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Priority setting in health care involves the distribution of
scarce resources. Changing the rules on priority setting
entails a redistribution of resources. We present two
proposals on how revised rules could improve total welfare
while maintaining an acceptable distribution.
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The Norwegian government has announced a new white paper on priority
setting in 2024 (1). One of the main questions is whether the government wants
priority rules that account for increased economic activity originating from
healthcare interventions. In simple terms, this would mean prioritising patient
groups that can contribute to the economic activity, with the consequence that
other groups may lose out. We refer to this as redistributive effects.

It is these effects that make changing rules on priority setting challenging, and
there are differing views on what is acceptable (2). In economic welfare theory,
a redistribution that makes at least one person better off without making
anyone else worse off is defined as a Pareto improvement. This type of
redistribution should undoubtedly be implemented, but it rarely occurs. A
more common type of redistribution is the so-called Kaldor-Hicks
improvement, which implies a redistribution of resources in which those who
become better off could hypothetically compensate those who become worse off
(3) (Figure 1). A prerequisite is that overall welfare increases as a result of the
redistribution and increases economic efficiency. However, such redistribution
can be controversial because it is difficult in practice to compensate those who
become worse off. It is specifically Kaldor-Hicks improvements that the
government has to consider in its deliberations on whether effects on economic
activity should be emphasised when setting priorities.
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Figure 1 Pareto and Kaldor-Hicks improvements illustrated for two patients with their
respective welfare along the axes. The Kaldor-Hicks improvement increases overall
welfare, and hypothetically, both patients could be better off if patient 1 compensates
patient 2.

Perspectives in economic evaluation

In June 2023, the Ministry of Health and Care Services in Norway established
three expert panels that will contribute to the knowledge base for the
announced white paper on priority setting. One of the panels will assess which
analytical perspective should form the basis for setting priorities in health care.
This is a question of which costs and benefits will be accounted for in the
economic evaluation of healthcare interventions. (4). In Norway, standard
practice has been, with few exceptions, to only capture costs in the healthcare
sector. The question is now whether health economic analyses should include
the effect of healthcare interventions on the patients' and informal caregivers'
capacity to work. Altered work capacity can impact on the economic activity in
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society and, consequently, tax revenue, public welfare benefits, as well as the
private finances of patients and their informal caregivers. These effects, known
as production effects, are not currently considered.

«While there is broad agreement that healthcare interventions can
increase total welfare in the economy, the discussion has centred
around the ethical aspects of distributional effects»

The topic has been widely debated (5—7). While there is broad agreement that
healthcare interventions can increase total welfare in the economy, the
discussion has centred around the ethical aspects of distributional effects. If
production effects are given weight in priority setting, patient groups with the
least potential work capacity will be given a relatively lower priority. A recently
published study concludes that accounting for production effects may lead to
increased prioritisation of younger patient groups of working age with chronic
diseases, while current practices may favour older patient groups with fatal
diseases (8). As new healthcare interventions are funded within existing
budgets in the healthcare sector, higher priority for one group comes at the cost
of others.

We are thus considering potential Kaldor-Hicks improvements. By placing an
emphasis on production effects, overall welfare can increase, but some patient
groups may be denied health interventions. A key question is therefore whether
the group that loses out can be compensated, fully or in part, for the health
losses they suffer. We propose here a potential compensation mechanism. The
goal is to inspire discussion, both inside and outside the expert panel, leading
up to the new white paper on priority setting.

Expanding the perspective

Production can be increased as well as decreased through healthcare
interventions. In the following, we assume that the health interventions have a
net positive effect on production, and thus provide a basis for compensating
those who lose out. Increased production leads to, inter alia, higher tax
revenues and lower costs of welfare benefits. It is these 'extra resources' that
may be considered relevant for redistribution.

One of the challenges is that increased tax revenues and reduced costs of
welfare benefits show up in budgets outside the healthcare sector. It is
important to emphasise that what we propose does not involve redistribution of
existing resources from other budgets to health care, but rather facilitating the
creation of additional resources that would not otherwise have existed. A
proportion of these resources can be transferred to health care as
compensation. If production gains are not taken into account, there will likely
be fewer of these resources. Hence, we are not proposing an increase in public
expenditure, but rather facilitating increased economic activity (value creation),
combined with an acceptable distribution of resources. The holders of budgets
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where production effects will manifest should therefore have a self-interest in
supporting a societal perspective in economic evaluations of healthcare
interventions, especially if some of the value creation remains in their sectors.

«It is important to emphasise that what we propose does not
involve redistribution of existing resources from other budgets to
health care, but rather facilitating the creation of additional
resources that would not otherwise have existed»

We have observed three main objections to accounting for production gains in
priority setting. The first is that patient groups where none or few experience
an increased work capacity as a result of treatment, may be given a relatively
lower priority. The second is that the production gains may mostly benefit the
companies providing health care interventions, as the value from production
gains may be fully or partially factored into the price of the treatment. The third
objection is that decision-makers lack incentives to consider the societal
benefits if these occur outside their own budget. For example, hospitals will not
benefit directly from prioritising interventions that yield increased production
gains. Our proposals aim to address all three of these challenges.

