Kutztown University

Department of Economics
ECO 322: Economics of Health and Medicine

Prof. Fred G. Esposto

Office: 125 deFrancesco

Phone: 683-4595

E-mail: esposto@kutztown.edu

Hours: M-F: 10:00-11:00

Required Texts:  1) R.E. Santerre and S.P. Neun, Health Economics, 3rd edition, Irwin Co., 2004.
2) The National Center for Health Statistics, Health, United States, 2004. 
You can download this for free at http://www.cdc.gov/nchs/data/hus/hus04.pdf.  I will be using the data from several of the tables in this study, in class and on homework assignments.  However, don’t waste paper printing the whole thing out.  It’s over 500 pages long, and we will be using only a fraction of the tables it contains.
3) In addition to the Santerre and Neun textbook and Health, USA, 2004, there are also supplemental readings.  Most of these you will get right off of the internet.  However, there are a few that you will have to get off of the course’s Blackboard web site (http://blackboard.kutztown.edu).  You can find the readings, along with a copy of the syllabus, under “Course Documents.” Many of the supplemental readings are in PDF format.  You will need Adobe Acrobat Reader to view them.  You can download it for free at http://www.adobe.com/products/acrobat/readstep2.html 
Course Description: Health economics entails the application of the theories and empirical methods of economics to the issues surrounding the subject of health care.  In particular, we will look at the relationship between the quantity and quality of medical care services and health status.  Central to our investigation will be the supply and demand of medical services provided, primarily, by physicians and hospitals.   Finally, the question of how these are affected by a system in which most payment is provided by third-party payers (health insurance companies and government) will be a constant companion in our quest to gain insight into health care issues.  Such insight should aid us in judging recent reform proposals, as well.

Grading: There will be two exam during the semester (February 10 and March 24), which will be worth 20% of your grade, and a final exam, which will be worth 25% of your grade.  Homework assignments will be worth 15% of your grade. The remaining 20% will be based on your Medical Care Firm and Industry Analysis project (see handout).  Note: I do not give extra credit assignments; so please do not ask for any.  

Course Outline

(The following course outline is always  evolving.  I therefore reserve the right to make changes as the semester proceeds)

I.    
Introduction to Health Economics (Week 1)


A. An overview of health economics


B. Current issues in health care (Access and Quality).


Readings:


1) Santerre and Neun, chp. 1.  
2) Goodman and Musgrave, Patient Power, Chapters 2, “Two Competing Visions of the Health Care System.  (Get at Blackboard web site.)
II.
The Relationship between Health and Medical Care (Week 1-2)


A. Factors that influence health status


B. The health production function and the allocation of resources among health programs


C. Empirical studies of health production functions


D. Implications of empirical studies for health care reform


Reading:


1) Santerre and Neun, chp. 2. 

2) Health, USA, 2004: Tables 23, 25, 29,32, 34, 57, 69, 71, and 86.
3) Jacob Sullum, “The War on Fat” at http://www.reason.com/0408/fe.js.the.shtml
(You might also want to take a look at Jacob Sullum’s, “The Costs and Benefits of Smoking” at http://www.reason.com/speeches/SMOKING.html)
III.
A Brief Survey of the Health Care System (Week 2)

A. An overview of the health care system 

B. The current picture of medical care expenditures: How much, who provides it, and who gets it.

C. Distinctive features of the market for medical care services


Readings:


1) Santerre and Neun, chp. 4   

2) Health, USA, 2004: Tables 115, 116, 118, 119, 120, 121, 122, 124, 129, 130, 131, and 132.

IV. Cost-Benefit and Cost-Effectiveness Analysis (Week 2-3)

A. An introduction to cost-benefit and cost-effectiveness analysis.

B. How to apply cost-benefit and cost-effective analysis to medical care problems.

C. Identifying the relevant benefits and costs.

Readings:
1) Santerre and Neun, chp. 3.  
2) “ Notes on Cost-Benefit Analysis.” (Get at Blackboard web site)

V.
Demand for Medical Services (Week 3-4)

A. The basic model of individual choice and the demand for medical care.

B. The need versus the demand for medical care


C. Health insurance and the demand for medical care

D. Empirical studies of the demand for medical care

Readings:

1) Santerre and Neun, chp. 5.  
2) Health, USA, 2004: Tables 116, 121, 122, 129, 130, 131, and 132.

