BRIEF CONTENTS

Prefuce to the Fourth EATEION ........coocooiiiiiiiiiiiiiiii it XV
Chapter 1. Why Health Economics? ..........ccocoeiniiiiniiiiniiiiiee, 1
Chapter 2. An Overview of the US Healthcare System ..................... 17
Chapter 3. An Overview of the Healthcare Financing System ........... 37
Chapter 4. Describing, Evaluating, and

Managing Risk ........coooiiiiiiiiiiiiiien 55

Chapter 5. Understanding COStS..........ueeeeiiiirieiniiiieeaiiee e 73

Chapter 6. Realizing the Triple Aim .....ccooviiiiiiiiniiiiniiiic 89

Chapter 7. The Demand for Healthcare Products...........ccceeeennnneee. 109

Chapter 8. ElastiCities . .cceeiuviieeiiiiieeeiiiie e e eiiiee et 125

Chapter 9. Forecasting........coeivuviiieiiiiieeiiiiee e 137

Chapter 10. Supply and Demand Analysis...........cccceeiriiiiieiiiieennne. 153
Chapter 11. Maximizing Profits.........cccoeviviiieiiiiiieeiiiiee e 169
Chapter 12, Pricing ......ocooiiiiiiiiiiiie e 185
Chapter 13. Asymmetric Information and Incentives ........................ 199

Chapter 14. Economic Analysis of Clinical and Managerial

INterventions. .......uueiiiieiiiiiiiee e 219

Chapter 15. DProfits, Market Structure, and Market Power ................ 237
Chapter 16. Government Intervention in Healthcare Markets .......... 257
Chapter 17. Regulation ..........oovoiiiiiiiiiiiii e 277
Chapter 18. Bechavioral ECONOMICS ..........vvvvviiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiianns 293
Answers to Select Chapter EXErCISes........oovvvviiiiiiiiiiiiiiiiiiiieeeieiieee 309
GLOSSITY e 313
TBACK ...cccoooieeeeeeee e 323
ADOUE EHE ABEDOT ... 341

This is an unedited proof.
Copying and distribution of this PDF is prohibited without written permission.
For permission, please contact Copyright Clearance Center at www.copyright.com.



This is an unedited proof.
Copying and distribution of this PDF is prohibited without written permission.
For permission, please contact Copyright Clearance Center at www.copyright.com.



DETAILED CONTENTS

Prefuce to the Fourth EATEION ........coocooiiiiiiiiiiiiiiii it XV
Chapter 1. Why Health Economics? ..........ccocoeiniiiiniiiiniiiiiee, 1
1.1 Why Health Economics? .........cccuveiiiiiiiinniien, 1
1.2 Economics as a Map for Decision Making................... 2
1.3 Special Challenges for Healthcare Managers................ 3
1.3.1 Risk and Uncertainty .........cccuveeeeeeeeeniiiiiiiiieeeeenns 4
1.3.2 Insurance ........oooooiiiiiiiiii 4
1.3.3 Information ASymmetries . ........ceeeeeeeriiuuveeeeeeeaannnns 5
1.3.4 Not-for-Profit Organizations..........c..eeeuvveveeieeennnn 5
1.3.5 Technological and Institutional Change ................ 6
1.4 Turmoil in the Healthcare System ..., 6
1.4.1 The Pressure to Reduce COStS......c.vvvveeriieeeennnnnen. 7
1.4.2 The Fragmentation of Healthcare Payments.......... 8
1.5 What Does Economics Study? ........cococeeiiniiiiiinninnens 9
1.6 Conclusion.........ccoocuviiiiiiiiieiniiicciiecec e 13
EXEICISEs ..o, 13
REfEIENCES...eiieiiiiiiiiiiiiic e 15
Chapter 2. An Overview of the US Healthcare System ..................... 17
2.1 Input and Output Views of Healthcare ..................... 17
2.1.1 The Input VIEW ....coiiiiiiiiiiiiiiiiiiiiiiiiceeeees 18
2.1.2 The Output VIEW....oooviiiiiiiiiiiieeeeeeiiieee e 20
2.2 Health OUtcomes. .......coovvviieiniiiieiniiiieeiiieeeeeen 20
2.3 Outputs of the Healthcare System............cccvveeeeee..n. 22
2.3.1 Why Is How Much We Spend on Healthcare
TNEEIESTING? ..o 22
2.3.2 Why Is Healthcare Spending Rising More Slowly
Than Anticipated?........ccovveiiiiieeeiiiieee e 22
2.4 The Shifting Pattern of Healthcare Spending ............ 25
2.5 Disruptive Change in the Healthcare System............. 27
2.5.1 Rapid Technological Change..........cccvvveeeieennnnn. 28
2.5.2 Major Features of the Affordable Care Act.......... 30

