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Course Description

Formally speaking, health economics is the study of the allocation of resources to and within the health economy. In this course, we will learn how to apply microeconomic tools to the study of health and medical care issues. We will examine the special features of medical care as a commodity, the demand for health and medical care services, the economic explanations for the behavior of medical care providers – hospitals and physicians, the functioning of insurance markets, the system of health care financing and delivery arrangements in the U.S. and worldwide and technology diffusion. The course will be a mixture of lecture and class presentation/discussion. 

Learning Objectives

By the end of this course, students should:

1. Be able to understand basic microeconomic tools and apply these techniques to issues in health economics and health care. 

2. Have a broad understanding of the health economics literature in several broad areas outlined on the syllabus.
3. Have a broad understanding of ongoing institutional changes in the medical care system and be able to analyze the economic aspects of medical care policy issues and reform proposals. 

Prerequisites

Basic statistics and econometrics (i.e. ECO401) and intermediate microeconomics (i.e. ECO402); or equivalents or permission of the instructor.
Grading

Take-Home Final Exam


25%

In-Class Midterm Exam


25%

Term Paper 




25%

Class Participation/Presentation

25%

Textbooks

(a) Required

Phelps, Charles E., Health Economics, 3rd edition, Addison Wesley. 
(b) Recommended

My lectures will also be drawn from the following books:

Folland, Goodman, and Stano, The Economics of Health and Health Care, 4th edition, Pearson-Prentice Hall.
Culyer and Newhouse ed., Handbook of Health Economics, North-Holland.
Participation

You are strongly encouraged to read the assigned readings or the articles other students are going to present before class and to participate in class discussion. The readings generally serve as background to the material presented in class. 

Lehigh Student Senate Academic Integrity Statement:

We, the Lehigh University Student Senate, as the standing representative body of all undergraduates, reaffirm the duty and obligation of students to meet and uphold the highest principles and values of personal, moral and ethical conduct. As partners in our educational community, both students and faculty share the responsibility for promoting and helping ensure an environment of academic integrity. As such, each student is expected to complete all academic course work in accordance to the standards set forth by the faculty and in compliance with the university’s Code of Conduct.

Students with Disabilities:

Accommodations for Students with Disabilities:  If you have a disability for which you are or may be requesting accommodations, please contact both your instructor and the Office of Academic Support Services, University Center 212 (610-758-4152) as early as possible in the semester.  You must have documentation from the Academic Support Services office before accommodations can be granted.

Course Outline

January 16
Introduction

A. Introduction to the Course

B. Why Health Economics?

C. Introduction to U.S. Medical Care
· Phelps, Chapter 1.

Recommended

· Arrow, Kenneth J., “Uncertainty and the Welfare Economics of Medical Care,” American Economic Review, 53(5), 1963: 941-973. 
· Iglehart, John K. “The American Health Care System – Expenditures.” New England Journal of Medicine, 340(1), 1999: 70-76.

· Iglehart, John K. “Changing Health Insurance Trends.” New England Journal of Medicine, 347(12), 2002: 956-962.

Part I: Demand for Health and Medical Care

January 18
Production of Health

· Phelps, Chapter 4
Recommended

· Grossman, Michael, “On the Concept of Health Capital and the Demand for Health.” Journal of Political Economy, 80, 1972: 223-255.
January 23
Demand for Health and Medical Care

· Phelps, Chapter 4
Part II: Health Insurance
January 25
Basic Concept of Health Insurance

January 30
Moral Hazard and Principal-Agent Problems

· Phelps, Chapter 10 (p324-330)

Recommended
· Manning, W., J. Newhouse, N. Duan, E. Keeler, A. Leibowitz, and M. Marquis, “Health Insurance and the Demand for Medical Care: Evidence from a Randomized Experiment.” American Economic Review, 77, 1987: 251-277.
February 1
Plan Choice and Adverse Selection 

· Phelps, Chapter 10 (p334-340)

· Cardon, James H. and Hendel, Igal, “Asymmetric Information in Health Insurance: Evidence from the National Medical Expenditure Survey,” Rand Journal of Economics, 32(3), 2001: 408-427. 

Recommended

· Cutler, David and Reber, S., “Paying for Health Insurance: The Trade-Off Between Competition and Adverse Selection,” Quarterly Journal of Economics, 113(2), 1998: 434-466.
February 6
Employer-Provided Health Insurance

· Phelps, Chapter 10 (p341-350)

· Cawley, John and Kosali, Simon, “Health Insurance Coverage and the Macroeconomy,” Journal of Health Economics, 24(2), 2005: 299-315. 

· Gruber, Jonathan and Robin Mcknight, “Why Did Employee Health Insurance Contributions Rise?” Journal of Health Economics, 22(6), 2003: 1085-1104.

February 8
Economics of Mandated Benefits

· Jensen, Gail A. and Michael Morrisey, “Employer-Sponsored Health Insurance and Mandated Benefit Laws,” Milbank Quarterly, 77(4), 1999.

