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providing them hypothetical market scenarios to document
their responses5,6. Morris explains that the theoretical basis
of stated preference is psychological which is often disagreed
by extreme views associated with Austrian economics which
state that choices in real market have relevance to economic
analysis. However, most economists have the view that
stated preference or willingness to pay is acceptable method
if inclined with the aims of economic analysis. Olsen explains
that one of the greatest challenges for publicly financed
health services is the setting of priorities among competing
healthcare programs. He further comments that non- health
benefits derived from healthcare beyond the benefit derived
from health outcome are important to acknowledge in
economic evaluations. To capture such non-health benefits
derived from healthcare WTP becomes more appropriate
than just a Quality Adjusted Life Year calculated in cost
utility analysis7.
There has been an increased number of WTP studies
conducted in healthcare in recent decades. The two methods
that have been employed include contingent valuation method
and discrete choice experiments. The relevance of WTP
studies and cost benefit analysis (which incorporates WTP
to measure monetary benefits)8,9,10 is more in countries which
greatly rely on private health services based on health
financing by patients themselves. In countries like UK where
health services are mostly provided free or significantly
subsidized conducting these studies can be challenging11.
For example, it is unethical for researchers to imply future
costs on services which are provided free at present. However,
in developing nations and countries where patients bare
most of the cost of health-related expenses WTP studies,
particularly contingent valuation studies have been conducted.

ABSTRACT:
A stated preference which refers to the valuation of benefits in monetary terms to the health-related commodities or services
are loosely termed as willingness to pay (WTP). Studies in health economics which are derived by surveys or experiments
have been conducted addressing this issue. However, most economists have the view that stated preference or willingness
to pay is an acceptable method if inclined with the aims of economic analysis. There has been a rapid growth of the health
industry in the last few decades to meet the healthcare needs of an ever-growing population of the world with varying
patterns of burden of disease and health related issues. This has escalated healthcare costs significantly putting pressure
on governments to allocate additional finances in the health sector. In developing nations and some developed countries
health services are mostly purchased privately as the governmental annual health budgets struggle to meet the healthcare
demand of the communities.
Its relevance is increased in countries where people are expected to contribute significantly towards the costs of healthcare.
Similarly, the strength of preference of health-related commodities is an important indicator for making prudent choices
in deciding between competing health program which may be publicly funded. Moreover, other advantages of using WTP
as outcome measure include; demand for information, process utility, option value and altruistic value. Demand for
information encompasses the utility gained by individuals from the information included in the WTP survey. To conclude
willingness to pay methodology is a useful tool in health economics to capture the preference of individuals who are the
direct beneficiaries of the proposed health services.

INTRODUCTION:
‘Willingness to Pay’ (WTP) instruments as defined by
Donaldson measure ‘strength of preference’ for, or value
of, a commodity. In healthcare sector the conventional
markets do not exist particularly in welfare states as either
health services are provided free or heavily subsidized1, 2.
Yet important decisions have to be made pertaining to
allocation of scarce resources. Therefore, it is important to
attribute valuation to resource costs for health interventions
and its associated benefits. ‘Hypothetical WTP questions in
healthcare are utilized to elicit community values to choose
combination of interventions which maximizes the value of
benefits to the community3,4. A stated preference which
refers to the valuation of benefits in monetary terms to the
health-related commodities or services are loosely termed
as WTP studies in health economics which are derived by
surveys or experiments. The technique of measuring valuation
is by offering people an opportunity to give direct values or
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These studies have more relevance to the functioning of
health systems within these regions. Some examples include;
WTP study conducted to measure willingness to pay for
social health insurance among informal sector workers in
China, cross border insurance health insurance between
Mexico and USA; quality healthcare and willingness to pay
for health insurance retention in slums of Kolkata India.
Moreover, Neumann states that WTP surveys facilitate
researchers to broadly investigate the health and non-health
benefits of predictive tests. Neumann elaborates that WTP
literature in healthcare in last few decades has encompassed
different disease areas, treatment modalities, and survey
methods12,13,14.
However, there are potential weaknesses associated with
WTP methods. The commonly discussed in literature include
the relatively under sensitive responses generated in WTP
and inflation of valuation of a specific intervention. The
under sensitive responses generated in WTP refer to the
scope effects and nesting effects which over sights the
attributes of a single commodity.  Kemp as cited by Cookson
describes inflation of valuation of a specific intervention as
‘WTP methods tend to inflate valuations of the specific
intervention that respondents are asked about, relative to
interventions that respondents are not asked about’.
Furthermore there are other biases associated with generating
responses in WTP which will be discussed in detail in the
section weaknesses and limitation of WTP methodology in
health economics15,16.
The essay will broadly cover the following themes in an
attempt to critically assess the application of WTP
methodology in health economics; ‘WTP studies in
healthcare: A Global Perspective’, ‘Advantages of WTP
Methodology’, ‘Weaknesses and limitations of WTP’,
‘Methods of collecting WTP information in Healthcare’ and
‘Brief overview of the recent advances in WTP and Cost
benefit analysis in Health Economics’.
WTP studies in Healthcare: A Global Perspective:
There has been a rapid growth of the health industry in last
few decades to meet the healthcare needs of an ever-growing
population of the world with varying patterns of burden of
disease and health related issue17. This has escalated
healthcare costs significantly putting pressure on governments
to allocate additional finances in the health sector. In
developing nations and some developed countries health
services are mostly purchased privately as the governmental
annual health budgets struggle to meet the healthcare demand
of the communities. In such circumstances setting priorities
among competing health programs is a daunting task. It is
important to consider the non-health benefits derived from
healthcare and valuing societal preferences in context to
their willingness to pay. In such conditions WTP becomes
more relevant than just considering a Quality Adjusted Life
Year during decision making. As stated by Olsen ‘from a
consumer sovereignty perspective, WTP is superior to