vii
This is an unedited proof.

Copying and distribution of this PDF is prohibited without written permission.
For permission, please contact Copyright Clearance Center at www.copyright.com.



viii Detailed Contents

Chapter 3.

Chapter 4.

2.5.3 The Transformation of the Health Insurance
InAUSTEY oo
2.6 ConcluSion...........oooiviiiiiiii i
EXCICISES iiiiinieiiiie e

REFCICIICES ... i,

An Overview of the Healthcare Financing System ...........
3.1 INtroduction ...........uueeeeeeiieiiiiiieieiieeeieeeeeeeeeeeeeeeeee
3.1.1 Paying for Medical Care........ccccvvviviiiieenniiiiinne.
3.1.2 Direct Spending..........cccceeivviiiiiiiniiiieiiiiceeen,
3.1.3 Sources of INSUTance .........cooovvviviiiiiieeeiniiiiiee.
3.1.4 The Uninsured..........cocccoiiimiiiiinniiiiccee,
3.2 What Is Insurance, and Why Is It So Prevalent? ........
3.2.1 What Insurance Does........cccccoeeivniiiiiiniiiannnn.
3.2.2 Adverse Selection and Moral Hazard...................
3.2.3 Medicare as an Example of Complexity ...............
3.3 The Changing Nature of Health Insurance ...............
3.4 Payment SyStemMS.......eevveviveriiiiiiiiiiiiiieeieeeieeeieeeeeeeeeeans
3.5 ConClUSION. .....uviiiiiiieeii e
EXCICiSes oo

REFCICINICES .. i,

Describing, Evaluating, and
Managing Risk ..o
4.1 Introduction ..........oocoiviiiiiiieiiie e
4.2 Describing Potential Outcomes..........ccoovvvuvvieeeeeeenn.
4.3 Evaluating OUtCOMES .....eevieeeiiiiiiiiiiiieeeeeeiiiiiieeeeeaan
4.3.1 Expected Values .......cccccevvmmiiiiiiiiiiiinniiiieeenn,
4.3.2 Outcome Variation......coeeeeeeeeeeeeeeeeeeeeeeeee
4.3.3 Risk Preferences........cccceeevviiiieniiiieiniiiiecnen,
4.3.4 Decision Analysis .........ccooiiiiiiiiieeeeiiiiiiiiieeeeen
4.3.5 Sensitivity Analysis .......ccoovviiiiiiiiieiiinniiiiiieeeeeenn,
4.3.6 Scenario Analysis........cccooviiiiiiiiiiieiiiieeeen
4.4 Managing Risk.........ccocoiiiiiiiin
4.4.1 Risk Sharing........ccccvveiiiiiiieee e,
4.4.2 DIversifiCation .......ccovuiveeenniirieniiiiee e
4.5 CONCIUSION.....eiiiiiiiiiiiiiiii e
EXCICISES ..
References......uuveiiiiiiiiiii e

This is an unedited proof.

Copying and distribution of this PDF is prohibited without written permission.
For permission, please contact Copyright Clearance Center at www.copyright.com.



