that explores the allocation
of healthcare resources, including issues related to healthcare
financing, insurance, healthcare delivery and overall healthcare
policy, with the aim of maximising benefits by the most effective
use of available resources® based on a legitimate framework to
guide decisions around healthcare resource allocation.”” However,
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health economics has a number of limitations, such as complexities
of health systems and ethical considerations. It has been observed
worldwide that authorities allocating resources to healthcare may
have competing commitments, and their perspective could go
against that of clinicians.”” Ethical considerations on the part
of clinicians, for example, might require them to request more
resources than the system can provide. Economic models may
oversimplify these complexities, leading to a limited understanding
of the multifaceted nature of health. This situation is further
compounded by the complexities of clinical medicine and the
pathophysiology of disease, which require involvement of health
professions, leading to the development of clinical economics
or medical economics, an important subject for doctors in
management and leadership positions who are involved with
decision-making in terms of allocation of resources.

The evolution of clinical economics

Clinical economics or medical economics refers specifically to the
economic aspects of clinical decision-making and practices in the
healthcare realm, especially at the individual patient level.B! Use
of the term clinical (or medical) economics can be traced back to
a century ago, when the California and Western Medicine journal
published a series of articles between 1924 and 1926 discussing
financial and economic issues and titled ‘Medical economics and
public health’ (readers may be interested to view the first of these!).
In 1939, an article in the Canadian Medical Journal titled ‘Medical
economics’ raised the economic challenges of delivering medical
services in Alberta Province in Canadal'” Furthermore, Kenneth
Arrow's"™ seminal paper ‘Uncertainty and the welfare economics
of medical care’ (1963) probably laid the foundation for clinical
economics, focusing on development of an understanding of
the unique characteristics of clinical care in a healthcare market,
including information asymmetry and the role of insurance. In 1993,
Sommerst'? from South Africa, in an article on clinical economics
published before the first democratic election in 1994, proposed
that economic and financial analysis in the healthcare setting
should be used for decision-aiding rather than decision-making,
and that final decisions should continue to be made within a clinical
rather than an economic framework. He emphasised the social
responsibility of the medical profession to ensure maximum yields
from limited resources available for healthcare in both developed
and developing countries.

The practice of clinical economics

The practice of clinical economics includes cost-effectiveness
analyses of different treatment options, resource utilisation in
clinical settings, and other economic considerations in the context
of individual patient care. For example, in a hospital setting, clinical
economics could be useful for optimisation of resource allocation
and improvement of patient outcomes, and could enhance the
overall efficiency of healthcare delivery by applying economic
principles in clinical care. Knowledge of both clinical medicine and
economics would be required for effective decision-making.® Clinical
economics could also provide a systematic framework for allocation
of resources in a health facility in the context of a limited budget

56 November 2024

and increasing demand in that facility. It could play a valuable
role in informing health managers and professionals at such a
facility. Furthermore, it could assist frontline doctors in identifying
alternatives that are good value for money at the patient level 213!

The usefulness of clinical economics may lie in the
implementation of findings from clinical research. For example,
results obtained from randomised controlled trials (RCTs) should be
tested under real-world conditions using clinical economic tools for
demonstration of their effectiveness, as an RCT can never reflect a
real-world condition [

Clinical economics could also assist in balancing the focus from
the perspectives of patients, doctors and managers by reaching a
consensus among them with regard to different perceptions and
values. Porzsolt and Correial proposed that doctors and patients
need to figure out how much they have to give away (the costs)
and what they get back (the consequences or benefit), instead of
just looking at the costs. They proposed that clinical investment
is the ‘price’ a patient pays for accepting a management plan,
including consultation, diagnosis and treatment, and the ‘profit” is
the value the patient gets back from his or her investment. Doctors
do not usually consider this trade-off, disregarding the amount of
the investment and overestimating the returned value (effect size).
However, ‘price’and ‘profit’ could vary among patients. For example,
the value a footballer would put on successful surgical repair of his
or her leg could be much higher than the value a lawyer might
put on the same surgery, because the proper function of the leg is
professionally important to the footballer.