QALYs in that no restrictions are imposed on which attributes
of a health care programme people are allowed to value’18,19.
Moreover, public health interventions are aimed generally
for achieving long term health outcomes. Planning and
implementation of preventive health programs require
valuation of both health and non-health related benefits of
the proposed interventions. It can be argued that cost benefit
analysis including WTP has the welfare economics theoretical
basis to substantiate the economic evaluation for decision
making in publicly funded healthcare. 20 Cost benefit analysis
utilizing WTP aims to capture allocative efficiency ensuring
that sum of all health gains are distributed in an equitable
fashion. WTP studies have been reported globally addressing
issues such as; public sector healthcare programs, health
financing schemes, measuring health state improvement,
health insurance retention, cross border health insurance,
implementing preventive public health interventions, social
health insurance of informal sector workers, WTP to lessen
waiting times for health procedures, WTP for child survival
and health related safety strategies. As substantiated by the
studies quoted above health systems where patients have to
bare most of their health costs obtaining WTP information
is beneficial in decision making process pertaining to
healthcare service delivery. By obtaining WTP values health
services can be offered at costs which are acceptable to the
target populations to achieve improved health outcomes.
The health insurance schemes based on WTP are a good
example where individuals can be included in health coverage
in accordance with the weight of their stated preferences.
Countries like UK where health services are provided free
of cost or greatly subsidized WTP studies may be difficult
to conduct as the participants would find difficulty in relating
to the hypothesized market scenarios present in the contingent
valuation approach. Therefore, the information obtained by
cost benefit analysis is of limited use and policy
recommendations by health governing body such as National
Institute for Health and Care21 Excellence greatly relies on
QALYs calculated in cost utility analysis in decision making.
It can be argued that careful consideration and inclusion of
information obtained from WTP along with QALYs can
substantiate the decision-making process. This may be
achieved by incorporating both the non- health benefits of
health outcomes associated with interventions and stated
preferences of the consumers advocating broader benefits
of healthcare.
METHODOLOGY:
Literature search of material was done by using PubMed.com,
the keywords used were willingness AND to Pay AND
Health Economics
LITERATURE REVIEW:
Methods of collecting WTP information in healthcare:
There are two general approaches by which WTP can be
assessed, namely, indirect and direct method. In indirect
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approach takes into consideration previous real life examples
of trade offs between monetary values and associated health
outcomes. On the contrary, the direct approach involves
conducting surveys by providing hypothetical market
scenarios to generate stated preferences or WTP1,2 18, 22. This
technique as previously discussed is termed as contingent
valuation approach and is often implied in cost benefit
analysis pertaining to healthcare. There are four ways
discussed in literature how researchers may question
respondents to register their WTP. Open-ended or continuous
response question provides opportunity to respondents to
state whatever value they want. This technique is simple
but far stretched from real life market where consumers
don’t have the liberty to state a price of a good and receive
it. Discrete choice or binary choice respondents are given
a single value which they can accept or reject. Different
values are presented randomly to different individuals in a
sample to generated WTP values based on average responses
from the entire sample.  Payment scale involves providing
respondents with a range of choices and iterative bidding
allows the flexibility of raising and lowering an initial value
by the respondent till the point they are unable to decide8,14,23.
Advantages of WTP Methodology:
A salient feature of WTP methodology for economic
evaluation is that it is supported by a theoretical foundation
in welfare economics. As highlighted by Birch (2003)
‘methods used to measure QALY share their theoretical
roots with welfarist valuation method such as willingness
to pay’. WTP captures wider benefits of health which include
the non-health benefits of associated health outcomes and
acknowledges people preferences during the decision-making
process. Its relevance is increased in countries where people
are expected to contribute significantly towards the costs of
healthcare22,23. Similarly, the strength of preference of health-
related commodities is an important indicator for making
prudent choices in deciding between competing health
program which may be publicly funded. Moreover, other
advantages of using WTP as outcome measure include;
demand for information, process utility, option value and
altruistic value23. Demand for information encompasses the
utility gained by individuals from the information included
in the WTP survey. Whether it may be a hypothetical scenario
presented in a contingent valuation approach or attributes
of two different health services or commodities the
information provided facilitates individuals in making
informed decisions. Therefore, utility is gained by having
access to relevant information pertaining to the health
services. Process utility includes the advantage of utilizing
value in health care or the process of care received by using
WTP as an outcome measure. Option value refers to the
utility gained by individuals pertaining to the increased
awareness of the health care proposed in the survey or
experiment of WTP study. Furthermore, WTP can serve as
a tool to measure how individuals value others welfare which