Detailed Contents u

Chapter 5. Understanding COStS........c.uvireiiiirieiiiiiieeeiiie e 73
5.1 Understanding COStS......ccevuvreeerniiiieiniiiieeeiieeeeeeene 73
5.2 CoSt PErSPECtiVES .oeeeeeiiiiiiiiiiiieaeeeaeiiiieee e 74
5.3 Vocabulary ........cceiieiiiiiiiiiee e 76
5.4 Factors That Influence CoOStS.......covvuvviiiieieeeeniiinnene, 79

5.4. 1 OULPULS .eeeeiiiiieeiiiiee et 79
5.4.2 INPUL COSES.vvriieeeiiiiiiiiiieeee e et e e 81
5.4.3 Technology .....ccooviiiiiiiiiiieie e 81
5.4.4 EffiCIENCY evvviiiiiieiiiiiiiiiiee e 81
5.5 Variable and Fixed CoStS ........covviviiniiiiiniiiiiiiiieee 82
5.6 ConclusiON.........uuviiiiiiiiiiiiiiiiee e 84
EXEICISES .uvveiiiiieiiie ettt 85
RELEIEINCES . uvviiiiieieeeiiie e 87

Chapter 6. Realizing the Triple Aim .....ccooviiiiiiiiiniiiiiiiiiece 89

6.1 What Is the Triple AIm? ......ccoviiiiiiiiiiniiiiiee, 89
6.1.1 Accountable Care Organizations ...........ccc.cc.eeueee. 90
6.1.2 Bundled Payments .........c..oeeeeieiiiiniiiiiiiieenn, 91
6.1.3 Patient-Centered Medical Homes ..........c..c.... 91
6.1.4 Value-Based Insurance Designs ..........cceeeeeennnnnnn. 93

6.2 Improving the Experience of Care .......ccccceevvinerenns 97

6.3 Improving Population Health ............occoocii, 97
6.3.1 What Is Population Health? ............cccccoiii. 97
6.3.2 What Are Modifiable Social Determinants of

Health? ..o, 98

6.4 Reducing Cost per Capita ........eeeeeeeeeinniiiiiieeeeeennnanns 98

6.5 CONCIUSIONS ..o e 101

EXCICISES .o 102

REfEIEICES . uvviiiiieiee et 103

Chapter 7. The Demand for Healthcare Products...........ccceeeeennee.. 109

7.1 Introduction ...........ccovviiiiiiniiiieiiiic e 109
7. 1.1 RAUONING . ..eevvviiviiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiieee 110
7.1.2 Indirect Payments and Insurance....................... 111

7.2 Why Demand for Healthcare Is Complex................ 111

7.3 Demand Without Insurance and Healthcare

Professionals ..........cooeeiiiiiiiiiiiiie e 112
7.3.1 Changes in Price ........oooooiiiiiiiiiiiiiiie, 112
7.3.2 Factors Other Than Price........coooviiiiiiiiiniennnn. 114
7.4 Demand with Insurance ...........cccccoeeeiiniiiiiiiiiennnn. 115

This is an unedited proof.
Copying and distribution of this PDF is prohibited without written permission.
For permission, please contact Copyright Clearance Center at www.copyright.com.



n Detailed Contents

Chapter 8.

Chapter 9.

Chapter 10.

7.5 Demand with Advice from Providers....................... 118
7.6 CONCIUSION.....uuuuiiiiiiiiiiiiiee e 120
EXCICISES oiviiiiiiiie e 121
References.....oovvvieiiiieiiiiicee e 123
BIASHCITIES ..ooveviiiecee e 125
8.1 INtroduction ............ooovvuiiiiieeeiiiiiiicee e 125
8.2 EIaStICIICS ..ueivvieeeiiiee e 126
8.3 Income Elasticities .........coeeeeeeiiiiiiiiiiieeeeeieieiieen. 127
8.4 Price Elasticities of Demand .................oooeeiiiiin. 127
8.5 Other Elasticities...........uvveeieeeiiiiiiiiiiieeeeeeeeeieen. 130
8.6 Using ElastiCities.......ccccerriiiiiiiiiiiiiniiiiiiiiiee e, 130
8.7 ConCIUSION......uuiiiiiiiiiiiiieee e 132
EXCICISES iiviiieiiiiie e e 133
References........oueeiiiiiiiiiiie 134
Forecasting........coooovveiiiiiiiiii e, 137
9.1 Introduction ..........ccoeeiiviieiiiiee e 137
9.2 What Is a Sales Forecast?...........cccoeeeeeeeiiiiiiiiienn... 138
9.3 FOrecasting .........cocccuvvviiiiiiiiiiiiiiiiiiiicceeeeeeee 139
9.4 What Matters?.........ooovueieeeeeeiiiiiiceee e 145
9.5 Conclusion.........ccccoeeiiiiiiiiiiiiicc e 148
EXCICISES ©oiiiiiiiiiiiiiee e 149
References........ooooiiiiiiii 152
Supply and Demand Analysis...........cccooeoviiiiniiiinnnnn. 153
10.1 Introduction ............cooeeeiieiiiiiiiiiiiie e 153