Clinical economics could also assist in clinical decisions using
decision analytical models,"">'® by maximising benefits and improving
healthcare outcomes while at the same time optimising costs. Under
the Hippocratic Oath, frontline doctors seek the best care for their
individual patient, regardless of the impact of their decisions on
the remaining patients seeking care and the costs borne by society
as a whole. They have to take difficult decisions on a daily basis
with complexities of time pressure and management of multiple
goals, while complying with the principles of the Hippocratic Oath.
However, this situation should not prevent medical practitioners
from practising evidence-based medicine to meet the best interests
and values of their patients!"” Lessard et all'” proposed that ‘the
real cost of any health decision is the health benefits achievable in
some other patient which have been forgone by committing the
resources in question to the first patient. For example, a simple
decision to prescribe a new drug or perform a laboratory test could
affect the allocation of other healthcare resources. Understanding
the economic component of decision-making may therefore help
doctors to comprehend the challenges associated with the use of a
new treatment promoted by a sales representative for a desperate
patient in need of fresh alternatives.'®

This paradoxical situation of using an economic framework in
making a clinical decision could aid in optimal use of resources in
specific areas of a health facility, as listed in Table 1. By incorporating
these activities, hospital management could navigate the economic
complexities of healthcare delivery in collaboration with frontline
doctors and medical managers, thereby promoting sustainability
and enhancing the overall patient experience. This approach could
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Table 1. Considerations within the realm of clinical economics for patients

Care co-ordination

Value-based care

Patient-centred care and shared
decision-making

Transition of care

Data-driven quality improvement
initiatives

Enhancement of care co-ordination among healthcare providers would ensure seamless transitions
between different stages of care by implementation of communication strategies and information-
sharing systems to facilitate co-ordinated care among various healthcare team members.

Alignment of clinical practices with value-based care principles, focusing on positive patient outcomes
and experiences based on implementation of clinical care models, could refine treatment strategies
(based on evaluation of the cost-effectiveness of various treatment options to ensure that patients receive
high-quality care without unnecessary financial burdens through consideration of the economic impact
of medications, medical procedures, and diagnostic tests when developing treatment plans) and optimise
resource allocation (including personnel, equipment and facilities to provide efficient and effective care
by implementing strategies for managing patient flow, bed utilisation and other resources by meeting
patients’ needs while minimising costs).

The patient’s preferences, culture, values and economic situation should be considered during the
development and implementation of treatment plans, with the patient engaged in shared decision-
making and provided with information on treatment options and their economic implications. Planning
of treatment should include both the affordability of the treatment from the hospital’s perspective
and its accessibility and affordability to the patient (based on consideration of the financial impact of
healthcare decisions on the patient through discussions of recommended treatments with the patient
and the family).

Transition from a curative to a preventive model (by implementation of strategies for managing chronic
diseases efficiently, emphasising preventive measures and reducing the need for costly interventions)
and considering care transitions (such as from hospital to home or between different healthcare settings,
thereby reducing the risk of complications and readmissions, and associated economic costs).

Use of economic principles to measure and analyse patient outcomes and quality metrics would be able
to drive continuous quality improvement efforts based on identification of factors affecting patient safety
and satisfaction, and overall quality of care. This process should be data driven, based on analysis of
data on resource utilisation, patient outcomes and costs to identify areas for improvement and optimise

hospital operations.

contribute to a healthcare system that is economically viable,
outcome based and patient centred.

Using an economic framework in clinical decision-making
would assist doctors who are in management positions, such as
medical managers and clinical directors. Doctors in such positions
work simultaneously with sets of ideas from clinical practice and
from management and are involved in complex negotiations
between health professionals and managers, so incorporation of
clinical economics in their professional training could become
increasingly significant in the organisational development of the
health facilities in which they work.

