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Costs, True Costs, and Whose Costs in Economic Analyses

in Medicine?
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Abstract
Cost-effectiveness analyses of clinical practices are
becoming more common in the development of health
policy. However, such analyses can be based on mis-
conceptions and flawed assumptions, leading to
flawed policies. We argue that such is the case with
the recent recommendations for routine measurement
of umbilical cord gases at delivery, a policy based on
the assumption that this clinical strategy will pay for
itself by reduced malpractice awards. As we demon-
strate, this argument reflects the physicians’ perspec-
tive, not that of society or of patients. It also ignores
the fact that malpractice awards are largely transfer
payments, not costs of healthcare. .
(Am ] Man Care 1997;3:915-917)

s considerations of cost are increasingly seen as
relevant in healthcare decisions, cost-effective-
ness analyses of clinical practices are becoming
more common and more persuasive in the develop-
ment of health policy. Many of these analyses are valu-
able contributions that can help policy makers balance
potentially competing social and individual goals.
Sometimes, however, the same tools are used incor-
rectly. In this article, we describe a current example of
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the misuse of economic reasoning to drive clinical pol-
icy. In this example, arguments for the cost-effective-
ness of the routine measurement of umbilical cord
gases at delivery assume that this clinical strategy will
pay for itself by reduced malpractice awards. We feel
that this reasoning is incorrect, and implicitly and
improperly assumes the perspective of the physician.
We believe the example illustrates a fundamental mis-
conception, and conveys a basic lesson, about incorpo-
rating economic considerations into clinical decisions.

The Case of Umbilical Cord Acid-Base
Determinations

Over the past few years, several authors have advo-
cated the routine use of umbilical cord blood acid-base
determinations following delivery.’* These individual
recommendations have been supported in part by a
committee opinion from the American College of
Obstetricians and Gynecologists recommending
umbilical artery blood gas analysis in cases where
neonatal difficulties persist past the first five minutes
after delivery.’ There is evidence that these recom-
mendations are taking hold. A recent survey of chairs
of US and Canadian university departments of obstet-
rics and gynecology revealed that approximately 90%
of these centers use umbilical cord gas readings in
selected circumstances and 27% use them in a majori-
ty of deliveries." The test carries an average cost of
$30. Therefore, if applied routinely to the four million
annual births in the US, this clinical strategy would
invoke an annual societal cost of over $120 million.
Given this cost, one would hope that numerous bene-
fits would result, making the strategy “cost-effective.”

The promise of umbilical cord blood acid-base
determinations is that these measurements might pro-
vide a more accurate and objective metric of newborn
health and recent intraparcum distress than the Apgar
score. However, this promise has not been fulfilled.”®
Furthermore, whether or not cord acid-base determi-
nations have any predictive ability, there is no evi-
dence that they influence or improve neonatal
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management.”® For these reasons, umbilical artery
acid-base determinations are clinically ineffective.

Thousands of other clinical strategies have been
advocated in the past despite the absence of evidence
supporting their effectiveness. What makes the argu-
ments surrounding routine cord acid-base measure-
ments particularly interesting, however, is the unique
perspective they assume. Perhaps the loudest argu-
ments in favor of routine cord blood sampling are
those that suggest this test will decrease the number of
malpractice suits against obstetricians.'** In this sce-
nario, the obstetrician can be protected from a claim of
negligence in the intrapartum period by documenting
normal acid-base status at birth. Despite the evidence
that abnormal umbilical cord acid-base determinations
are poorly predictive of clinical outcomes and do not
influence neonatal management, the assumption that
they remain able to provide evidence of intraparcum
asphyxia has created for some an independent indica-
tion for their use. Thorpe and colleagues have argued
that although umbilical artery blood acidemia is not
predictive of later morbidity, normal cord blood values
“rule out the diagnosis of birth asphyxia, both in the
delivery room and in the courtroom.” Richards and
Johnson make a similar claim: “In response to those
who are concerned about the cost of routine studies,
the money saved by preventing one major award could
pay for the analyses in 70,000 to 100,000 deliveries.”’
Arguments like these reveal misconceptions regarding
economic analysis.

- DISCUSSION -

A major consideration in evaluating the cost-effec-
tiveness of clinical strategies is assuring a perspective
appropriate to the goals of the analysis. For example, an
economic analysis to be used for policy decisions by a
managed healthcare organization might assume a per-
spective different from a similar analysis performed for a
patient advocacy group. Common perspectives include
those of patient, payer, and society, and each has its own
purpose. In general, physicians are interested in improv-
ing the health of society and so cost-effectiveness analy-
ses typically assume a societal perspective.

What perspective is assumed by ‘an analysis that
suggests a clinical strategy will pay for itself in reduced
malpractice awards? The damages, both compensatory
and punitive, awarded in malpractice suits are not
costs from the perspective of society. They are transfer
payments from physicians (or their insurers) to
patients. These transfers represent financial ex-
changes in which resources are neither consumed nor
produced. They are not costs; reducing them does not

reduce costs; and they do not belong in the numerator
of a cost-effectiveness analysis framed from a societal
perspective.

Only in a narrow sense will efforts that reduce mal-
practice claims reduce overall social costs. This is so
because malpractice claims consume resources only in
terms of legal costs and court fees that could have
been allocated to other purposes. Every malpractice
case avoided means more time judges, attorneys,
physicians, and juries can spend doing more produc-
tive things. These are the transaction costs incurred as
monetary damages are transferred from physicians and
their insurers to patients. Alchough these transaction
costs can be substantial-—as little as 60 cents of every
dollar awarded in a medical malpractice case finds its
way to the plaintiff>—what remains of punitive or
compensatory monetary awards is not a societal cost,
but a transfer of funds between parties.

In the setting of malpractice awards, what society
perceives as a transfer payment, physicians and insur-
ers perceive as a cost. Leaving transaction costs aside,
only from a physician’s perspective can a reduction in
malpractice claims be seen as a way to reduce costs.
From this perspective, routine cord acid-base determi-
nations—if they truly decrease litigation—would be a
favorable strategy. Reduced malpractice cases and
awards would directly translate into decreased insur-
ance premiums. Since physicians will largely deter-
mine whether such testing is performed, arguments
suggesting that routine cord-gas testing is cost-effec-
tive reveal a conflict of interest in which physicians’
interests are put ahead of society’s.

The more general problem of defensive medicine is
also a problem of perspective. Some physicians overuse
diagnostic tests in order to reduce their expectation of
malpractice suits. For example, when evaluating a
patient with minor head trauma, physicians may order a
computerized tomograph of the head to protect them-
selves from a lawsuit should an unlikely outcome be
missed. Such testing might provide some benefit for the
patient, but perhaps in many cases the physician would
not have ordered the test were there no concern about
future litigation. In effect, these physicians blend their
own perspective with that of the patient or society in
their intuitive and perhaps unconscious cost-effective-
ness calculation.” Umbilical artery blood gas analysis
takes these concerns about economic perspective to an
extreme degree.

.- CONCLUSION -

With all of the assumptions that commonly com-
prise a cost-effectiveness analysis, it is easy to lose
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sight of what may be the most important one: Whose
perspective is assumed? Typically, the most vexing
health policy questions are those that put societal
interests like public health and fiscal constraint into
competition. If health policy questions prompt
cost-effectiveness analyses in which the physician’s
perspective is assumed, those analyses may not pro-
vide the right answers to those questions.
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