Proposed solution

Despite extensive research literature on the topic, there is disagreement on how
production effects should be quantified and weighted (9). We assume that
health authorities can formulate rules for estimating production effects, while
we propose two methods for applying them in priority setting. Method A is
aimed at addressing the objection that healthcare providers increase the price
of care, for example pharmaceuticals, to reflect the value of production gains, as
described above. Method B is aimed at the other two main objections. It may be
preferred to combine the methods or apply them separately, depending on the
circumstances and the desired effect:

Method A: Surplus sharing. Here, production gains are given a weight X <

100 % of the estimated effect in the economic analysis. This will ensure that the
provider of the healthcare intervention cannot capture all the benefits from
increased production. X will also determine the weighting of production effects
in priority setting.

Method B: The budget method. Transferral of proportion Y < 100 % of the
expected production gain to the healthcare budget. Increased production
means, inter alia, higher tax revenues and reduced welfare payments (sick pay
and disability benefits). By transferring a proportion of this to healthcare
budgets, 'extra resources' are ensured for treating more patients.

In the proposal for surplus sharing, the authorities and patients will likely
retain a significant portion of the welfare gain. For pharmaceuticals, this is
supported by the fact that pharmaceutical prices are rarely adjusted for
inflation over time in Norway, unlike the value of production. The proportion of
the welfare gain that accrues to the healthcare provider will therefore decrease
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over time regardless of the value of X. Also, pharmaceutical prices tend to
decline over time following market entry due to competition and, eventually,
patent expiry.

Whether the additional funds from the budget method will be sufficient to
compensate any patient groups that lose out when production effects are
accounted for depends on the amount that is being transferred. However, it is
not inconceivable that those who get deprioritised on the margin due to
changes in rules for priority setting, may be the first to be prioritised when new
funds are allocated to health care. The fact that more patients than before will
receive treatment will, in any case, mitigate the ethical dilemma originating
from redistribution. This is also in line with the "resource criterion", a current
rule for priority setting in Norway, which implies that interventions consuming
fewer healthcare resources, all else being equal, should be given a higher
priority. The rationale behind this is that it frees up resources that can generate
additional health benefits. The budget method is also intended to incentivise
decision-makers to give weight to values outside their own budget.

Practical implementation

There are several ways that these methods can be implemented, but ensuring
predictability for all stakeholders is crucial. There are other systems in place for
the allocation of additional funds to healthcare budgets (10), and some of them
have mechanisms that could inspire the design of our proposed methods. To
make the proposals practical and straightforward, we suggest that the budget
method only be used when the annual production gain exceeds NOK 20 million
at group level. This would avoid the need for additional work in changing
budgets where this will have minimal impact on prioritisation. Less extensive
production gains can still be given weight in priority setting, and this also
applies to the proposal for surplus sharing (Method A).

Production gains above a certain threshold, for example NOK 150 million, can
be handled in the regular national budget process, while smaller gains can be
handled in conjunction with other budget revisions throughout the year.

The main criticism of the existing system for the allocation of funds when
major budgetary implications are expected, is that it delays patient access to
cost-effective treatments. This is because the funding must be approved by
Parliament in conjunction with the regular national budget. By applying several
budget revisions throughout the year, this issue is mitigated.

«The main criticism of the existing system for the allocation of
funds when major budgetary implications are expected, is that it
delays patient access to cost-effective treatments»

Our proposals can be implemented through the Norwegian HTA system (Nye
metoder), which in principle covers all specialist health care, and through the
budget processes of the Norwegian Institute of Public Health (e.g. vaccines)
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and the Norwegian Directorate of Health (e.g. screening). The calculation of X
is based on health technology assessments already conducted for various
interventions.

A key question is what proportion of the production gains should be transferred
to health care. Considering that production gains often span several years, a
one-off transfer can be made based on the expected production gain and its
duration. Alternatively, annual transfers could be made. In both cases, Y will
ensure that the increase in tax revenue and reduction in public expenditure
from production gains will exceed the amount transferred to health care.

Discussion

We propose that production gains should be accounted for in economic
evaluations of health interventions. This is contrary to current guidelines for
priority setting in Norway, but the principle has previously been applied in
Norwegian health care. For a period, Norwegian hospitals received additional
funds to expedite the treatment of patients on sick leave who were awaiting
treatment (11). Production losses in the economy were weighted heavily when
assessing the extent of COVID-19 measures, and local authorities have
purchased private health insurance for their employees to prevent long periods
of sick leave.

If production gains were accounted for in priority setting, the budget method
would result in increased healthcare budgets. The budgetary impact will be
greater the more significant the change in the ranking of healthcare measures.
If accounting for production gains leads to substantial changes in priority
setting, this implies that production gains of considerable value have been
estimated. Consequently, the amount transferred to the healthcare budget will
be relatively large. This means that total health gains increase and the priorities
change. We hope that the debate on priority setting going forward will be about
principles rather than individual examples of the implications for the positions
taken.

The Norwegian welfare system will face significant challenges in the future (12),
with an ageing population, low productivity growth and a high proportion of
the working-age population living on welfare payments. The Healthcare
Personnel Commission (13) also pointed out that lack of personnel will be a
limiting factor for sustainable health care and that policies must be designed to
reflect this. With over 300,000 employees in the healthcare sector, it is
reasonable to assume that production gains may contribute to more people
finding employment in this sector.

Our proposals can increase health care budgets and raise awareness that
creation of economic activity and value is a prerequisite for the welfare state.
Surveys have shown broad support among Norwegians for strengthening the
funding of the public health service (14, 15). Our proposals can help achieve this
in a targeted and economically sustainable manner.
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