10.1.1 Supply Curves......ccoeeveeieiiiiiieiiiiieeeeeee 154

10.1.2 Demand Curves.........ccceeeeeeeiiiiiiiiiiieeeeeeeeeiiiinnn, 155

10.1.3 Equilibrium.........coooviiiiiiiiiieee 155

10.1.4 Professional Advice and Imperfect Competition ....

155

10.2 Demand and Supply Shifts ........cccvvveeeeiiiiiniinnne 156

10.2.1 A Shiftin Demand ..............cccooeeeeiiiiiiiiiiiien... 158

10.2.2 A Shift in Supply ...cceeeeeiiiiiiii, 158
10.3 Shortage and Surplus ........cccccovnniiiiiiiiiiiinnnn 160
10.4 Analyses of Multiple Markets.............cceeeeeiiinnnnnne. 162
10.5 Conclusion.............ccccc 163
EXCICISES iiviiniiiiiie e 163
References.....oovvviiiieiiiiiiiceee e 167

This is an unedited proof.

Copying and distribution of this PDF is prohibited without written permission.
For permission, please contact Copyright Clearance Center at www.copyright.com.



Detailed Contents n

Chapter 11. Maximizing ProfitS.........ccocceeriiiiniiiiniiiiiiciieeseee 169
11.1 Introduction ........ceeeeeviiiiienniiiie e 169
11.2 Cutting Costs to Increase Profits.........ccoceeveeeeeeenn. 170

11.2.1 Cost Reduction Through Improved Clinical
Management ......cooeeeiiiiiiiiiiinne e, 171
11.2.2 Reengineering......ccoeeeveeiiiiiiiiinininiininninnnnnennnnn. 173
11.3 Maximizing Profits........ccccccoviioiiiiiiiieeeniiiiiieeenn. 173
11.4 Return on INvestment........ccocuveevueeenieenieeenineenne. 175
11.5 Producing to Stock or to Order ........ccccceeevevnnnnne. 176
11.6 Not-for-Profit Organizations..........cccccceevvvvvveeeeenn. 177
11.6.1 Agency Problems .........coooviiiiiiiiiieiiiiiiiienn. 177
11.6.2 Difterences in Goals.........cccceveernuiiieennieienann. 177
11.6.3 Difterences in COStS ....ceevvrivviiiiiieaeeeiiiiiiieenenn. 178
11.7 Conclusion........coccuvvieiniiiiieniiiieinicc e 180
EXCICISES .. 181
REfEIrENCES .. vvviiiiiiiiiiiiiiice e 183

Chapter 12, Pricing ......ocooouiiieiiiiiie e 185
12.1 Introduction ..........oooiiiiiieiieeees e 185
12.2 The Economic Model of Pricing ........cc.oceuvvveeeeee. 186
12.3 Pricing and Profits ........cccceveiieiiiiiiiiiiiieeeee 187
12.4 Price Discrimination...........cooocuuiiieiiieeniiiniineenenn. 189
12.5 Multipart Pricing .......cooovveeiiniiiiieiniieeenieceeee, 192
12.6 Pricing and Managed Care..........ooeeeeeeiiiniiinnieneenn. 194
12.7 ConcluSion..........cceeiiiiiiiiiiiiiieee e 195
EXEICISES ..o, 196
REfEIEINCES . ..vviiiiieieeiiiiiiit e 198

Chapter 13. Asymmetric Information and Incentives ...........c.cccc...... 199
13.1 Asymmetric Information .........ccccccceeieinnniiiniennn. 199
13.2 OpportuniSm ........ceeeeeiiiiiiiiiiiiiiiiiiiiiiiiiiiieiieieeeeee, 200

