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    c h a p t e r

1 Is It NICE
to Ration?

Putting a Price on Your Life

The last time you were ill, you probably did not think
about how much you would be willing to spend to get better.
While you may not have thought about how much your health
is worth, there is a chance that those who foot the medical bill
have been doing the thinking for you. Some health care payers,
including government payers in Australia and Great Britain,
have been doing the unthinkable and placing a dollar value on
life itself. The going rate for a year of life is about $50,000, give
or take a few thousand. If your life is in the balance, but the
cost of saving you exceeds $50,000, then your payer might
decide that it is just not worth it. At least the British and Aus-
tralians are being explicit about how much your life is worth,
and they seem willing to increase spending if they think they
are getting their money’s worth. Government payers in Can-
ada, Germany, and elsewhere have decided to draw a line on
health care spending, regardless of the benefits. Employers in
the United States, who foot the bill for most private health
insurance, would like to do the same thing. They have appar-
ently decided that it is just not worth spending more money to
save lives, no matter how many lives are at stake. 
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We could dismiss these efforts to put a dollar value on life if
the matter were some existential exercise. But the exercise
has deadly real-world implications. Payers are using these
numbers to ration health care services. If you ever become
gravely ill, your payer might refuse to pay for your treatment
on the grounds that the costs of treatment exceed the dollar
value of the health care benefits. Your access to treatment—
indeed, your life itself—may depend on how much your payer
thinks your life is worth. 

You may think that this idea is repugnant. How could a
payer put dollars above life itself? In the classic 1974 book
Who Shall Live? Victor Fuchs tackles this question head-on.
He points out that societal resources are limited and that
many other goals besides health care, “such as justice, beauty,
and knowledge,” also have a fair claim on resources.1 We
might argue that health is the most important goal of all. But
does this imply that every person and every nation should
spend whatever it takes to rid its people of disease, suffering,
and unnecessary dying? 

This is a laudable goal, but it is also an unaffordable goal. If
we do all we can to limit disease, prevent suffering, and pro-
long life, health care will claim the lion’s share of our spend-
ing. There will be little if anything left to spend on justice,
beauty, food, the national defense, or whatever else we hold
dear. As Fuchs observes, if we are to achieve all our goals, we
must be willing to curtail spending on health care. This means
we must ration health care. 

According to economists, goods are rationed if, under the
condition that goods are free, demand exceeds the supply. By
this definition, virtually all goods and services are rationed.
After all, few individuals have as much “stuff” as they would if
everything were free. If clothing were free, cars were free,
houses were free, we would all own more clothing, cars, and
houses. But they are not free, so clothing, cars, and houses are
rationed. Moreover, no one thinks that this rationing is unfair
or unwarranted. It is simply a fact of life. 

Health care is no exception to these principles. There is
irrefutable evidence that we consume more health care ser-
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vices when someone else pays for them. We long ago aban-
doned any pretense that society could afford to allow patients
unfettered access to free health care, so in the name of cost
containment, we accede to access restrictions imposed by gov-
ernment regulators and managed care organizations (MCOs).
But how much of their rationing should we accept?

The Pressure to Ration

Health care spending has increased steadily in the 30 years
since Fuchs published Who Shall Live? and there is every rea-
son to expect this trend to continue. Virtually every industrial-
ized nation already spends at least 10 percent of its gross
domestic product on health care; in the United States, one dol-
lar out of every seven goes to health care. There are persistent
and unyielding pressures for health care spending to increase
in the years ahead. The population of the industrialized world
continues to age. Perhaps more importantly, the march of
medical science gives us the mixed blessing of powerful new
treatments along with the bill to pay for them. If we do not
want to drain additional resources away from other uses, we
will have to ration health care spending even more. This view
was perfectly expressed by a Canadian pediatrician question-
ing the wisdom of spending scarce resources on heart trans-
plants. Without rationing, he felt, it would be impossible to
assure basic health care services.2

As costs for new medical technologies such as transplants
continue to mount, public and private sector payers have tried
every means imaginable to hold the line on health care spend-
ing. Canada and England force patients to endure lengthy
waits for costly services. France, Germany, and Japan limit
physician and hospital fees. Australia refuses to pay for drugs
that fail to provide health benefits that are commensurate with
their costs. Health maintenance organizations (HMOs) in the
United States pay bonuses to physicians who curtail utiliza-
tion. These strategies contain the growth of health care costs
but do not reverse the trend of cost increases. 

PH054-Dranove.book  Page 3  Thursday, November 7, 2002  12:38 PM



W h a t ’ s  Y o u r  L i f e  W o r t h ?4

Payers could continue the same old strategies for cost con-
tainment, but they are unlikely to be successful for long.
There is only so much waste that can be cut out of the system.
Patients can wait only so long for care. Providers will eventu-
ally refuse to accept further reductions in payments, or else
the best and the brightest of our youth will be turned away
from the medical profession. At the same time, medical sci-
ence will continue to turn out new technologies that offer the
promise of longer and better lives, but at a price. Either we will
open the spigot and pour more money into health care, or we
have to find new ways to ration. 

