
G U I D E

Undergraduate Certificate in Pricing and Reimbursement in Health Economics

Introduction to Health Economics

Introduction to Health Economics: Key Terms and Vocabulary

Health economics is a multidisciplinary field that applies economic theories and concepts to health and
healthcare. It is concerned with the allocation of scarce resources, the behavior of various stakeholders, and
the evaluation of the effectiveness and efficiency of healthcare interventions. In this undergraduate
certificate in pricing and reimbursement in health economics, we will explore some of the key terms and
vocabulary in health economics.

1. Opportunity Cost

Opportunity cost is a fundamental concept in economics that refers to the value of the best alternative
forgone when making a choice. In health economics, opportunity cost is used to evaluate the efficiency of
healthcare interventions or policies. For example, if a healthcare system decides to invest in a new cancer
treatment, the opportunity cost is the value of the next best alternative that is forgone, such as investing in
prevention programs or other healthcare interventions.

2. Demand

Demand refers to the amount of a good or service that consumers are willing and able to purchase at
different prices, assuming all other factors are held constant. In health economics, demand for healthcare is
influenced by various factors, such as income, prices of healthcare and related goods, demographics, and
preferences. Understanding demand is crucial for pricing and reimbursement decisions, as it helps to
predict the quantity of healthcare services that will be consumed at different prices.

3. Supply

Supply refers to the amount of a good or service that producers are willing and able to offer at different
prices, assuming all other factors are held constant. In health economics, supply of healthcare is influenced
by various factors, such as production costs, technology, regulations, and market structure. Understanding
supply is crucial for pricing and reimbursement decisions, as it helps to predict the quantity of healthcare
services that will be supplied at different prices.

4. Market Equilibrium

Market equilibrium is the price and quantity at which the demand and supply of a good or service are
equal. In health economics, market equilibrium is important for ensuring access to healthcare services and
maintaining the financial sustainability of healthcare systems. However, due to various market failures and
distortions, such as information asymmetry, externalities, and monopolies, healthcare markets often do not
reach equilibrium.
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5. Externalities

Externalities are the unintended consequences of economic activities that affect third parties who are not
directly involved in the transaction. In health economics, externalities are common in healthcare markets, as
the consumption or production of healthcare services can have positive or negative effects on others. For
example, vaccination not only protects the vaccinated individual but also reduces the transmission of
infectious diseases to others, creating a positive externality.

6. Moral Hazard

Moral hazard is a phenomenon in which individuals or organizations change their behavior in response to
changes in incentives or risk. In health economics, moral hazard is a concern in health insurance markets, as
insured individuals may consume more healthcare services than they would if they were paying out-of-
pocket, leading to higher healthcare costs and potential inefficiencies.

7. Adverse Selection

Adverse selection is a phenomenon in which individuals or organizations with higher risk or costs are more
likely to participate in a given market or program. In health insurance markets, adverse selection can occur
when healthier individuals opt out of insurance, leaving a pool of sicker and costlier individuals, which can
lead to higher premiums and potential instability in the market.

8. Cost-Benefit Analysis

Cost-benefit analysis is a method for evaluating the efficiency of a healthcare intervention or policy by
comparing its costs and benefits. In cost-benefit analysis, both costs and benefits are expressed in monetary
terms, allowing for a direct comparison of the two. Cost-benefit analysis is useful for pricing and
reimbursement decisions, as it helps to determine whether the benefits of a healthcare intervention or
policy are worth its costs.

9. Cost-Effectiveness Analysis

Cost-effectiveness analysis is a method for evaluating the efficiency of a healthcare intervention or policy by
comparing its costs and effects. In cost-effectiveness analysis, the effects are expressed in natural units, such
as lives saved or quality-adjusted life years (QALYs), rather than monetary terms. Cost-effectiveness analysis
is useful for pricing and reimbursement decisions, as it helps to determine whether the benefits of a
healthcare intervention or policy are achieved at a reasonable cost.

10. Quality-Adjusted Life Year (QALY)

Quality-adjusted life year (QALY) is a measure of health outcomes that combines both the quantity and
quality of life. QALYs are calculated by multiplying the

Conclusion

In conclusion, health economics is a complex and multidisciplinary field that requires a solid understanding
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of key terms and concepts. In this undergraduate certificate in pricing and reimbursement in health
economics, we have explored some of the key terms and vocabulary in health economics, including
opportunity cost, demand, supply, market equilibrium, externalities, moral hazard, adverse selection, cost-
benefit analysis, cost-effectiveness analysis, and quality-adjusted life year. Understanding these concepts is
crucial for making informed decisions about healthcare pricing and reimbursement, and for promoting
efficient and effective healthcare systems.
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