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Abstract

Introduction  Given limited resources policymakers need
to decide about how much and in what areas of health
services research (HSR) to invest. The purpose of this
study is to provide guidance for priority setting of HSR
projects based on economic theory.

Methods The conceptual analysis starts from the premise
that competition in health care is valuable—a position that
seems to predominate among Western policymakers. The
principle of competition rests on economic theory and, in
particular, its branch of welfare economics.

Results Based on economic theory, the role of HSR is to
detect and alleviate information asymmetry, negative
externalities, and harm caused by competition and inap-
propriate incentives for competition. A hierarchy of HSR
projects is provided; following the ethical principle of harm
(‘do not harm’), the detection and prevention of harm
would receive highest priority among HSR projects.
Conclusions Agreeing that competition is valuable in
achieving efficiency and quality of care (and therefore
agreeing to the assumptions of economic theory) implies
accepting the role of HSR in detecting market failure and
the HSR hierarchy as suggested. Disagreement would
require an alternative coherent concept of improving effi-
ciency and quality of care.
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Introduction

In many industrialized countries, policymakers are divided
about approaches to improve efficiency and quality of
health care. On the one hand, policymakers often see
competition among insurers and providers as a means to
achieving these goals. On the other hand, they fund health
services research (HSR), which ultimately also aims at
improving efficiency and quality of health care (according
to Bowling [2] the goal is to “produce reliable and valid
research data on which to base appropriate, effective, cost-
effective, efficient and acceptable health services”). Given
limited resources, however, policymakers need to decide
about how much and in what areas of HSR to invest. In the
United States, e.g., HSR currently receives $5.0 billion per
annum [7].

The purpose of this article is to provide guidance for
priority setting of HSR projects based on economic theory
(independent of a particular setting or country). It starts
from the premise that competition in health care is valu-
able—a position that seems to predominate among Western
policymakers. While the author does not hold a particular
view on competition and its merits in health care, he dis-
cusses its implications for HSR when policymakers do
have a favorable opinion.

Theoretical framework

The principle of competition rests on economic theory and,
in particular, its branch of welfare economics. The latter
suggests that competitive markets lead to efficiency and
optimal outcomes. That is, markets are assumed to solve
resource allocation problems including the question of how
much and where to invest in health care in order to improve
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the efficiency and quality of care. In this framework reg-
ulation is only needed to ensure competition and reduce or
eliminate ‘market failure’. Market failure can be the result
of harm, negative externalities, and information asymme-
try. We define the terms as follows:

e Harm or, strictly speaking, net harm is the negative
difference between health benefit and harm.

e Negative externality is an adverse impact on bystanders
resulting from individual activity [6]. When bystanders
are defined as insurees or taxpayers (depending on who
finances the health care system), the adverse impact is
an increase in insurance premiums or taxes.

e Information asymmetry is defined as a situation where
patients have inadequate information and experience
concerning their health problem and the quality of
providers. Information asymmetry thus violates a
requirement for making informed choices in markets.

According to the economic framework, the role of HSR
would be to detect and alleviate information asymmetry,
negative externalities, and harm to ensure competition, limit
its undesirable consequences, and change inappropriate
incentives. That is, competition as a means of improving
efficiency and quality of care is insufficient because of market
failure and would need to be complemented by HSR. As a
word of caution, not every type of market failure falls within
the domain of HSR, e.g., moral hazard.

To further describe specific causes of negative externali-
ties and harm in competitive markets, we revert to the cate-
gorization of quality-of-care problems in underuse, overuse,
and misuse [3]. Underuse is the failure to provide a health-
care service when it would have produced a favorable out-
come for a patient. Overuse occurs when a health-care ser-
vice is provided under circumstances in which its potential
for harm exceeds the possible benefit (e.g., prescription of
antibiotics for upper respiratory infections which are caused
by a virus and are not effectively treated with antibiotics).
And misuse occurs when an appropriate service has been
selected, but a preventable complication occurs and a patient
does not receive the full potential benefit of the service [4].
As a word of caution, definitions overlap and are not uniform
(compare, e.g., the German Sachverstidndigenrat [8]).

Based on the above definitions, all quality problems as
well as process inefficiency (e.g., waiting times or double
work) may be sources of negative externalities. Misuse and
overuse may also be sources of harm to patients.

HSR hierarchy

Following the ethical principle of harm (‘do not harm’), the
detection and prevention of harm receives highest priority
among HSR projects (see Table 1). Research on misuse and
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Table 1 Priority areas for publicly funded health services research

1. Detection and reduction of harm
2. Detection and reduction of negative externalities
3. Detection and reduction of information asymmetry

4. Detection/reduction of quality-of-care deficits and process
inefficiency without harm or negative externalities

5. Detection of regional and international variation in health care

6. Evaluation of general health, mortality, quality of life, well-
being, and spending

overuse is therefore prioritized. The same priority is given to
research on underuse of acute services with immediate health
benefits (e.g., underuse of cardiopulmonary resuscitation
drugs). The reason is that this type of underuse results in
immediate health deficits, similar to misuse and overuse with
net harm. Note that harm may not only be the result of
competition but also of poor regulation (e.g., insufficient
educational requirements for physicians). The role of HSR
would be to investigate harm regardless of whether it is
caused by competition or regulation of competition.