In free markets, most goods are rationed by price. That is,
sellers charge whatever price the market will bear, and goods
are purchased by those who are willing to pay for them. Health
insurance largely does away with rationing by price. In the
past few decades, health services researchers have developed
new tools for rationing, based on careful comparisons of the
benefits and costs of medical care.3 I call this rational ration-
ing. Rational rationing offers a potential solution to rising
health care costs, one that ensures that our health care dollars
are spent wisely, and one that some payers have begun to
implement.

Cutting to the Chase

The headline in the December 23, 2000, London Daily
Telegraph read “MS Victims Angry as Drug Plan Is Shelved.”4

“Angry” was putting it mildly. Multiple sclerosis (MS) patients,
their physicians, and advocacy groups were on the warpath.
Medical experts had delayed the release of beta-interferon, a
drug that could alleviate the symptoms of MS sufferers. To
those affected, the medical experts responsible for the delay
were nothing less than murderers.5 The experts in question
were physicians in England’s National Institute for Clinical
Excellence (NICE), an agency established in 1999 to assure
that the best treatments are available to all patients. Andrew
Dillon, the chief executive of NICE, stated that approval of
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beta-interferon would be delayed pending further economic
modeling.6 In the meantime, only those patients who could
afford beta-interferon’s £10,000 annual cost would receive it. 

The beta-interferon controversy put health care rationing
on the front page throughout England. But England is not the
only nation that has institutionalized health care rationing in
this way. In 1993, Australia set up new rules for pharmaceuti-
cal companies that wanted the national health system to pay
for their new drugs. The drug makers were required to report
economic data to the Pharmacy Benefits Advisory Committee
(PBAC). PBAC rejected 40 percent of applications, many
because of excessive costs. Among the drugs rejected by PBAC
were Celebrex, for the treatment of arthritis, and Tolcapone,
for the treatment of Parkinson’s disease.

In Canada, rationing takes another form. Since the birth of
the Canadian universal public health insurance system in
1971, the provinces have kept iron-fisted control over expen-
ditures for facilities and equipment. The result has been long
queues for a wide range of services. A 1993 study found that
Canadian cancer patients had to wait three times longer for
treatment than did their American counterparts.7 A 1998
study documented excessive waits for cancer care, heart sur-
gery, and neurological surgery, and a 2001 study found that
the wait for various types of cancer surgery routinely
exceeded five weeks.8 The latter study found that one in every
five patients had to wait more than two months for their sur-
gery. By way of comparison, cancer experts consider waits of
more than two weeks to be excessive. 

Canadians put up with delays that seem almost too long to
fathom, especially to Americans used to getting health care on
demand. The wait for hip and knee replacements often
exceeds six months. Cataract patients must wait up to a year
for surgery. Things got so bad for flu sufferers in the winter of
2000 that patients occasionally had to wait days to receive
treatment in hospital emergency rooms. According to one
report, some patients spent their days in beds lining hospital
corridors, and one patient died when his ambulance was
diverted from the nearest hospital due to overcrowding.9
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The most famous example of institutionalized rationing in
the United States began in the state of Oregon in the early
1990s. The events that precipitated Oregon’s rationing pro-
gram started in 1987, when a boy covered by Oregon’s Medic-
aid program (which provides insurance for the state’s poor)
died from leukemia. A bone marrow transplant might have
saved his life, but Medicaid did not pay for such a costly proce-
dure. This tragedy made headline news, and the state legisla-
ture quickly sought a better way to spend Medicaid dollars.
(See Chapter 7 for more on this case.)

The legislature appointed a commission to develop a
rationing scheme. In 1991, the commission released its report.
Using methods that I describe in Chapter 6, the commission
ranked medical interventions from those that offered the
greatest benefit per dollar spent to those that provided little or
no benefit per dollar. Interventions that ranked near the top of
the list included antibiotic therapy for pneumonia and surgery
for hernia repair. Interventions at the bottom included life
support for extremely low birthweight babies and medical
therapy for end-stage AIDS (this was before the introduction
of the drug AZT).

