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Utility analysis

• Health utility weights provide a measure of 
the desirability of one health state compared 
to another, i.e. its relative value. 
– arises in the context of choice
– choices reflect consumer preferences which are 

ultimately guided by the perceived benefit (or 
utility) of the commodity to the individual 

• Measured on an interval scale and anchored 
by perfect health and death
– Utility weight acts as an “exchange rate” between 

length and quality of life



Quality-adjusted life years 
(QALYs)

QALYs combine in a single measure the quantity of 
life (mortality) and the quality of life (morbidity) 
associated with a health outcome. 



Assessing QALYs gained
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QALYs: simple example

Hypothetical project to vaccinate a single healthy male 
against flu.  
Epidemiological data: 
Unvaccinated healthy men who contract flu are confined to 
bed for 1 week (1/52 of a year), and are mobile but sick for a 
further week.  They then return to full health.  
Assume that the vaccine is 100% effective, a man who is 
vaccinated will not contract flu but will be in good health all 
the time.  
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Influenza epidemic: health states



Vaccination QALY gains

The patient gains:

[(1/52)(1.00) - (1/52)(0.4)] + [(1/52)(1.00) -
(1/52)(0.6)] = 1/52 QALYs

the equivalent of one week of healthy life



Costs

Value of resources used and/or forgone. 

Traditionally classified as
• Direct (medical; non-medical)(health sector; other sector)
• Indirect (time-loss)
• Intangible, psychosocial



Costs: how do we value?

• Opportunity cost
– value of benefits forgone

• eg expanding high tech services comes at the expense of 
increasing community services for the elderly

• Economic cost  
– the payment required to keep a resource in its present 

employment, 
– the remuneration that the resource would receive in its 

next best alternative use. 
• Must often be derived
• If could not be usefully employed elsewhere, OC zero

• Accounting Cost
– out-of-pocket expenses
– historical costs, depreciation, 
– and other bookkeeping entries.



Costs and perspective: an example
Neil et al Aust N Z J Psychiatry 2014 48(2): 169 -182



Decision Tree Analysis

Hypothetical Decision Tree for Breast Cancer Treatment 