Recommended

· Gruber, J., “The Incidence of Mandated Maternity Benefits,” American Economic Review, 84(3), 1994: 622-641. 
· Summers, L., “Some Simple Economics of Mandated Benefits,” American Economic Review, 79, 1989: 177-183.

February 13
Medical Care for the Uninsured

· Gruber Jonatha, and Ebonya Washington, “Subsidies to Employees Health Insurance Premiums and the Health Insurance Market,” Journal of Health Economics, 24(2), 2005: 253-276.

Recommended

· Kuttner, Robert, “The American Health Care System – Health Insurance Coverage,” New England Journal of Medicine, 340(2), 1999: 163-168. 
· Schroeder, Steven A., “Prospects for Expanding Health Insurance Coverage,” New England Journal of Medicine, 344(11), 2001: 847-852. 
· Kronick, Richard & Todd Gilmer, “Explaining the Decline in Health Insurance Coverage, 1979-1995,” Health Affairs, 18(2), 1999: 30-47. 
· Bilheimer, Linda and David C. Colby, “Expanding Coverage: Reflections on Recent Efforts,” Health Affairs, 20(1), 2001: 83-95. 
February 15
Insurance, Technology Change, and Higher Costs

· Folland et al., Chapter 11

Recommended

· Weisbrod, Burton A., “The Health Care Quadrilemma: An Essay on Technological Change, Insurance, Quality of Care, and Cost Containment,” Journal of Economic Literature, 29, 1991: 523-552.
February 20 
Midterm Exam

Part III: The Market for Physicians’ Services

February 22
Physicians in the Medical Marketplace

· Phelps, Chapter 6 & Chapter 7

February 27
Medical Malpractice

· Phelps, Chapter 13

· Kessler, Daniel and Mark McClellan, “How Liability Law Affects Medical Productivity,” Journal of Health Economics, 21(6), 2002: 931-955. 

· Dubay, Lisa, Robert Kaestner and Timothy Waidmann, “The Impact of Malpractice Fears on Cesarean Section Rates,” Journal of Health Economics, 18(4), 1999: 491-522. 

March 1
Physician-Induced Demand

· Folland et al., Chapter 10

· Gruber, J. and M. Owings, “Physician Financial Incentives and Cesarean Section Delivery,” Rand Journal of Economics, 27, 1996: 99-123.
· Gruber J., D. Mayzlin and J. Kim, “Physician Fees and Procedure Intensity: The Case of Cesarean Delivery,” Journal of Health Economics, 18(4), 1996: 473-490.
March 6
Spring Break

March 8
Spring Break

Part IV: Medicaid and Medicare

March 13
Medicaid 
· Kaiser Family Foundation, Medicaid: www.kff.org/medicaid/index.cfm

March 15
Medicare
· Kaiser Family Foundation, Medicare: www.kff.org/medicare/index.cfm

Part V: Managed Care

March 20
 Managed Care

· Phelps, Chapter 11
· Cutler, D., M. McClellan and J. Newhouse, “How Does Managed Care Do It?” RAND Journal of Economics, 31(3), 2000: 526-548. 
· Baker, L., “Managed Care and Technology Adoption in Health Care: Evidence from Magnetic Resonance Imaging,” Journal of Health Economics, 20(3), 2001: 395-422. 
Recommended

· Glied, Sherry, “Managed Care,” in Handbook of Health Economics, eds., Anthony Culyer and Joseph Newhouse; Elsevier Science, 2000; also available at NBER Working Paper 7205.

Part VI: Pharmaceutical Industry

March 22
Pharmaceutical Industry
· DiMasi, Joseph, Ronald W. Hansen and Henry G. Grabowski, “The Price of Innovation: New Estimates of Drug Development Costs,” Journal of Health Economics, 22(2), 2003: 151-185. 
March 27
R&D in Pharmaceutical Industry
· Danzon Patricia M., Sean Nicholson and Nuno Sousa Pereira, “Productivity in Pharmaceutical-Biotechnology R&D: The Role of Experience and Alliances,” Journal of Health Economics, 24(2), 2005: 317-339.

· Cockburn, Iain and Rebecca Henderson, “Scale and Scope in Drug Development: Unpacking the Advantages of Size in Pharmaceutical Research,” Journal of Health Economics, 20(6), 2001:1033-1057. 

Part VII: The Market for Hospital Services

March 29
For-Profit and Not-For-Profit Hospitals

· Phelps, Chapter 10 (p282-295)

April 3
Regulation and Competition Among Hospitals

· Dranove, David, Mark Shanley, and William D. White. "Price and Concentration in Hospital Markets: The Switch from Patient Driven to Payer-Driven Competition." Journal of Law & Economics 36, 1993: 179-204.
Recommended

· Kessler, Daniel and Mark McClellan, “Is Hospital Competition Socially Wasteful?” Quarterly Journal of Economics, 115, 2000: 577-615. 