Supporters of the rationing scheme proposed legislation
that would cut off payment for those treatments that ranked at
the bottom of the list in order to free up funds to pay for treat-
ments in the middle and at the top. Opponents offered stinging
criticism of the plan. The Children’s Defense Fund questioned
the fairness of rationing only poor people. Other groups
claimed that the plan devalued the lives of the disabled. While
many criticized the very notion of rationing, all ignored what
the President of the Oregon Senate, John Kitzhaber (a former
physician), accurately noted: that Oregon was already ration-
ing medical care. The new program would merely bring it out
into the open.10

Kitzhaber ignored the protests and pushed the state to
implement the rationing plan. After considerable revision, the
plan won federal approval, and in 1994, institutional rationing
became a reality in Oregon. The state no longer pays for about
150 interventions (out of about 750 on the list), but it has
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expanded coverage to include dental care, preventive services,
and organ transplants, and it has enrolled 100,000 previously
uninsured residents. As the plan approaches its 10th anniver-
sary, the residents of Oregon have learned to take the good
with the bad, and on balance they seem to support the plan.
Even so, no other state has seriously considered following Ore-
gon’s lead.

Rationing in the United States again took center stage dur-
ing the 2001 congressional debate about patients’ bill of rights
legislation. Supporters of the legislation stated that they
wanted to crack down on HMO cost-cutting tactics that inter-
fered with good patient care. They solicited testimony from
several families who suffered when their HMOs delayed or
denied coverage. One HMO would not pay for psychological
treatment of an anorexic teenager. The girl continued to suffer,
and she took her own life at age 21. Another HMO refused to
pay for physical therapy for a 4-year-old girl with spina bifida
(a spinal disorder), even though six doctors said the therapy
was medically necessary. Her parents spent months trying to
persuade the HMO to change its mind. Eventually, the HMO
agreed to pay for therapy, but only after her senator inter-
vened in her behalf. There were many more stories like these,
stories of patients who suffered because their HMOs rationed
access to costly treatments. 

HMOs have also systematized the rationing of prescription
drugs. They have committees that create “formularies,” which
are lists of drugs that the HMOs will pay for. In the late 1990s
many HMOs refused to pay for several new drugs, including
Amerge (for the treatment of migraines) and Evista (for the
treatment of osteoporosis). Patients in these HMOs had to pay
for these drugs themselves (often at a cost of thousands of dol-
lars annually) or do without. 

As these examples show, governments and health insur-
ance companies around the world systematically refuse to pay
for some medical services, even when patients and their physi-
cians believe those services may be valuable. Until recently,
payers have relied on a combination of resource availability,
politics, and medical research to decide what services they
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will cover, and what services they will require patients to pay
for themselves. But they can do much better than this ad hoc
approach to rationing.

Oregon’s Medicaid program was the first to explicitly weigh
the medical benefits and financial costs of different treat-
ments. Though it sounds cold and calculated, such rational
rationing has the potential to save lives and money. Some
health services researchers want to go even further, by putting
an explicit dollar value on life itself. Such a policy would have
extraordinary implications. Imagine a payer refusing to pay for
a drug that might extend the lives of some patients because
the dollar cost of the drug exceeds the dollar value of the lives
saved. This approach may seem brutally rational and border-
line unethical, but it forms the foundation of two recent gov-
ernment-sponsored rationing plans: Australia’s Pharmacy
Benefits Scheme, and England’s NICE program.

Rationing Drugs Down Under
Established in the 1940s, the Australian PBS provides uni-

versal coverage for all approved drugs.11 Prior to 1993,
approval was based on safety and efficacy. These are the main
criteria used by drug regulators around the world, including
the U.S. Food and Drug Administration. During the 1980s,
drug expenditures in Australia grew at an annual rate of 6 per-
cent, and the Australian government took action. In 1990, it
announced that PBS approval would be based on safety, effi-
cacy, and cost-effectiveness. 

In 1993, the Australian government released new PBS
guidelines that remain in effect today. Drug makers seeking
PBS approval must submit economic evaluations to the Phar-
maceutical Benefits Advisory Committee (PBAC), which
reviews all new drugs and has also reviewed about one-third of
the drugs that were on the PBS prior to 1993. Since the incep-
tion of the plan, PBAC has removed more than 60 drugs from
the PBS. It has also delayed approval of many other drugs—
often by as much as two years. 
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To win PBAC approval, drug makers must perform cost-
effectiveness studies. Drug makers have responded to PBAC
(and similar requirements by other regulators as well as
MCOs) by establishing “pharmacoeconomics” departments.
These departments perform cost-effectiveness studies, follow-
ing the scientific principles spelled out later in this book. For
PBAC submissions, these departments make head-to-head
comparisons of their products against competitors. When a
manufacturer can show that a new product is at least as cost-
effective as the competition, the product stands a good
chance of approval. Thus far, PBAC seems to be living up to
its mandate of using cost-effectiveness analysis (CEA) in the
drug approval process. Research shows that PBAC is signifi-
cantly more likely to approve drugs with favorable cost-effec-
tiveness ratios.12

This does not mean that PBS approval is now based solely
on scientific analysis. In a few cases, drug makers and patients
have successfully lobbied the government to bypass PBAC rec-
ommendations. For example, this occurred after PBAC
rejected the breast cancer drug Herceptin for the third time.
PBAC felt that the benefits of a few months’ life extension did
not justify the $600 (in U.S. dollars) weekly cost of the drug.
This argument did not satisfy Herceptin’s manufacturer,
Roche, or the activist group Breast Cancer Network Australia.
This group lobbied every member of the Australian Parlia-
ment, arguing that no one can put a price on life.13 Under
political pressure, the Australian government bypassed PBAC
in 2002 and added Herceptin to the PBS.

