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First Day Case Example

Allocating Resources for Emergency Medical Services

The following is an exercise designed to illustrate economic reasoning within the context of a simplified but typical policy/administration situation.  It illustrates important economic concepts such as opportunity cost, marginal analysis, optimization and price incentives.

Presume that you are the county director of emergency medical services faced with the decision of how to expand the provision of ambulance and emergency room services given an increase in your budget of $1 million/year.  The costs of staffing and operating a single unit differs between the two according to the following formula:

Ambulance: $100,000/year

Emergency Room: $200,000/year

You are now faced with the decision of how to best allocate your resources.

1) What are your objectives as director of emergency medical services? 

2) What information do you need in order to make this decision? 

Assume that after consulting with your expert staff that you receive the following information about # of lives saved per each additional ER and Ambulance (this table is known as a production function):

	
	Emergency Room
	Ambulance

	1
	18
	20

	2
	16
	16

	3
	14
	15

	4
	12
	10

	5
	10
	8

	6
	8
	7

	7
	4
	6

	8
	2
	5

	9
	0
	4

	10
	0
	3


“10” is underlined under ER because 5 ERs is the maximum # you can have given budget constraint

(5ERs*$200,000= $1 million).

With this information you can now estimate the cost of lives saved.  It is best to translate this information into lives saved per $200,000, as you cannot estimate lives saved/per half an emergency room (remember that each ER costs $200,000):

	
	Emergency Room
	Ambulance

	$200,000 
	18
	36

	$400,000 
	16
	25

	$600,000 
	14
	15

	$800,000 
	12
	11

	$1 million
	10
	7


1) Why aren’t the number of lives saved per each additional unit the same? 

2) Calculate the number of lives saved if you went with all emergency rooms or all ambulances.  Would you want to go with all ambulances?  Why or why not?

3) What is the opportunity cost of one ambulance?    

4) What would be the most efficient allocation of your budget in terms of number of lives saved? 
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