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ABSTRACT

Pharmacoeconomics is a branch of health economics which is derived
from latin word ‘“Pharmacon”- and “Economia™ It deals with the
economic aspect of health that is the costs of health services. There are
different types of costs which is affecting the health services. There is not
only the direct medical cost, but also direct nonmedical cost, indirect
nonmedical costs and intangible cost. The consequences of therapy are
evaluated from economic, clinical and humanistic perspective, also
known as the ECHO model. There are partial and full pharmacoeconomic
analyses. The partial analyses are cost of illness and cost of consequence.
The full analyses are cost effective, cost benefit, cost utility and cost
minimization analyses. The cost effective analysis is the most commonly
used analysis
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INTRODUCTION supplies, diagnostic tests, etc. The charges of the bed

Pharmacoeconomics (PE) deals with the economic
aspect of health. This topic is new in Nepal. It is
just in its inception. There is not much work done
in this field. It is a branch of health economics. We
extremely lack the pharmacoeconomic analyses of
drugs in our country.' The policy of the country
doesn’t mandate the compulsory
pharmacoeconomic analysis of newer drug
treatment or procedure. This is one of the reasons
why we are lagging and not much developed in the
field.

Pharmacoeconomics is new to the world too and
was developed in 1970s. McGhan, Rowland &
Bootman in the University of Minnesota pointed
out concepts of cost-benefit & cost-effectiveness
analyses in 1978. The term Pharmacoeconomics
was first published in 1986 by Townsend.” There
are different types of costs- direct medical, direct
nonmedical, indirect nonmedical and intangible.

Direct Medical Cost
This is the cost that is directly involved with the
treatment like the cost of medicine, medical

in the hospital is also included in this type.

Direct Nonmedical Cost

This is the costs that is not directly associated with
medicine and medical supplies. The cost of
transportation to and fro the health center, special
diets, visits to the emergency department, extra
hospital visits are included in this type of costs.

Indirect Nonmedical Cost

This is the cost that is lost due to the absenteeism
from the work or loss of productivity due to the
illness.

Intangible cost

The pain, suffering, grief of the patients and
caregivers is included in this type. This type of costs
is usually excluded while forming the insurance
policies.

Consequence (ECHO model)*”’
Consequence is defined as the effects, outputs, or
outcomes of program or drug therapy.
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a. Economic outcomes — It compares different
types of costs like direct, indirect, and intangible
costs with consequences of medical treatment
alternatives.

b. Clinical outcomes — The medical events that
occur due to disease or treatment is the clinical
outcome.

c¢. Humanistic outcomes — It is the holistic
approach. This outcome measures the mental, social
and spiritual well being of the patient. It quantifies
whether the patients health condition is restored as
that of before illness or not.

Evaluation

There are different perspectives of evaluation. The
out of poccket expense of the patient not covered by
insurance is the patient perspective. The provider
perspective is the services provided by the
institutions like hospitals which is also the direct
cost. The cost covered by insurance companies,
employers or the government is the payer
perspective. All direct and indirect costs also comes
under social perspective.

Pharmacoeconomic analyses

The partial analyses are cost of illness and cost
consequence. The full analyses are cost effective
(CEA), cost benefit (CBA), cost utility (CUA) and
cost minimization analyses (CMA).

Cost effective analysis

The most commonly employed analysis is the CEA.
It measures effectiveness in natural units like
decrease in uric acid level, decrease in blood
glucose and the costs in money. The therapies with
qualitatively similar outcomes is compared. The
average cost-effectiveness ratio (ACER) or an
incremental cost effectiveness ratio (ICER) is used
to compare the treatment alternatives.

ACER= Net Cost / Net Health Benefit
ICER = Cost of drug A - Cost of drug B / Benefits
of drug A — Benefits of drug B
= Difference in costs (A-B) / Difference in
benefits (A-B)
The countries like Australia, New Zealand, and
Canada have incorporated this analysis in their
policies.*'?

Cost minimization analysis
This analysis measures the outcome only in terms
of monetary value. This is the difference from cost

effective analysis where outcome is measured in
terms of natural units. While comparing the two
treatment alternatives, the one with the low direct
medical cost is selected. The cost that is included
here are the costs directly related to medicine like
medicine preparation, nursing care, hospital visits,
physician consultations, etc.*"

Cost Benefit Analysis

The costs as well as the benefits of the treatment
alternatives are measured and then both are
converted into equivalent rupees in the year in
which they will occur. The difference with cost
minimization analysis is that it also measures
benefits. The similarity is that both analyses
measures outcome in monetary value. The costs and
benefits are expressed as a ratio, a benefit-to-cost
(B:C) ratio). It also measures and quantifies direct
costs and direct benefits.

Cost utility analysis

It measures the outcome in terms of health related
quality of life. The death is rated zero and the
perfect health as one. The perfect health is the state
of complete physical, mental, social and spiritual
well being of the patient for a year. The quality of
life is usually rated between O to 1. If the person is
in a complete state of health with medication/
intervention for six months, it becomes 0.5. If the
person is not in a complete state of health, lets say
0.5 for five years, it becomes 2.5. This type of
analyses is done more frequently in cancer patients.
The measurement of quality of life is a holistic
approach in the treatment.*”'*'®

Importance of Pharmacoeconomics

The pharmacoeconomic analyses are very useful in
effective formulary management which many
countries are now adopting. It is also helpful in
individual patient treatment. In many countries,
medication policy mandates PE analyses which is
very essential for proper health care management
and resource allocation. They have the strong
universal health coverage policy. They formulate
their ~ reimbursement  policies based on
pharmacoeconomic analyses of the drugs for the
particular treatment. The analyses depends upon the
disease and the drugs. There are disease modelling
and then budget impact analyses is done.'” The cost
effective treatment is then chosen and incorporated
into the standard treatment guidelines of the country
and eventually in the insurance scheme. In our
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country we have national standard treatment
guidelines for few diseases, insurance policy is
grooming up'® and national formulary is also in the
process of revision, so its very essential that we
include pharmacoeconomic analyses in our drug
policy. It also helps in the rational use of medicine.

CONCLUSION

The field of Pharmacoeconomics is still unexplored
in Nepal which has taken up a huge leap in
developed countries, as well as in our neighboring
countries. There are various types of costs which
are quantified and analyses done. The cost
effective analysis is the most commonly employed
one. The pharmacoeconomic analyses help a lot in
forming the standard treatment guidelines and the
formulary of the country. Thus it needs to be
incorporated in the drug policy of Nepal.
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