13.2.1 Remedies for Asymmetric Information............ 201
13.2.2 The Special Challenges for Healthcare ............ 201
13.2.3 Signaling.....coooviiiiiiiiiiiiiie e 202
13.3 Incentive Design for Providers ..........cccceeevennnnnnee. 202
13.4 Insurance and INCentives.........ccceevuvvieenniieeennnnnee. 205
13.5 Limits on Incentive-Based Payments ..................... 208
13.5.1 RiSK weeviieiiiiiieiicc e 208
13.5.2 Complexity ...cooovviiiiiieeeesiiiiiieee e 208
13.5.3 Opportunistic ReSponses..........coovvvvveeeeieeennnn. 208

This is an unedited proof.
Copying and distribution of this PDF is prohibited without written permission.
For permission, please contact Copyright Clearance Center at www.copyright.com.



m Detailed Contents

Chapter 14.

Chapter 15.

Chapter 16.

13.5.4 Team Production ..............cccveeeeeeeiiiiiiiiiieen.... 209
13.6 Incentive Design for Managers.........ccccceeevvnunnnnnee. 209
13.7 Conclusion............coeeieiiiiiiiiiiiiee e 213
EXCICISES oiivvinieiiiiie e 213
References........oueeeiiiiiiiiiiee e 216

Economic Analysis of Clinical and Managerial Interventions
219

14.1 Introduction ..........ooooiiiiiiiieeiiiiie e 219
14.2 Cost ANalYSIS....ccccoviimiiiiiiiiieiiiiieee e 221

14.2.1 Identifying a Cost Perspective .........cccuvvveeeee... 221

14.2.2 Identitying Resources and Opportunity Costs.222

14.2.3 Direct and Indirect COStS.......ceveeereiniuirienennnnn. 223
14.3 Types of Analysis.......cccevveeeiieiiinniiiiiiiiiine 223
14.4 Cost-Minimization Analysis............cccccceeeeiininnnne. 224
14.5 Cost-Effectiveness Analysis.........cooovevveeeriiieiennnnn 225
14.6 Cost—Benefit Analysis ........cceeveiiiiiiiiieeeeeeniieieee, 226
14.7 Cost—=Utility ANalysis.........cccceevrmmmiiriiieeeeeennniinne 228
14.8 Conclusion.........cceeviiiiiiiiiiiieee e 233
EXCICises .o 234
References.....uuueeiiiiiiiii e 235
Profits, Market Structure, and Market Power ................ 237
15.1 Introduction .........ccccooiiiiiiiniiiiiiccicecc 237
15.2 Rivalry Among Existing Firms..........ccccccoeeviinnnnne. 239
15.3 Defining Market Structures........coooevveeevnivereennnne. 240
15.4 Customers’ Bargaining Power ..........cccccceeevinnnnne. 241
15.5 The Bargaining Power of Suppliers ....................... 243
15.6 Entry by Potential Rivals............ccoooiiiiiiiniin. 244
15.7 Market Structure and Markups.........ccccoeeveerennne. 245

15.7.1 Markups.....ccoooiiiiiiiiiieee e 246

15.7.2 The Impact of Market Structure on Prices ...... 247
15.8 Market Power and Profits...........cccceeeeeeeeeinninnnne. 248

15.8.1 ColluSiOn ....ccoovuviiiiiniiiiiiiiiiieee e 248

15.8.2 Product Differentiation and Advertising.......... 249
15.9 Conclusion.........coccueeiiiiiiiiiniiiciiiceceee 253
EXCICISES «ooiiiiiiiiie e 254
REfEreNCES. . ceeiiiiiiiiiiiiic e 256
Government Intervention in Healthcare Markets .......... 257
16.1 Government Intervention in Healthcare................ 258

This is an unedited proof.

Copying and distribution of this PDF is prohibited without written permission.
For permission, please contact Copyright Clearance Center at www.copyright.com.