Second on the list is research on the detection and
elimination of negative externalities for insurees or tax-
payers. This type of research offers opportunities for a net
saving to the health care system. Judged by this criterion,
the detection of overuse, misuse, and process inefficiency
receives priority. A well-known example of overuse
resulting from competition among providers is a medical
arms race. Hospitals engage in a medical arms race when
they spend unnecessarily on items such as cosmetic quality
improvements, cost-enhancing technologies, and duplicate
facilities as a way of attracting more physicians and
patients [1]. Yet, overuse and process inefficiency may not
cause a negative externality for insurees or taxpayers if
they are borne by providers reimbursed by a lump-sum
payment (e.g., diagnosis-related groups). On the other
hand, underuse of health services may also impose a neg-
ative externality if the underused service leads to health
system’s savings. Before conducting research on underuse,
it is therefore necessary to conduct a formal cost-effec-
tiveness analysis (CEA) of the underused service in order
to evaluate the potential for savings. The same holds for
quality improvement interventions that address underuse
(as an example for such evaluation see Gandjour [5]).

Third on the list is the detection and reduction of infor-
mation asymmetry. It is ranked below the detection and
reduction of harm and negative externalities simply because
the link between better patient information and improvement
in clinical or economic outcomes is less clear.

Forth ranks research on quality-of-care deficits and
process inefficiency which do not cause harm or negative
externalities for insurees or taxpayers. This includes
obvious cases such as research on overuse and process
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inefficiency borne by the provider. A perhaps more con-
troversial case would be research on the underuse of ser-
vices which do not result in savings including the case of
zero savings. One may counter argue that it would be
unethical to give lower priority to this type of research as
opposed to research on underuse which does result in
savings. Yet, resources for HSR are scarce and policy-
makers who believe in competition and markets should rely
on self-regulatory forces of markets as this is the operating
framework to begin with. That is, in the case where
underuse is related to drugs or medical devices, manufac-
turers should have an incentive for funding the detection of
underuse because higher future sales are expected. In
support of this argument, there is, in fact, a growing role of
the ‘industry’ in funding HSR in the US [7]. When services
are not ‘manufactured’ but are based on human interaction
(such as psychotherapy), medical professional organiza-
tions should be trusted to fund research on underuse.
Unlike the case of overuse, medical professional organi-
zations should have a financial incentive because the typ-
ical ‘market’ response to undersupply is a fee increase.

Further down the list is research on regional and inter-
national variation in health care (including so-called small-
area analyses). The reason is that such research may not
provide direct recommendation for improving the quality of
care and changing inappropriate incentives. Hence, it needs
to be followed by an investigation of quality-of-care prob-
lems. Take the example of international variation in the
number of coronary artery bypass graft surgeries (CABG-
s) per 1000 patients with coronary heart disease. Showing
that country A is on top of the list does not necessarily mean
that the degree of overuse is highest too. Instead, it may be
that CABG is underused in other countries. Therefore, we
need to investigate both overuse and underuse in the various
countries. But then we could also start investigating overuse
and underuse without a study on international variation. Only
when interventions can be clearly labeled as overuse,
underuse, or misuse (unlike the CABG case), this type of
research would lead to direct recommendations.

At the bottom of the priority list are evaluations of
general health, mortality, quality of life, well-being, and
spending (including those on regional and international
variation). As these studies are not intervention-speci-
fic and capture factors outside the health care system, they
must always be followed by an investigation of overuse,
misuse, underuse, and process inefficiency.

Conclusions
In summary, I would like to highlight a few points. While it

seems obvious that patient safety and the detection of harm
should receive priority, it has not been established that

funding the detection and reduction of underuse should be
preceded by an assessment of the cost-effectiveness of
underused services. Only if CEAs demonstrates savings,
public funds for reducing underuse should be made avail-
able; otherwise, and in view of limited public resources, we
should trust the market to correct underuse. The criteria
provided in this paper for funding HSR are more specific
than the traditional ones such as disease prevalence, size of
quality deficit, potential for quality improvement, and high
treatment costs.

Policymakers and readers who agree that competition is
valuable in achieving efficiency and quality of care (and
therefore implicitly accept the assumptions of economic
theory) would also, to a large extent, need to agree to the
role of HSR in detecting market failure and the HSR
hierarchy as suggested. Policymakers and readers who do
not agree would need to provide an alternative coherent
concept of improving efficiency and quality of care. Also,
moving low-priority areas up the list would need to be
discussed in view of limited resources for health care and
HSR.
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