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What is health economics?
The field of economics analyses the relationship 
between the unlimited needs and wants of a 
society and the limited resources available to 
achieve those needs and wants. Economics 
acknowledges there is a limit to the resources 
available, and as a result we need to make 
choices or decisions around how best to use 
and distribute those resources. The goal of 
economics is to achieve efficiency, which means 
that you are achieving maximum outputs or 
benefit to society (societal welfare) using the 
minimum amount of resources.

Health economics is a sub-discipline of 
economics. It involves a range of activities and 
aims to inform decision makers on how best 
to allocate scarce healthcare resources. It is 
used to inform decision making through the 
lens of efficiency. Health economic studies can 
answer questions related to how best to perform 
healthcare activities (technical efficiency), 
whether a program should be funded and what 
the right mix of activities should be to maximize 
health with the limited healthcare resources 
(allocative efficiency). Health economics is 
also concerned with equity. There are specific 
techniques that can be used to guide decision-
makers on the equity impact of their decisions. 

How does health economics 
work in prevention? 
For health economists who work in chronic 
disease prevention, there are some specific 
considerations to take into account, including: 
longer modelling durations (time horizons) are 
required because the benefits of prevention 
could take many years into the future to 
manifest; the impact of discount rates, where 
high discount rates mean the benefits in the 
future are counted for less than in the present; 
and, the importance of modelling to help 
forecast the impact of current interventions on 
future health outcomes and costs related to 
chronic disease. The different types of activities 
and studies that inform decision making depend 
on the research or policy question).

https://preventioncentre.org.au/
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Task type Research type Study design Research policy Resource

Description
Describes the size 
and nature of the 
problem

This type of research 
estimates the burden of 
disease, or the cost of 
illness associated with 
various illnesses or risk 
factors.

Cost of illness “How much does 
obesity cost the 
Australian economy 
every year?”

“What are the health, 
economic and social 
costs associated with 
alcohol use in the NT?”

• �Weighing the cost  
of obesity

• �The social and 
economic costs and 
harms of alcohol 
consumption in the 
Northern Territory

Prediction 

Predicts or 
estimates future 
costs and benefits

This type of research 
follows on from cost of 
illness studies and aims 
to estimate the potential 
costs and benefits 
associated with future 
health status, illnesses  
or risk factors.

Economic 
modelling

“What are the 
economic benefits 
if all adults in 
Victoria achieve the 
recommended daily 
physical activity 
levels?”

• �The health and 
economic benefits  
of reducing disease 
risk factors

Explanation
Explains the 
relationship 
between health 
outcomes and 
economic variables

This type of research 
analyses longitudinal 
data to explain 
the association or 
relationship between 
health outcomes, trends, 
and economic variables.

Econometric  
or longitudinal  
analysis studies

Descriptive 
epidemiology

“What is the 
association between 
adolescent obesity 
and household 
income?”

• �For richer, for poorer: 
the relationship 
between adolescent 
obesity and future 
household economic 
prosperity

Evaluation
Compares costs 
and benefits of 
interventions

This type of research 
aims to provide a 
comparative assessment 
of the value for money 
of an intervention. Full 
economic evaluations 
present the relative 
costs and benefits of 
two or more alternative 
interventions. The 
alternative intervention 
in single evaluations is 
often current practice or 
no intervention. 

Priority setting studies 
provide an assessment 
of the relative cost-
effectiveness of a 
suite of policy relevant 
interventions.

Cost-effectiveness 
analysis (CEA)

Cost-benefit 
analysis (CBA)

Cost utility analysis 
(CUA)

Cost minimization 
analysis (CMA)

Cost consequence 
analysis (CCA)

Social return on 
investment (SRoI)*

“Are the 
additional costs 
of  implementing 
the walk to school 
program worth the 
benefits?”

“Which school-based 
intervention(s) to 
prevent obesity offer 
the best value for 
money?”

“Which mix of 
tobacco control 
interventions or 
policies are the most 
value for money?”