The role of working with key stakeholders

A public hospital environment, being a social system, would be
expected to have a range of key stakeholders with vested and often
competing interests. Some of these stakeholders would be clinicians,
clinical managers or hospital managers (who are often budget
holders), labour formations, patients and government officials. To
adequately address the expectations of the community and their
patients, clinical managers and clinicians require a methodology that
takes into consideration a range of interests, perspectives and world
views, which may be at loggerheads. Soft systems methodology as a
management tool can be applied to create a deeper understanding
and develop a balancing act in this potentially messy and complex
environment, that can undermine the work of clinical managers and
clinicians alike " This management tool was successfully used to link
healthcare and long-term care delivery systems in Japan.?”
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Conclusion

As doctors continue to expand their role beyond providers of
clinical care to participating in decision-making structures, it is
imperative that they have a broader understanding of economics
and decision-making processes in order to assist managers and
policy-makers in making the best use of available healthcare
resources. Doctors who occupy management positions, such
as clinical managers and directors, could also benefit from this
understanding. In this regard, frontline doctors and medical
managers need continuing education in clinical economics and to
understand that in a constrained healthcare system, every decision
doctors make for every patient they treat has an opportunity
cost in terms of what cannot be done for another patient. Not
only should training in clinical economics become a mandatory
component of education for all healthcare professionals, especially
doctors, but clinical economics should also become a more
important component of continuing professional education (such
as conferences and journal clubs), recertification programmes and
practice guideline development.”

Declaration. This article was written as a part of a series on medical
management, not for any postgraduate study project, but for the benefit
of medical managers and any other colleagues with an interest in medical
management and health leadership.

Acknowledgements. The authors thank the South African Society of
Medical Managers.

November 2024 57



FORUM

Author contributions. All the authors contributed to conceptualisation of

the article and preparation of the manuscript.

Funding. None.

Conflicts of interest. None.

o=

w

»

v

o

~

©

0

. Mechanic D, Rochefort AD. Comparative medical systems. Annu Rev Sociol 1996;22:239-270.

Goeree R, Diaby V. Introduction to health economics and decision-making: Is economics
relevant for the frontline clinician? Best Pract Res Clin Gastroenterol 2013;27(6):831-844.
https://doi.org/10.1016/j.bpg.2013.08.016

. Eisenberg JM. Clinical economics: A guide to the economic analysis of clinical practices.

JAMA 1989,262(20):2879-2886. https://doi.org/10.1001/jama.262.20.2879

Sussex J, Towse A, Devlin N. Operationalizing value-based pricing of medicines: A
taxonomy of approaches. Pharmacoeconomics 2013;31(1):1-10. https://doi.org/10.1007/
540273-012-0001-x

. Birch S, Gafni A. Health economics. In: Gellman MD, Turner JR, eds. Encyclopedia of

Behavioral Medicine. New York: Springer, 2013:915-917. https://link.springer.com/
referenceworkentry/10.1007/978-1-4419-1005-9_888 (accessed 21 December 2023).
Kernick D. An introduction to the basic principles of health economics for those involved
in the development and delivery of headache care. Cephalalgia 2005;25(9):709-714.
https://doi.org/10.1111/j.1468-2982.2005.00946.x

Kernick DP. Introduction to health economics for the medical practitioner. Postgrad Med J
2003;79(929):147-150. https//doi.org/10.1136/pm;j.79.929.147

Mosadeghrad AM, Jaafaripooyan E, Zamandi M. Economic evaluation of health
interventions: A critical review. Iran J Public Health 2022;51(10):2159-2170. https://doi.
0rg/10.18502/ijph.v51i10.10975

Medical economics and public health. Cal West Med 1924;22(6):298-302. https.//www.
ncbi.nlm.nih.gov/pmc/articles/PMC1654443/pdf/calwestmed00238-0050b.pdf (accessed
24 March 2024).

58 November 2024

IN

0

20.

T CR. Medical economics. Can Med Assoc J 1939;41(1):80.

. Arrow KJ. Uncertainty and the welfare economics of medical care. Am Econ Rev

1963;53(5):941-973. https://assets.aeaweb.org/asset-server/files/9442.pdf (accessed 24
March 2024).