is referred to as the altruistic value. The applied examples
of these advantages are explained in detail in the previous
section labelled, ‘WTP studies in healthcare, a global
perspective’24.
Disadvantages and limitations of WTP methodology:
There can be potential bias in the information that is measured
in WTP studies. For instance, in contingent valuation studies
where participants are provided with hypothetical market
scenarios may highlight the issue of the artificial nature of
choices that respondents register24. In real life settings the
consumers make choices that may be influenced by the
environment in which they make the choice in context to
the dynamics of the real life market conditions23. On the
contrary, in an experiment or survey the participants may
derive utility from interaction with the researchers rather
than the providers. This may lead to strategic responses even
from the most rational consumers depending on the scenario
that is presented in the survey leading to under or over
statement of the WTP4,6,8. It is more likely that the respondents
may report a low WTP for an intervention based in the future
and over state on a subsidized or free health intervention or
service. Another important issue of generating validated
responses from respondents may arise when they are unable
to share researchers aim. The understanding of the health
service and experience of previous utilization is important
for respondents for reporting accurate WTP values. If they
don’t have a proper understanding of the service, its
significance or previous experience of using it they may
resort to face saving strategy by giving responses which are
far from their actual stated preference. There are challenges
associated with making market scenarios realistic25. Moreover,
the process of giving WTP responses may also be cognitively
demanding. Other issues that may arise in generating WTP
values include protest bids in which respondents provide
inaccurate responses expressing their disapproval of the
present health governing systems or health policies rather
than taking into consideration the proposed health service
on its own. Responses provided by such subjects may
invalidate the WTP response. Furthermore, respondents may
also state no amount of WTP resulting in zero bids. Errors
in the stated WTP by individuals when extrapolated can
yield large errors in population WTP25. There is a potential
risk of these inflated and sometimes referred as ‘rubber
money’ valuations can be exploited by pressure groups and
stakeholders with vested interests to deviate efforts to achieve
rational decision making. The potential biases in collecting
WTP values highlighted above raises questions on the
authenticity of the information generated by this methodology
in health economics and its reliability in aiding the decision-
making process4, 5, 16.
Brief overview of recent advances in Cost Benefit Analysis
and WTP technique in Health Economics:
Despite the widespread use of incremental cost effectiveness
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ratios in making important policy recommendations
particularly in developed nations the absence of economic
theoretical basis in the extra welfarist approach and the
exclusion of non-health benefits by such methodologies is
well debated in literature17,18, 19. There has been a rapid
growth in the health sector with populations expected to
pay for consuming health services in most of the countries.
Therefore, in present times the assessment of cost benefit
element of health services or interventions is very important
specifically from a global health perspective.  All economic
evaluations have some element of ‘cost-benefit’ in them26,27,28.
Cost benefit analysis (CBA) aims to capture all the associated
costs and benefits of a health intervention comprehensively
in monetary value. As stated by Mclntosh ‘Recent
methodological developments in monetary valuation for use
in CBA are the development of the technique of willingness
to pay, the use of conjoint analysis (CA) to elicit willingness-
to-pay 29,30,31(WTP) values and advances in the debate on
the inclusion of production gains in CBAs’. Furthermore,
the balance sheet approach which is a form of cost benefit
analysis emphasizes on the fact that benefits which cannot
be quantified should not be ignored can be incorporated in32

CBA in circumstances even monetary valuation is not
possible. There has been a re-emergence of significance of
CBA in context to increasing private health systems globally
but its wider application in making policy recommendations
remains debatable33, 34.
CONCLUSION:
To conclude willingness to pay methodology is a useful tool
in health economics to capture the preference of individuals
who are the direct beneficiaries of the proposed health
services. The monetary valuation of health benefits is of
significant relevance in health systems where people have
to contribute mostly towards the health costs incurred. Health
insurance and financing schemes can be based on the WTP
which can help include communities into wider health
coverage. Preventive interventions can also be planned and
prioritized by utilizing WTP to target high risk groups and
choose between competing health programs. From a
developed country’s perspective where health services are
provided free or heavily subsidized WTP can be considered
along with incremental cost effectiveness ratios calculated
in cost utility and cost effectiveness analysis. Similarly, a
study reported to estimated WTP for one additional QALY
gained to determine the threshold of the incremental cost-
effectiveness ratio. However, there are potential weaknesses
and bias in capturing WTP from respondents which can lead
to false depiction of population willingness to pay once
values are extrapolated. It is important to include all
perspectives and aspects to make the most rational decisions
pertaining to managing health resources. Health economics
is an evolving field. The way forward would be an amalgam
of the various techniques with careful consideration of
associated strengths and weaknesses.
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