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Content of Lecture

A. Economic Evaluation and EUT

B. Critique of Expected Utility Theory (EUT)

C. Value of a Statistical Life and EUT

D. Alternative approaches
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Program

Cost

(Benefits foregone)

Value of

Resources

Used

Benefit

(Consequences)

Impact on

Welfare

Definition: Benefits are the impact on wellbeing of 

the consequences of interventions

Definition: Costs are the benefits foregone because of the 

resources used, ie the last opportunities to increase

wellbeing elsewhere
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QALYs = life years x QoL (utility score)

Eg. 8 QALYs = 10 years x 0.8 
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1. Holistic measurement
a) Describe whole health state

ÂɊ Ȭ3ÃÁÌÅȭ ɉÃÁÌÉÂÒÁÔÅɊ 3ÃÅÎÁÒÉÏ ɉ3' ÅÔÃɊ

2. Use of Multi -attribute Utility (MAU) 
Instrument

a) Create a generic instrument 
- scoring system (SG etc Ą algorithm )

b) Use - complete questionnaire
- read score (ă algorithm)
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Use (1) Standard Gamble (SG)... HUI
(2) Time Trade-off (TTO) ... EQ5D, AQoL 
(3) Person Trade-off (PTO) ... DALY
(4) Rating scale (RS) ... (15D)
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p Full Health 

Death 

Health  State, H

U = 1.00

U = 0.0
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UH =  p. (1.00) + (1 ïp) . 0.00 

UH = p 

p Full Health 

Death 

Health  State, H

U = 1.00

U = 0.0
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SG1 Č p 1
SG2 Č p 2
"
"
"

SGn Č p n
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Hypotheses: 
(a) if p1> p2 > ... > p n

then chose   p1> p2 > ... > p n
(b) interval property

(.8 - .5) = (.4 - .1)

SG1 Č p 1

SG2 Č p 2

"

"

"

SGn Č p n
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·Testing Prediction
... Minor, inconclusive

·Basis for support
... Derivation from EU theory
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Confirmation of the Hypothesis



5351

B. Expected Utility Theory
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... Derived from (NM) Axioms

ȢȢȢ !ØÉÏÍÓ ȰÓÅÌÆ ÅÖÉÄÅÎÔȱ

ȰÉÎÔÒÉÎÓÉÃÁÌÌÙ ÒÅÁÓÏÎÁÂÌÅȱ ÅÔÃ
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U(Yo)

U(Y-P)

U(Y - X)

Y - X Y - P

Income 
Yo

Uo

U1

U2

U3

U

½U(Yo)+½ U(Yo-X)

No insurance:  E(U) = (1-p)U(Y) + pU(Y -X) = U(A)

Insurance:       E(U) = U(Y- p) = U(I)