Health economic 
evaluations
• �Cost-effectiveness 

of community-
based childhood 
obesity prevention 
interventions in 
Australia 

�• �Economic evaluations 
of tobacco control 
interventions

• �The effects of urban 
form on health: costs 
and benefits

Priority setting studies
• ACE-Obesity Policy

• �ACE-Prevention 2010

• �Best buys for NCD 
prevention

Social return on 
investment
• �The Potential Impact 

of Salt Reduction in 
Australia

* There are varied definitions of return on investment (ROI) and social return on investment (SROI). ROI is often 
implemented as a financial measure that demonstrates the financial return on a project relative to its costs. A SROI is 
similar to a CBA and is a framework to capture the social, environmental and economic value of a particular investment 
(Edwards et al. 2021, see resource list on page 4).

Table 1: Different types of health economic studies that inform decision-making for prevention

https://www.pwc.com.au/pdf/weighing-the-cost-of-obesity-final.pdf
https://www.pwc.com.au/pdf/weighing-the-cost-of-obesity-final.pdf
https://www.menzies.edu.au/icms_docs/302326_Final_Report_-_Social_and_Economic_Costs_and_Harms_of_Alcohol_Consumption_in_the_Northern_Territory.pdf
https://www.menzies.edu.au/icms_docs/302326_Final_Report_-_Social_and_Economic_Costs_and_Harms_of_Alcohol_Consumption_in_the_Northern_Territory.pdf
https://www.menzies.edu.au/icms_docs/302326_Final_Report_-_Social_and_Economic_Costs_and_Harms_of_Alcohol_Consumption_in_the_Northern_Territory.pdf
https://www.menzies.edu.au/icms_docs/302326_Final_Report_-_Social_and_Economic_Costs_and_Harms_of_Alcohol_Consumption_in_the_Northern_Territory.pdf
https://www.menzies.edu.au/icms_docs/302326_Final_Report_-_Social_and_Economic_Costs_and_Harms_of_Alcohol_Consumption_in_the_Northern_Territory.pdf
https://www.vichealth.vic.gov.au/sites/default/files/Health_Costs_Summary_-web.pdf
https://www.vichealth.vic.gov.au/sites/default/files/Health_Costs_Summary_-web.pdf
https://www.vichealth.vic.gov.au/sites/default/files/Health_Costs_Summary_-web.pdf
https://www.vichealth.vic.gov.au/sites/default/files/Health_Costs_Summary_-web.pdf
https://www.sciencedirect.com/science/article/pii/S0091743518300719?via%3Dihub
https://www.sciencedirect.com/science/article/pii/S0091743518300719?via%3Dihub
https://www.sciencedirect.com/science/article/pii/S0091743518300719?via%3Dihub
https://www.sciencedirect.com/science/article/pii/S0091743518300719?via%3Dihub
https://www.sciencedirect.com/science/article/pii/S0091743518300719?via%3Dihub
https://www.sciencedirect.com/science/article/pii/S0091743518300719?via%3Dihub
https://www.nature.com/articles/s41366-019-0341-0
https://www.nature.com/articles/s41366-019-0341-0
https://www.nature.com/articles/s41366-019-0341-0
https://www.nature.com/articles/s41366-019-0341-0
https://www.nature.com/articles/s41366-019-0341-0
https://www.nature.com/articles/s41366-019-0341-0
https://www.tobaccoinaustralia.org.au/chapter-17-economics/17-4-economic-evaluations-of-tobacco-control-interventions
https://www.tobaccoinaustralia.org.au/chapter-17-economics/17-4-economic-evaluations-of-tobacco-control-interventions
https://www.tobaccoinaustralia.org.au/chapter-17-economics/17-4-economic-evaluations-of-tobacco-control-interventions
https://preventioncentre.org.au/wp-content/uploads/2016/08/1604_Urban-form-evidence-review_final.pdf
https://preventioncentre.org.au/wp-content/uploads/2016/08/1604_Urban-form-evidence-review_final.pdf
https://preventioncentre.org.au/wp-content/uploads/2016/08/1604_Urban-form-evidence-review_final.pdf
https://journals.plos.org/plosone/article?id=10.1371/journal.pone.0234804
https://public-health.uq.edu.au/files/571/ACE-Prevention_final_report.pdf
https://apps.who.int/iris/handle/10665/259232
https://apps.who.int/iris/handle/10665/259232
https://cdn.georgeinstitute.org/sites/default/files/documents/potential-impact-of-salt-reduction-in-australia.pdf
https://cdn.georgeinstitute.org/sites/default/files/documents/potential-impact-of-salt-reduction-in-australia.pdf
https://cdn.georgeinstitute.org/sites/default/files/documents/potential-impact-of-salt-reduction-in-australia.pdf
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Type of evaluation or analysis