PBAC also created controversy when it refused to approve
Viagra. Viagra’s maker, Pfizer, threatened to sue PBAC and
then appealed PBAC’s decision. PBAC held firm. Pfizer
appealed again, presenting new evidence on Viagra’s cost-
effectiveness. Pfizer lost again. Pfizer appealed a third time,
requesting that Viagra be approved for patients with a narrow
range of conditions, including diabetes and spinal-cord inju-
ries.14 PBAC finally gave its approval for these limited uses.

PBAC’s approval of Viagra has raised red flags among those
concerned about budget priorities. Critics contend that Viagra
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use will soar, regardless of the PBAC limitations, and that the
money spent on Viagra will be taken away from other, more
valuable drugs. (They might have added that the money could
have been put to good nonmedical uses as well.) Viagra is not
the only budget-buster eventually approved by PBAC. Expen-
ditures for cholesterol-lowering statin medications, arthritis
drugs such as Celebrex, the smoking-cessation drug Zyban,
and other therapeutic breakthroughs have taken their toll on
the Australian drug budget. Drug expenditures are now climb-
ing at a double-digit annual rate, twice the increase before
PBAC was created. It is increasingly difficult for PBAC to bal-
ance the demand for valuable new drugs against its mandate to
contain costs. 

PBAC is caught in the middle of the classic debate about
rationing. Opponents of the current Australian government, as
well as critics of the pharmaceutical industry, claim that
recently approved drugs are causing a “blowout” in the drug
budget. They point out that in 2000, Celebrex and Zyban
alone cost $180 million out of a total drug budget of $4 billion.
Viagra was expected to add another $100 million in expenses.
Critics mock this inordinate spending on “lifestyle” drugs and
wonder if it will wreck the PBS. Yet patient groups are pre-
pared to lobby to get every new drug on the PBS. Australian
health minister Michael Wooldridge defends PBAC’s “generos-
ity,” noting that decisions like the approval of Celebrex have
been enthusiastically received, with patients actually stopping
him on the street to express their gratitude.15

The National Institute for Clinical 
Excellence (NICE)

England’s NICE is arguably the most famous (infamous?)
rationing agency in the world. Ironically, NICE was formed to
address widespread concerns about rationing that was already
occurring. To understand why NICE was formed, it is neces-
sary to first understand a little bit about the British National
Health Service (NHS). Great Britain is divided into regional
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health authorities. Under the NHS, each health authority
manages its own budget, and each must decide whether or
not to pay for specific treatments, including prescription
drugs. As a result, patients in one region may find that their
authority will not pay for an expensive drug or surgery, even
though other regional authorities cover it. This situation cre-
ated what critics derisively called a “postcode lottery,” so
named because insurance coverage under the NHS depended
where patients lived.

The postcode lottery was an unfortunate result of two con-
flicting trends. First, rapidly evolving technology made it pos-
sible to treat conditions such as breast cancer, dementia, and
MS, but only at a very high cost. Second, economic growth
across England was uneven. Some health authorities, such as
Somerset, had ample budgets, but others, such as Avon, did
not. Patients lucky enough to live in Somerset could count on
coverage for Taxol to treat breast cancer and beta-interferon
to treat MS. But Avon residents were not so lucky. Their
health authority could earmark only £120,000 annually for
beta-interferon, enough to treat just 12 patients. Hundreds of
others had to go without. 

By the mid-1990s, there was a growing consensus in Brit-
ain that the NHS needed to put an end to the postcode lottery.
Newspapers put pressure on the NHS by profiling patients
denied access to drugs, even though neighbors living across
the street (but in a different health region) had coverage. In
the summer of 1998, when Viagra was poised to hit the mar-
ket, several newspapers had a field day speculating about pos-
sible “sex by postcode,”16 while in 1999, an MS sufferer
successfully sued the North Derbyshire Health Authority to
obtain coverage for beta-interferon. Physicians, patients, and
many politicians all called on the NHS to increase funding to
cash-starved regional authorities. 

On April 1, 1999, the NHS acted to end the postcode lot-
tery. Following Australia’s lead in institutionalizing cost-effec-
tiveness as a decision-making tool, the NHS established NICE.
Nominally, NICE’s role is “to provide patients, health profes-
sionals and the public with authoritative, robust and reliable

PH054-Dranove.book  Page 11  Thursday, November 7, 2002  12:38 PM



W h a t ’ s  Y o u r  L i f e  W o r t h ?12

guidance on ‘best practice.’17 The Secretary of State for Health
selects the topics for “guidances,” based on their likely impact
on the NHS. The current Secretary, Frank Dobson, has
claimed that NICE would put an end to postcode rationing18

and instead would make sure that the availability of drugs and
other technologies would be based on evidence of cost-effec-
tiveness. 