. Sommers DK. Clinical economics. S Afr Med J 1993;83(5):307-308. http://archive.samj.org.

73/1993%20V0L%2083%20Jan-Dec/Articles/05%20MAY/11EDIT~1.PDF (accessed 29 May
2024).

. Merino JG. Clinicians and the economic evaluation of health. Salud Publica Mex

2002;44(2):153-157. https://doi.org/10.1590/50036-3634200200020001 1
Porzsolt F, Correia LCL. The concept of clinical economics and its relation with effectiveness.
Arq Bras Cardiol 2017;108(6):488-490. https://doi.org/10.5935/abc.20170084

. Beck JR, Pauker SG. The Markov process in medical prognosis. Med Decis Making

1983,3(4):419-458. https://doi.org/10.1177/0272989X8300300403

Sonnenberg FA, Beck JR. Markov models in medical decision making: A practical guide.
Med Decis Making 1993;13(4):322-338. https://doi.org/10.1177/0272989X9301300409
Lessard C, Contandriopoulos AP, Beaulieu MD. The role (or not) of economic evaluation at
the micro level: Can Bourdieu's theory provide a way forward for clinical decision-making?
Soc Sci Med 2010;70(12):1948-1956. https://doi.org/10.1016/j.socscimed.2010.03.013
Carlsen B, Norheim OF. ‘Saying no is no easy matter: A qualitative study of competing
concerns in rationing decisions in general practice. BMC Health Serv Res 2005;5:70.
https://doi.org/10.1186/1472-6963-5-70

Checkland P, Poulter J. Soft systems methodology. In: Reynolds M, Holwell S, eds. Systems
Approaches to Making Change: A Practical Guide. London: Springer, 2020:191-242. https://
link.springer.com/chapter/10.1007/978-1-84882-809-4_5 (accessed 24 March 2024).
Goto Y, Miura H. Using the soft systems methodology to link healthcare and long-term
care delivery systems: A case study of community policy coordinator activities in Japan. Int
J Environ Res Public Health 2022;19(14):8462. https://doi.org/10.3390/ijerph19148462

Received 16 January 2024. Accepted 19 May 2024.

SOUTHERN AFRICAN JOURNAL OF PUBLIC HEALTH


https://doi.org/10.1016/j.bpg.2013.08.016
https://doi.org/10.1001/jama.262.20.2879
https://doi.org/10.1007/s40273-012-0001-x
https://doi.org/10.1007/s40273-012-0001-x
https://link.springer.com/referenceworkentry/10.1007/978-1-4419-1005-9_888
https://link.springer.com/referenceworkentry/10.1007/978-1-4419-1005-9_888
https://doi.org/10.1111/j.1468-2982.2005.00946.x
https://doi.org/10.1136/pmj.79.929.147
https://doi.org/10.18502/ijph.v51i10.10975
https://doi.org/10.18502/ijph.v51i10.10975
https://www.ncbi.nlm.nih.gov/pmc/articles/PMC1654443/pdf/calwestmed00238-0050b.pdf
https://www.ncbi.nlm.nih.gov/pmc/articles/PMC1654443/pdf/calwestmed00238-0050b.pdf
https://assets.aeaweb.org/asset-server/files/9442.pdf
http://archive.samj.org.za/1993%20VOL%2083%20Jan-Dec/Articles/05%20MAY/11EDIT~1.PDF
http://archive.samj.org.za/1993%20VOL%2083%20Jan-Dec/Articles/05%20MAY/11EDIT~1.PDF
https://doi.org/10.1590/s0036-36342002000200011
https://doi.org/10.5935/abc.20170084
https://doi.org/10.1177/0272989X8300300403
https://doi.org/10.1177/0272989X9301300409
https://doi.org/10.1016/j.socscimed.2010.03.013
https://doi.org/10.1186/1472-6963-5-70
https://link.springer.com/chapter/10.1007/978-1-84882-809-4_5
https://link.springer.com/chapter/10.1007/978-1-84882-809-4_5
https://doi.org/10.3390/ijerph19148462