3) Liebowitz, “Why Health Care Costs Too Much,” at http://www.cato.org/pub_display.php?pub_id=1070&full=1
VI.
The Suppliers: Physicians (Week 5 & 6)


A. Employment status of physicians


B. Institutional aspects of the market for physicians (licensure and monopoly profits)


C. Models of physician behavior



(1) Profit maximizing models



(2) Target income models



(3) Utility maximizing models


D. Malpractice law and defensive medicine


E. Supplier-Induced Demand


Readings:


1) Santerre and Neun, chp. 12. 
2)  Health, USA, 2004: Tables 102, 103, and 104.
3) Blevins, “The Medical Monopoly: Protecting Consumers or Limiting Competition?” at http://www.cato.org/pub_display.php?pub_id=1105&print=Y&full=1

4) A. Esposto, "Mandatory Reporting of Medical Errors: Sound Prescription or Policy Malpractice?" Viewpoint on Public Issues at http://www.mackinac.org/article.asp?Code=V2000-19 
VII.
The Suppliers: Hospitals and Managed Care Organizations (Week 7-8)


A. An overview of the market for hospital services 


B. Market structure and hospital behavior


C. Non-profit vs. For-profit hospitals


D. Distribution of the hospital residual


E. Utility maximizing quantity/quality model of hospital behavior


F. Physician control model of hospital behavior


G. Public interest model of hospital behavior


H. Managed care organizations: HMOs and PPOs


Readings:


1) Santerre and Neun, chps. 13. 
2) Health, USA, 2004: Tables 109, 133, 134, and 135.

3) Jacobson, “Cost-Conscious Care: In praise of HMOs” at http://reason.com/9606/Jacobsen.shtml
VIII.
The Economics of Health Insurance (Week 9-10)


A. The theory of individual choice involving uncertainty

B. Individual choice and the demand for health insurance

C. Market demand for health insurance

D. The structure of the private health insurance industry

E. Market supply of health insurance

F. Supply and demand model of the market for health insurance

G. Government regulation in the market for health insurance (HIPAA, COBRA)
H. Adverse selection, moral hazard, cherry-picking, and job-lock

Readings: 

1) Santerre and Neun, chps 6 & 11.  
2) Health, USA, 2004: Tables 129 and 131

3) Goodman and Musgrave, Patient Power, Chapter 11, “Regulation of Health Insurance by State Governments.” (Get at Blackboard web site.)
IX. The Pharmaceutical Industry (Week 11-12)

A. Industry Structure

B. Growth in the use of Drugs

C. Pricing in the Pharmaceutical Industry

D. Innovations

Readings:

1) Santerre and Neun, chp. 14. 
2) Health, USA, 2004: Tables 136, 137, 139, and 140.
3) Bandow, “Demonizing Drugmakers:The Political Assault on the Pharmaceutical Industry” at http://www.cato.org/pub_display.php?pub_id=1334
4) Patrica M. Danzon, “Making Sense of Drug Prices” at http://www.cato.org/pubs/regulation/regv23n1/danzon.pdf  
X.
Government: Problem Solver or Problem Creator? (Week 13-14)


A. Reasons for government intervention: externalities and public goods


B. Imperfect public markets: the public choice of government failure


C. Regulations: who gains? The consumers or the providers?


C. The supply and demand for health policy


D. Why does the government produces health insurance?


E. Why the government shouldn’t produce health insurance.


F. Health care reform in the U.S.

Readings:

1) Santerre and Neun chps. 9 & 10.  
2) Health, USA, 2004: Tables 136, 137, 139, and 140.

3) Gokhale, “Medicare Math” at 


http://www.cato.org/research/articles/gokhale-040415.html
4) Goodman and Musgrave, Patient Power, Chapter 20, “Meeting the Needs of the Underserved Population.”  (Get at Blackboard web site.)
5) Bailey, “Mandatory Health Insurance Now!” at http://www.reason.com/0411/fe.rb.mandatory.shtml

6) Feldstein, “Health and Taxes” (Get at Blackboard web site.) 

(For those of you interested in the first study to measure the overall costs and benefits of health care regulations, see Christopher J. Conover, “Health Care Regulation: A $169 Billion Hidden Tax,” Cato Policy Analysis No. 527, October 4, 2004.  You can download it at http://www.cato.org/pubs/pas/pa527.pdf)