This was hardly the first time that a health care payer
would rely on clinical evidence. Throughout the world, payers
have for years refused to cover services for which there was no
evidence of efficacy (that is, no evidence that the service did
any good). This is a practice that all medical providers have
come to accept. But Dobson went further. NICE would not just
consider efficacy. NICE also intended to consider efficiency.
Even if a service was efficacious, NICE might not approve it.
That depended on how much it cost. Like Australia’s PBS,
NICE would explicitly trade off benefits and costs.

If anyone doubted NICE’s determination to weigh costs as
well as benefits, such doubts were eliminated after NICE
issued its first guidance. In October 1999, NICE published its
guidance on the prescription of Relenza, an antiviral drug
made by British pharmaceutical giant Glaxo. There is almost
no doubt that Relenza is efficacious in reducing flu symptoms;
it is routinely covered by even the stingiest of HMOs in the
United States. But the NICE guidance on Relenza cited the
high cost of the drug (at least £9.9 million annually, out of a
total NHS budget of £65 billion) and the minimal health bene-
fit (one day reduction in symptoms for some patients). In light
of this evidence, NICE advised against the prescription of
Relenza during the 1999–2000 influenza season. NICE added
that it expected to examine additional data and might revise
the guidance. 

The NHS went along with the Relenza guidance. For the
first time in England, the NHS cited high costs to refuse to pay
for a medically efficacious treatment. Needless to say, this
angered providers and patients. It also angered pharmaceuti-
cal companies. Drug makers had hoped that NICE would pre-
vent the postcode lottery by assuring wider access to drugs.
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Instead, NICE appeared to be limiting access. Tom McKillop,
the head of the British Pharma trade group, complained to
Prime Minister Tony Blair that the ruling on Relenza had ful-
filled their companies’ worst fears about NICE, namely, that
NICE was a smoke screen for rationing of health services.19

McKillop also wrote an editorial in the London Daily Tele-
graph whose title, “Postcard Prescribing Is Better Than No
Prescribing,” succinctly summed up its message.20 In the
meantime, Glaxo CEO Richard Sykes sent a letter to Secre-
tary Dobson in which he threatened to move his company out
of the United Kingdom. Other pharmaceutical firms made
similar threats.

Having issued just one guidance, NICE had already learned
that nothing it would ever do would be entirely free of political
considerations. NICE reacted by treading with caution. First,
it promised to assess additional evidence on the cost-effective-
ness of Relenza. Then, it waited five months before issuing its
second guidance. It chose a far less controversial procedure—
the removal of wisdom teeth. By April 2000, however, the
storm over Relenza had died down. In the meantime, NICE
had performed detailed studies of several drugs and medical
services and began offering a series of new guidances. In April
2000, NICE recommended against the use of several costly
types of hip prostheses. To justify this action, NICE cited the
lack of good cost-effectiveness data.21 In May 2000, NICE rec-
ommended increased use of coronary artery stents, instead of
coronary artery bypass surgery, to open blockages in the car-
diac circulatory system.

That same month, NICE approved the use of a class of
drugs called taxanes for the treatment of ovarian cancer. In
June, NICE approved the same drugs for the treatment of
breast cancer. These were crucial rulings because the NHS had
refused to pay for these costly new drugs, pending the NICE
guidelines. Moreover, an unfavorable ruling might have cre-
ated a potent political alliance between women’s health groups
and the pharmaceutical industry. For the time being, NICE
had avoided further controversy.
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Perhaps because of the favorable ruling, potential critics
of NICE seemed to overlook a remarkable paragraph that
appears in the ovarian cancer guidance. Buried in a section
titled “Evidence,” NICE reported that research on the cost-
effectiveness of taxanes suggested a cost per life-year gained
of £6,000 to £8,000 per patient.22 For the first time, NICE
explicitly weighed money against lives and publicly stated its
findings. The message that was lost in the fine print was a cru-
cial one: NICE would recommend that the NHS spend the
money to save lives, but only if the price was right. Moreover,
NICE felt that £8,000 per year of life was cheap enough. This
raised an interesting question. What if the cost had been
£80,000 per year of life? Would NICE and the NHS have con-
cluded that the price was too high? Would they have refused
to pay for treatment because they did not believe a year of life
was worth that much?