Measurement  
of consequence  
from the intervention Summary measure

Cost-minimisation analysis (CMA)
Compares two interventions that have identical health outcomes 
and side-effects. The only factor being considered is the cost. 
The least costly intervention is the preferred option.

Health can be measured 
with any outcome 
measure

Least cost alternative

Cost-effectiveness analysis (CEA)
Comparing the costs and benefits of different interventions 
that have been evaluated using the same outcome measure, for 
example, what is the most cost-effective drug for hypertension?

Natural units e.g., years 
of life gained; blood 
pressure reduction

Cost per life 
year gained

Cost per mmHg 
unit reduction

Cost-utility analysis (CUA)
Comparing the costs and benefits of interventions across 
different disease areas. For example, comparing an obesity 
prevention intervention for children compared to a mental 
wellbeing program for adults. Unlike a CEA, the effectiveness of 
these interventions can’t be measured using the same natural 
units e.g., obesity is measured in BMI units, mental health 
outcomes are measured on various clinical measurement scales. 
As a result, a generic measure of health is developed to make the 
interventions comparable. These measures quantify the quantity 
and quality of life improvements that result from the intervention. 

Generic measure 
incorporating the 
quantity and quality 
of life gained e.g., 
quality adjusted life 
years (QALY); disability 
adjusted life years 
(DALY)

Cost per QALY gain

Cost per DALY averted

Cost-benefit analysis (CBA)
The health benefits from different interventions are valued in 
monetary terms. If the monetised benefits of the intervention are 
greater than the monetised costs, then the intervention should 
be funded. This is the technique used across various other 
government sectors e.g., transport and environment.

Health gained 
(valued in $)

Other benefits can  
also be monetised  
and incorporated into 
the analysis

Net monetary benefit

Ratio of benefits 
to costs

Cost consequence analysis (CCA)
Compares the costs of implementing an intervention with its 
consequences. Used for complex interventions with multiple 
health and other effects that are difficult to quantify and value. 
This is a disaggregated approach that does not combine the 
benefits and costs into a single comparable ratio.

All outcomes measured 
in their natural units 
where possible

No summary measure, 
impacts and costs are 
presented separately.

Table 2: Different types of health economic evaluations or analyses used in prevention
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Further resources
These resources include reports, guidelines, books and journal articles which may be useful for those working with health 
economics in prevention. 

• �Ananthapavan J, Moodie M, Milat AJ, Carter R. Systematic review to update ‘Value of a Statistical Life’ estimates for Australia.  
Int. J. Environ. Res. Public Health. 2021;18(11):6168. doi.org/10.3390/ijerph18116168 

• �Ananthapavan J, Sacks G, Brown V, Moodie M, Nguyen P, et al. Priority-setting for obesity prevention—The Assessing Cost-
Effectiveness of obesity prevention policies in Australia (ACE-Obesity Policy) study. PLOS ONE. 2020; 15(6): e0234804. doi.
org/10.1371/journal.pone.0234804

• �Ananthapavan J, Nguyen PK, Bowe SJ. Sacks G, Mantilla Harrera AM, et al. Cost-effectiveness of community-based childhood 
obesity prevention interventions in Australia. Int J Obes. 2019; 43:1102–1112. doi.org/10.1038/s41366-019-0341-0

• �Ananthapavan J, Sacks G, Brown V, Moodie M, Nguyen P, et al. Assessing Cost-Effectiveness of Obesity Prevention Policies in 
Australia 2018 (ACE-Obesity Policy). Deakin University; 2018. 