Detailed Contents m

16.1.1 On the Virtues of Markets ..........cccoovvuvieene... 258
16.1.2 Information Processing ..........cccccveeeevnveeeennnne. 258
16.1.3 Static Resource Allocation..........cccceevvevieeeneen.. 260
16.1.4 Dynamic Resource Allocation...........c.............. 261
16.2 Market Failure ........ccccociiiiiii 261
16.2.1 Externalities ..........coovviiiieniiiieiniiieeiiecee, 262
16.2.2 Public GOOdS ......uvviiiiiieiiiiiiiiiiiiee e 264
16.2.3 Imperfect Competition ...........eeeeeeerrnniiineeneen.. 267
16.2.4 Imperfect Information and Incomplete Markets....
267

16.2.5 Natural Monopoly .......ccccoeveieeiniiiiinniieennn, 269
16.2.6 Income Redistribution ...........coccueveeenniniiennnn. 269
16.3 Remedies ...eeeeieieeiiiiiiiiiiieeeee e 270
16.3.1 Assignment of Property Rights............cccoe.. 270
16.3.2 Taxes and Subsidies.........ooovviiiiiiieeeiiiiiiiennn. 271
16.3.3 Public Production .........cc.eeeeiieiiiiniiiiiieennnnn. 272
16.3.4 Regulation ... 272
16.4 Conclusion.........oooviiiiiiiiiiiiiiieeee e 273
EXErCises ..ooeiiiiiiiiiiiie 273
REfEIrENCES .. evviiiiiiiiiiiiii e 276
Chapter 17. Regulation ........c.ooooiiiiiiiiie e 277
17.1 Introduction ...........oooeiiiiiiiieeees e 277
17.2 Market Imperfections.........coooeuviiieeieeeiiinniiiieneen. 278
17.2.1 InSUrance .......oooeeeeeiieiiiiiiiiie 279
17.2.2 Market POWer .......ccoooiiiiiniiiiiiiiiieiiece, 279
17.2.3 Externalities ......ccvvviiiieeeriiiiiiiiiieee e 279
17.3 Rational Consumer Ignorance..........ccccovvuvvneeeenn. 280
17.4 The Interest Group Model of Regulation.............. 281
17.4.1 Limiting COMPEtition .............euveeeereerveeveeennnnns 282
17.4.2 TACENSUIE ...iiiiiiiiiiiiieee et 282
17.4.3 Regulation as a Competitive Strategy .............. 283
17.5 Regulatory Imperfections.............ccccoeieniiiinnnnn. 283
17.6 Market Responses to Market Imperfections........... 285
17.6.1 Tort Law and Contract Law............................ 286
17.6.2 Information Dissemination...............cccuvvveeeee... 286
17.6.3 Contracts .......ooeeveiiiiiiiiiiiiiiiii, 287
17.7 Conclusion.........cooociiiiiiiiiiiiiie e 288
EXEICISES .uvviiiiiiiiiiiii 289
REfEIreNCES .. uvviiiiiiiiiiiiii et 291

This is an unedited proof.
Copying and distribution of this PDF is prohibited without written permission.
For permission, please contact Copyright Clearance Center at www.copyright.com.



Chapter 18. Bchavioral ECONOMICS ........vvvviiiiiiiiiiiiiiiiieeeecceiiieeeee. 293

18.1 Introduction ..........eeeeeeiiiiiiiiiiiee e 293
18.2 Inconsistent Preferences........cccoeeeeeeiiiiiiiieeeeeeeniiii, 294
18.3 Risk Preferences .....ceeeeeeiiviviiiiceiieeiieiiiiiceeee e 296
18.4 Incorrect BeliefS.........oooooiiiiiiiiiiiiiiiiee e 297
18.5 Representativeness and the Law of Small Numbers 299
18.6 Inconsistent Decision Making: Framing ............... 300
18.7 Conclusion............ceeiiiiiiiiiiiiiicie e 303
EXCICISES oiviiiiiiiie e, 304
INOTE 1ottt e et e e e e e 3006
References........oveeiiiiiiiieee e 306
Answers to Select Chapter EXEVCISes........oovveviiiiiiiiiiiiiiiiiiiie e 309
GLOSSATY ettt 313
TIAEX ..o 323
AbOut the AUEDOT ... 341

This is an unedited proof.
Copying and distribution of this PDF is prohibited without written permission.
For permission, please contact Copyright Clearance Center at www.copyright.com.