Over the next year, NICE guidances would provide some
answers. Most guidances now report specific trade-offs
between money and lives. NICE supports the use of gemcitab-
ine for the treatment of pancreatic cancer, based on a cost per
life-year of £7,200 to £18,700. It recommends against the use
of implantable heart defibrillators, which cost upwards of
£30,000 per life-year saved. In its revised Relenza guidance,
issued in late 2000, NICE supports the drug’s use among at-
risk adults, citing a cost per year of life of £9,300 to £31,500,
but recommends against its use among all adults, citing a cost
per life-year of £38,000. (Actually, NICE refers to the costs
per quality-adjusted life-years (QALY), which is not quite the
same thing as a regular year. I will have a lot more to say
about QALYs in Chapter 6.) In a guidance restricting the use
of laparoscopic surgery to only certain types of hernia repair,
NICE cites a cost per life-year of £50,000. Apparently, NICE
believes that it may be worth spending £30,000 for a year of
life but balks when the price approaches £40,000. As far as
NICE is concerned, a year of life must be worth between
£30,000 and £40,000. (One study estimates that Austrailia’s
PBAC uses an implicit threshold of about $50,000 [in U.S.
dollars] per life-year.23)
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Thus far, NICE has issued more than 50 guidances. Almost
all of them explicitly weigh costs and benefits, and they base
recommendations on the estimated cost per year of life. But
none have received more attention or criticism than NICE’s
guidance on beta-interferon.

The Beta-Interferon Controversy

By late June 2000, NICE had issued six guidances, half of
which placed substantial restrictions on access to care. Even
so, the public reaction to these restrictions was mild in com-
parison to the reaction to a ruling that NICE did not issue. On
June 21, 2000, word leaked out that NICE would recommend
against the use of beta-interferon for the treatment of MS. 

MS is a disease of the central nervous system. MS patients
suffer many symptoms, including double vision, fatigue, and
poor coordination. These symptoms may come and go in some
MS patients, but the disease usually progresses, and the symp-
toms cease going into remission. When the injectable drug
beta-interferon was first proposed as a treatment for MS,
research suggested that it was efficacious in reducing the fre-
quency and intensity of symptoms in some patients. The Brit-
ish Association of Neurologists stated that the evidence of the
drug’s efficacy was unequivocal. Based on such evidence, regu-
lators approved the drug for sale in England in 1995.

Even so, all but nine (out of 100) regional health authori-
ties balked at the cost of the drug, with the result that only 2
percent of MS sufferers in the UK took the drug, versus 12 to
16 percent elsewhere in Europe.24 MS patients had hoped that
NICE would support the use of beta-interferon, opening the
way for more generous coverage and wider access. The leaked
ruling from NICE disappointed and angered MS patients, fam-
ily members, providers, and rival politicians. Newspapers were
filled with personal testimonials about the benefits of beta-
interferon. “I can sit up in bed,” said one patient,25 while
another told of how the drug allowed her to read to her chil-
dren.26 The Sunday London Daily Telegraph featured an arti-
cle written by an MS patient, titled “The Hope Interferon
Gives Me.”27 The author was “shocked and angered” by NICE’s
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claim that beta interferon was not cost-effective and described
NICE as “viciously cruel.”

NICE Chairman Michael Rawlins did not dispute any of the
arguments put forth by MS supporters. Confirming the content
of the unreleased report, he stated that NICE did not approve
beta-interferon because the cost outweighed the benefits.28 In
fact, one research study suggested that the cost per QALY
approached £1 million, well above the threshold that had been
used in other guidances. This rational assessment did little to
quell the anger of MS supporters. Activists organized letter-
writing campaigns across England. Newspapers around the
country continued to run articles about the controversy. Mem-
bers of Parliament put political pressure on the NHS to ignore
NICE and pay for beta-interferon. In the meantime, a firm that
manufactured the drug released a study showing that the cost
per QALY was less than £40,000, right around the NICE
threshold.

The protests paid off. By the end of July 2000, NICE had
agreed to postpone issuing its report on beta-interferon until
September. September came and went, but no report was
forthcoming. In December, NICE announced that it would not
release its report until 2001; one month later, NICE indicated
that the report would be delayed by another six months. By
August 2001, the report had been put off yet again. In the
meantime, most regional authorities still refused to pay for the
drug. NICE officials were accused of “breathtaking bungling”
and branded murderers.29 NICE finally released its beta-inter-
feron guidance in February 2002. Striking a middle ground,
NICE allowed current users to continue to receive the drug but
recommended against paying for the drug for new patients.

While it dragged its feet on beta-interferon, NICE issued
many other guidances. Whereas half the guidances issued
prior to June 2000 placed moderate to severe restrictions on
access, virtually all of the guidances issued in the wake of the
beta-interferon fiasco were lenient (though some narrowed the
range of candidate patients on the basis of clinical conditions).
It approved Ritalin for children with attention deficit disorder
and acetylcholinesterase inhibitors for treating Alzheimer’s

PH054-Dranove.book  Page 16  Thursday, November 7, 2002  12:38 PM



Chapter 1 • Is It NICE to Ration? 17

disease. The revised Relenza guidance reversed the previous
restrictions on its use. 