• �Black N, Kung C, Peeters A. For richer, for poorer: the relationship between adolescent obesity and future household economic 
prosperity. Prev. Med. 2018; 111:142-150. doi.org/10.1016/j.ypmed.2018.02.034

• �Cadilhac D, Magnus A, Cumming T, Sheppard L, Pearce D, Carter R. The health and economic benefits of reducing disease risk 
factors - Research Report. VicHealth; 2009. 

• �Crosland P, Ananthapavan J, Davison J, Lambert M, Carter R. The health burden of preventable disease in Australia: a systematic 
review. Aust N Z J Public Health. 2019;43(2):163-70. doi.org/10.1111/1753-6405.12882

• �Crosland P, Ananthapavan J, Davison J, Lambert M, Carter R. The economic cost of preventable disease in Australia: a systematic 
review of estimates and methods. Aust N Z J Public Health. 2019. doi.org/10.1111/1753-6405.12925

• �Drummond M, Claxton K, Sculpher MJ, Stoddart GL, Torrance GW. Methods for the Economic Evaluation of Health Care 
Programmes. Fourth ed. Oxford University Press; 2015. 

• �Edwards RT, Lawrence CL. ‘What You See is All There is’: The importance of heuristics in cost-benefit analysis (CBA) and social 
return on investment (SROI) in the evaluation of public health interventions. Appl Health Econ Health Policy. 2021; 19, 653–664. 
doi.org/10.1007/s40258-021-00653-5 

• �Edwards RT, McIntosh E (Eds). Applied Health Economics for Public Health Practice and Research. Oxford University Press; 2019.  
• �Greenhalgh E, Hurley S, Lal A. 17.4 Economic evaluations of tobacco control interventions. In: Greenhalgh E, Scollo M, Winstanley 

M, editors. Tobacco in Australia: Facts and issues. Cancer Council Victoria; 2020. 
• �Health Technology Analysts Pty Ltd. The Potential Impact of Salt Reduction in Australia. The George Institute for Global Health; 2020. 
• �Howse E, Crosland P, Rychetnik L, Wilson A, Evidence for Action division Sax Institute. The value of prevention: A rapid review 

brokered by the Sax Institute for the Centre for Population Health, NSW Ministry of Health. Sax Institute; 2021.   
• �NSW Ministry of Health. Reviewing economic evaluations: A checklist. Sydney, Australia: Centre for Epidemiology and Evidence, 

Population and Public Health Division, NSW Ministry of Health; 2021. 
• �NSW Ministry of Health. Planning economic evaluations: A checklist. Sydney, Australia: Centre for Epidemiology and Evidence, 

Population and Public Health Division, NSW Ministry of Health; 2021. 
• �NSW Ministry of Health. Commissioning Economic Evaluations: A Guide. Evidence and Evaluation Guidance Series. Centre for 

Epidemiology and Evidence, Population and Public Health Division, NSW Ministry of Health; 2017. 
• �NSW Treasury. Technical guide: Outcomes measurement for social impact investment proposals to the NSW Government. Office  

of Social Impact Investment, NSW Treasury; 2018. 
• �PwC. Weighing the cost of obesity: A case for action. A study on the additional costs of obesity and benefits of intervention  

in Australia. PricewaterhouseCoopers; 2015. 
• �Smith J, Whetton S, d’Abbs P. The social and economic costs and harms of alcohol consumption in the NT. Menzies School  

of Health Research; Darwin, 2019. 
• �Vos T, Carter R, Barendregt J, Mihalopoulos C, Veerman JL, Magnus A, Cobiac L, Bertram MY, Wallace AL, ACE–Prevention Team. 

Assessing Cost-Effectiveness in Prevention (ACE–Prevention): Final Report. University of Queensland, Brisbane and Deakin 
University, Melbourne; 2010. 

• �WHO. Tackling NCDs: ‘best buys’ and other recommended interventions for the prevention and control of noncommunicable 
diseases. Geneva, Switzerland: World Health Organization; 2017. 

• �Zapata-Diomedi B, Brown V, Veerman, L. An evidence review and modelling exercise: The effects of urban form on health: costs 
and benefits. An evidence review commissioned by the Centre for Population Health, NSW Ministry of Health, and brokered by  
the Sax Institute for The Australian Prevention Partnership Centre. Sax Institute; 2015. 
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