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MEDICAL EDUCATION 
Teaching Resource Allocation—And Why It Matters 
Meina Lee, LLB, and Elizabeth Geelhoed, PhD 
 
Health care rationing—whether to do it, how to do it—is a highly debated topic, 
especially in light of health care reforms currently being pursued. The unavoidable 
truth is that society’s resources are limited even in the United States and we can no 
longer pretend that we can offer every patient every medical treatment. Health 
systems around the world face the same predicament, and difficult choices have to be 
made to ensure that money spent on health care is used to best effect. 
 
Much news coverage is given to often-political “big-ticket” resource allocation 
decisions made by governments. There is a disconnect between the decision makers 
at the system level and those at the bedside. But the high-level decisions ultimately 
influence the day-to-day decisions made by physicians, nurses, and other health 
professionals. 
 
The statistics are well publicized: the United States spends two and a half times the 
average on health care [1] and is predicted to spend 25 percent of its GDP on health 
care by 2025 [2]. Last year a Gallup-Healthways poll found that 1 in 6 adults in the 
U.S. did not have health insurance [3]. How are these figures relevant to medical 
students when they graduate and begin to practice? For a number of reasons, it is 
important for future medical decision makers to understand how resource allocation 
decisions further up the chain of command are being made. Medical decision making 
does not exist in a vacuum. It affects—and is affected by—the economic and social 
environment of the health system. 
 
In this article, we describe the experience of teaching health economics to students at 
the School of Population Health at the University of Western Australia. In particular, 
we discuss how an understanding of ethics can inform resource allocation decisions. 
 
Health Systems and Economics 
The study of health economics is well established in Australia. A health economics 
course that focuses on issues relating to scarcity in the allocation of health resources 
has been taught at the School of Population Health since the 1990s. The course is 
compulsory for undergraduate health science students, master of public health 
students, and nursing and pharmacy students. It is not, however, compulsory for 
medical students, even though doctors have the greatest influence on how health 
dollars are spent. 
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Students are taught basic theoretical and conceptual frameworks from economics and 
other disciplines that enable them to analyze the functioning of a health system 
critically. Importantly, they learn how to apply economic theories of demand, supply, 
and markets. They are taught methods and techniques to evaluate the cost 
effectiveness of health care programs. The aim is practical: rather than being an 
academic exploration of the topic, students are expected to be able to integrate these 
evaluations into resource allocation decision making. They are also taught how to 
compare international health systems, specifically in terms of efficiency and equity. 
Such comparisons explore the extent to which additional resources can improve 
overall health under different scenarios and the importance of the distributional 
effects. 
 
The Roles of Ethics in Resource Allocation 
Health economics provides a range of measures to help in deciding whether to 
allocate resources to a particular area or another. Cost-benefit analyses distill the 
“cost” and the “benefit” into purely dollar terms. However, students are introduced 
to other concepts such as cost effectiveness, in which the value of a particular 
program is expressed not in dollar terms, but rather in terms of health outcomes such 
as life years gained. 
 
One reason for using a cost-effectiveness approach is that we value health so highly 
and hesitate to view it in purely dollar terms. Good resource allocation decisions 
must involve more than a money-based analysis; they must reflect what society 
thinks is worth investing in. 
 
This is where ethics can contribute. Ethics provides a framework for examining and 
ordering our values. We can value things such as respect for personal autonomy, 
doing no harm, value for money, or privacy. If enough individuals value the same 
things in the same way, we can determine a general set and ranking of community 
values. (At the same time, ethical values are not universal and what is considered 
highly important, e.g., respect for autonomy, will depend on culture, time, and 
place.) 
 
Almost all health resource allocation decisions have ethical consequences because 
they promote particular values while minimizing others. Indeed, ethical norms are so 
embedded in resource allocation decisions that we can take them for granted. For 
example, will we prefer to fund preventive measures or cures? Will we prefer to put 
more resources into fighting diseases that affect the young or those that affect the 
elderly? Is “life years gained” the most important outcome? Knowing how well a 
particular resource allocation aligns with a society’s priorities can help decision 
makers gauge how acceptable it is going to be to that community. 
 
Therefore students are also taught ethics, in particular the trade-off between ethics 
and efficiency when making resource allocation decisions. Although we value 
efficiency, sometimes we might prefer to fund a program that is less efficient 

 www.virtualmentor.org Virtual Mentor, April 2011—Vol 13 225



because it reflects something more important to us. Ethics sets out a systematic way 
to tease out these elements. 
 
Once students are introduced to the fundamentals of common (Western) ethical 
theories, they apply them to examples taken from health systems around the world. 
Consider, for example, co-payments. Western cultures generally place great value on 
individual rights and self-determination (autonomy). Understanding this, private 
health insurers often allow subscribers more choice of treatments or physicians in 
return for higher co-payments. It is thought that, by making individuals responsible 
for a share of their health costs, they will more thoroughly investigate all possible 
treatment options and prices. In this way, patients enjoy more choice while being 
delegated more responsibility for their health care. Conversely, there is the risk of 
“moral hazard” if there are no co-payments. In essence, if individuals don’t have to 
pay for their own health care they’re more likely to have treatments they don’t really 
need. 
 
Another example of resource allocation decisions studied in the health care 
economics course is the public and private insurance arrangements in Canada and 
Australia. Both countries provide universal health coverage, but their structures 
reveal different approaches to defining “universal.” In Canada, the law establishes a 
universal maximum on coverage. Private insurers are generally prohibited from 
covering any services that are also publicly covered. In other words, if procedure A 
is publicly covered then there is only one waiting line—and everyone who wants that 
procedure joins that line. Regardless of wealth, people can’t buy their way to the 
front through private insurance. 
 
By contrast, the Australian Medicare system provides a universal minimum. There is 
a uniform floor of publicly covered services. However, individuals have the freedom 
to supplement with private insurance and join a different, shorter line for that 
service—provided they are willing to pay for it. 
 
Both Canada’s and Australia’s systems reflect a societal preference for equality. 
Nevertheless, health and income disparities worldwide continue to increase, as seen 
in the United States. Health inequality could theoretically save money because of 
lower life expectancy, but it can cause greater disability in marginalized 
socioeconomic groups and also cost the nation through productivity losses and 
possibly political unrest. Because current reforms designed to ensure minimum 
health coverage for all depend on increased taxes for higher wage earners, such 
changes have been contentious. 
 
Other Observations 
The course curriculum continues to evolve over time. An important challenge is 
thinking of ways to better engage students on the topic. Students tend to think that 
learning about the economic aspects of supply and demand and strategic expenditure 
decisions are far less important than their clinical coursework. 
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The recent global financial crisis has put additional pressure on health systems 
around the world. More than ever, we need to make sure that money spent on health 
care is used to best possible effect. This will require effort on the part of everyone in 
the health system—from the government down to the patients and doctors. An 
understanding of how their actions affect the wider context of the health system will 
provide future doctors with the grounding to make the health system they inherit 
better. 
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