Was the string of favorable guidances a coincidence? Per-
haps all of the therapies considered by NICE were truly cost-
effective. But it is also possible that NICE withheld unfavor-
able guidances until the controversy died down. In fact, when
news leaked out in May 2001 that NICE planned to recom-
mend against paying for a drug treatment for non-Hodgkin’s
lymphoma, some critics contended that NICE intended to
withhold the announcement until after the June election for
prime minister. Yet after the election, NICE continued to issue
mostly favorable guidances. It approved nicotine replacement
therapy for smokers who wished to quit, and guidance on obe-
sity okayed the prescription of Meridia. 

Judging from the public’s reaction to negative guidances,
one wonders why NICE does not approve everything. In June
2002, NICE restricted funding for Visudyne, an intravenous
drug that treats macular degeneration, the leading cause of
blindness in the elderly. The drug is routinely available in
Europe, the United States, and Canada. But citing a cost per
QALY of £80,000, NICE effectively restricted the use of Visu-
dyne to one eye, provided the patient had already lost sight in
the other. As with the proposed restriction on beta-interferon,
the public has reacted hostilely, to say the least. One leading
newspaper ran the headline “You Must Go Blind in One Eye
Before NHS Will Treat You.”30 Another ran “Eye Treatment
Proposals Are Scandalous.”31 Still another claimed, “Ruling
Will Let Thousands Go Blind.”32 Thus far, NICE has refused to
revisit its ruling, but political pressure is mounting.

Medicine versus Economics 

In making cost-benefit trade-offs explicit, NICE was sure to
draw fire from the medical community. From the first day of
medical school, fledgling physicians are taught to do whatever
is possible to improve the health of their patients. Physicians
are restrained only by the dictum “Do no harm.” Naturally,
the thought that cost might stand in the way of a potentially
valuable treatment is anathema to physicians. 
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In contrast, economists have long counseled in favor of
weighing medical benefits against costs. Academic economists
and even a few medical researchers have been publishing cost-
effectiveness studies for more than three decades. These stud-
ies have questioned the widespread use of interventions such
as bypass surgery, liver transplants, and even the prescription
of antibiotics for sore-throat sufferers. In the past few years,
rising medical costs, especially the costs of prescription drugs,
have forced more and more decision makers in the health care
community to give credence to the economists’ viewpoint. In
many countries, including England and Canada, patients have
come to accept a certain degree of rationing. In the United
States, patients have implicitly given their approval for ration-
ing as well. Patients may object when they are the personal
victims of rationing by HMOs. But, when given the choice,
many Americans balk at paying for more expensive forms of
health insurance in which rationing is all but nonexistent. 

As the medical research community rolls out new technol-
ogies at a record pace, and as aging baby boomers demand
that their medical systems pay for them, health care costs will
continue to rise. At some point, all payers will face the same
problem as the one confronting the British NHS: In a world of
limited resources, it may be necessary to curtail health care
purchases. When this happens, rationing will take center stage
throughout the world. 

This is not to say that rationing is relatively new to health
care. In a lecture titled “The Morality of Efficiency in Health
Care,” British economist Anthony Culyer observed that
rationing was an everyday occurrence long before payers got
involved.33 Culyer recalled the example of a British physician
who was listening to a patient with psychological problems
describe his personal anguish. The story continued, “Sud-
denly, the phone rings—a 55-year-old lecturer with a history
of chest pains has collapsed in a lecture room. [The physician]
excuses himself from the patient before him, being the only
physician on duty, to attend to the patient outside.” This phy-
sician has rationed his time, deciding that “the cost of tempo-
rarily neglecting the one is justified by the immediate need of
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the other.” Culyer told the story of another physician whose
patient had requested the latest and most expensive nonste-
roidal anti-inflammatory drug (NSAID). The physician recom-
mended an effective but much cheaper NSAID. The patient
was outraged. She felt that her physician was withholding a
valuable treatment—that is, she was being rationed—and
switched physicians. 

Few people notice when rationing is the result of decisions
made by individual physicians. There are certainly no newspa-
per headlines, and there is no handwringing by politicians. But
institutional rationing is another story. Rationing by HMOs
leads to emotionally charged hearings and congressional
reforms. Britain’s NICE, which has taken a scientific approach
to rationing, has been met with skepticism and scorn. No orga-
nization wants the kind of scathing publicity brought about
when it rations health care. It stands to reason that these orga-
nizations—government agencies and HMOs alike—have some
overwhelming reason for wanting to ration. 

Institutional rationing replaces the decisions of doctors
and patients with third-party command and control. This
makes sense only if unfettered medical decision making, free
of institutional interference, is fraught with inefficiencies and
mistakes. Chapter 2 documents these inefficiencies and mis-
takes. Their magnitude is staggering. The waste of unfettered
medical decision making amounts to several hundred billion
dollars annually. Medical mistakes costs thousands of lives.
This financial and human toll forms the backbone of the argu-
ment in favor of rationing.