· Dranove, David, Mark Shanley, and Carol Simon. "Is Hospital Competition Wasteful?" RAND Journal of Economics 23, 1992: 247-261.
April 5
Technology in Medicine

· Cutler, David and Robert Huckman, “Technological Development and Medical Productivity: the Diffusion of Angioplasty in New York State,” Journal of Health Economics, 22(2), 2003: 151-330. 
· Duggan, Mark, “Do New Prescription Drugs Pay for Themselves? The Case of Second-Generation Antipsychotics,” Journal of Health Economics, 24, 2005: 1-31. 

April 10
Hospital Prospective Payment

· Phelps, Chapter 15 (p514-521)

· Ellis, Randall and Thomas McGuire, “Hospital Response to Prospective Payment: Moral Hazard, Selection and Practice-Style Effects,” Journal of Health Economics, 15(3), 1996: 257-277. 
April 12
Regulation of the Hospital Sector

· Phelps, Chapter 15 (p498-514))
Part VIII: Health Externalities and Government Policies

April 17
Positive Health Externalities – Vaccination 

· Sloan F. A., Berman S., Rosenbaum S., Chalk R. A., Giffin R. B., “The Fragility of the U.S. Vaccine Supply,” New England Journal of Medicine, 351, 2004: 2443-2447.
April 19
Negative Health Externalities – Smoking, Drinking, Drug Abuse, Obesity
· Pacula, Rosalie, “Does Increasing the Beer Tax Reduce Marijuana Consumption? Journal of Health Economics, 17(5), 1998: 557-585. 
· Chou, Shin-Yi, Michael Grossman and Henry Saffer, “An Economic Analysis of Adult Obesity: Results from the Behavioral Risk Factor Surveillance System,” Journal of Health Economics, 23(3), 2004: 565-587. 
April 24
Student Presentation 

April 26 
Student Presentation
ECO455 Health Economics

Spring 2005

Presentation
Guidelines

Every student is expected to participate in two paper presentations.  Each presentation will be prepared by two students (the partners you choose for each of the two presentations may be different).  Please select your paper presentations (marked by () in the course outline and let me know by February 1. 

The purpose of presentation is to acquaint you with some of the current literature and the general format of the academic paper. Read your chosen article carefully, and try to understand all details. Discuss with me anytime if there is anything that you don’t understand. You will have 40-minute presentation to give on your paper, with an opportunity for the class to ask questions. For 40 minute, you are the instructor and your responsibility is to help the class to understand the paper as you do. In your presentation, at least, you have to explain clearly the objective of the paper, the method and data used and the main findings. You can skip mathematical or econometric formulations and only present the ideas of those models. 

ECO455 Health Economics

Spring 2005
Term Paper

Guidelines 

The objective of the term paper is to apply economic theories and methods that are being studied in the class to specific topics and issues that interest you. Your paper should be 15 pages maximum in length (font size is your call, but double space), including figures, tables and references. 

This assignment consists of two parts. (1) Oral presentation: You will have 10-minute presentation to give on your own paper, with an opportunity for the class to ask questions. In your presentation, you have to explain clearly the objective of your term paper, the method and data used and the main findings. The term paper presentations are schedule on the last two days of our class April 24 & 26. (2) Term paper. 
Suggested Topics
You should feel free to select a topic of interest to you that may not be included on this list. It is essential that the topic be focused so that you can complete your term paper by the deadline. 

1. Changes in the physician marketplace in terms of practice setting, geographic location and specialty choice

2. Physician incentives under managed care and its effects on physician behavior

3. Differences between for-profit and non-profit hospitals

4. Hospital competition and cost and quality of care

5. Impact of technology on the cost of care

6. Impact of health insurance on medical technology innovation and diffusion

7. Impact of health insurance on medical care demand

8. Estimation of health production function: impact of education on health outcome

9. Is there any adverse selection in health insurance

10. Trends in managed care organizational structure and contracting arrangements

11. Impact of Medicaid on household behaviors

Data
While you are not required to provide any empirical result in your paper, you are strongly encouraged to use data to support your arguments, not just report the results of others. The data may be from primary or secondary sources. You are encouraged to use whatever quantitative methodology you feel is appropriate (means, regression analysis, etc.). There are many public data sets or statistical reports available on the internet. 

Deadlines
February 15: A 1 page summary of your paper topic is due in class. Your summary should describe the topic of your paper and discuss the data (if there is any) you intend to analyze. You are encouraged to discuss with me your ideas any time before handing your summary report. 

March 22: List of your bibliography and/or a 1 page summary of your preliminary data analyses are/is due in class. 

May 8: The paper is due on 5/8, at 12:00 noon. Late papers will be penalized at 1/3 of a grade per day (including weekend days). There are no exceptions. You can slip in your paper under my door RBC412, or you can put it in my mailbox, or you can email to me at syc2@lehigh.edu.
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