Endnotes

 1. V. Fuchs, 1974, Who Shall Live? New York: Basic Books.

 2. P. Metcalf, 1993, “Is Heart Transplantation a Wise Use of Scarce
Health Care Dollars?” Canadian Medical Association Journal
149(12): 1829–30.

PH054-Dranove.book  Page 19  Thursday, November 7, 2002  12:38 PM



W h a t ’ s  Y o u r  L i f e  W o r t h ?20

 3. Health services researchers are mainly physicians and social sci-
entists who study ways to improve the performance of health care
systems.

 4. C. Hall, “MS Victims Angry as Drug Plan Is Shelved,” London Dai-
ly Telegraph 23 December 2000, p. 4.

 5. R. Yeo, “MS Group Is Angry at Drug Decision Today,” UK News-
group Regional Press—This Is Bradford.

 6. Hall, ibid.

 7. Reported in M. Walker, 1999, “The Americas: Canadians with
Medical Needs Follow Their Doctors South,” Wall Street Journal
15 March 1999, p. A15.

 8. “Heresy in Canada,” Wall Street Journal 29 November 1999, p.
A14. P. Yelaha, 2001, “Cancer Surgery Wait Called Shocking,”
Toronto Star 21 August 2001, p. 1.

 9. J. Beltrame, “To Ease Crisis in Health Care, Canadians Eye Pri-
vate Sector,” Wall Street Journal 20 April 2000, p. A19.

 10. M. Abramowitz, 1992, “Oregon Plan Would Ration Health Care,
Cover Every Resident,” Washington Post 14 June 1992, p. B4.

 11. For more information, see J. Hall, 1999, “Incremental Change in
the Australian Health Care System,” Health Affairs 18(3): 95–110.

 12. D. Birkett, A. Mitchell, and P. McManus, 2001, “A Cost-Effective-
ness Approach to Drug Subsidy and Pricing in Australia,” Health
Affairs 20(3): 104–14.

 13. See M. King, 2001, “Up to 900 Women Gain Help in High-Cost
Battle with Tumours,” The Advertiser 19 October 2002, p. 22.

 14. “Viagra Listing Raises Issue of Cost Blowout,” Canberra Times 20
January 2002, p. 22. 

 15. M. Blenkin, 2001, “Fed: Wooldridge Says Government Aims to
Stop Drug Wastage,” AAP Newsfeed 3 June 2001.

 16. J. Laurance, “Viagra on NHS May Cost Pounds 1Bn,” The Inde-
pendent 8 July 1998, p. 9. The British NHS took the regional au-
thorities off the hook for Viagra by issuing a nationwide ban on
coverage.

 17. NICE web site: www.nice.org.uk/cat.asp?c=43.

 18. NICE web site: www.nice.org.uk/cat.asp?a=28.

 19. A. Clark, “Sick of Being Patient,” London Daily Telegraph 9 Octo-
ber 1999, p. 31.

PH054-Dranove.book  Page 20  Thursday, November 7, 2002  12:38 PM



Chapter 1 • Is It NICE to Ration? 21

 20. London Daily Telegraph, 11 October 1999, p. 24.

 21. NICE, “Guidance on the Selection of Prostheses for Primary Total
Hip Replacement,” April 2000.

 22. NICE, “Guidance on the Use of Taxanes for Ovarian Cancer,” May
2000.

 23. Hall, ibid.

 24. Statistics cited in T. Womersley, G. Jones, and D. Demetriou, “MS
Sufferers Condemn NHS Curb on Drug Treatment,” London Daily
Telegraph 22 June 2000, p. 1.

 25. Quoted in J. Duddy, 2000, “MS Patients Refute Claims,” Ply-
mouth Evening Herald 23 June 2000, p. 13.

 26. Quoted in Womersley et al., ibid.

 27. A. Palmer, “The Hope Interferon Gives Me,” London Sunday
Telegraph 25 June 2000, p.34.

 28. “NICE Review After Further Leak,” Chemist and Druggist 1 July
2000, p. 6.

 29. Hall, ibid.

 30. J. Chapman and J. Hope, 2002, London Daily Mail, 13 June 2002,
p. 2.

 31. J. Hodby, 2002, Leicester Mercury 14 June 2002, p. 12.

 32. L. Burkin, 2002, London Evening Standard 13 June 2002, p. 25.

 33. A. Culyer, 1993, “The Morality of Efficiency in Health Care,” in
A. King, T. Hyclak, R. Thornton, and S. McMahon, eds., North
American Health Care Policy in the 1990s, New York: John Wiley
& Sons Limited. Reproduced with permission.

PH054-Dranove.book  Page 21  Thursday, November 7, 2002  12:38 PM




