
Econ 372: Economics of Health Care Markets
Spring 2017

Professor: Ian McCarthy

Class: TTH 10:00 – 11:15am

Room: WH 207

Office: Rich 319

Office Hours: TH 12:00pm – 3:00pm

Email: ian.mccarthy@emory.edu

Course Description

This course examines the industrial organization of health care markets in the U.S., including underlying theory,

empirical findings, and related health care policy. We will study competition between healthcare providers, vertical

integration among different providers (i.e., physicians and hospitals), and insurance markets.

Prerequisites: Economics 101 (Principles of Microeconomics), Math 111 (Calculus I) also suggested

Course Objectives

The broad goal of the class is to understand the structure of health care markets in the U.S. The course is designed

around three modules: 1) horizontal integration and competition across healthcare providers; 2) vertical integration

between hospitals and physicians; and 3) insurance markets and adverse selection. For each segment, we will

develop the underlying theoretical model(s), cover recent empirical studies in the area, and discuss relevant health

care policy. My goals are that, by the end of this course, you will be able to:

1. Understand the structure of the U.S. healthcare system, its main components, and its history

2. Discuss the motivation and subsequent effects of horizontal and vertical integration in healthcare

3. Understand the role of adverse selection in health insurance markets, and explain how this relates to the

health insurance exchanges

Text and Other Materials

There is no required textbook for the class. There are, however, several required readings including selected

chapters from various textbooks. All readings are available electronically on Canvas. A preliminary list of readings

is provided below in the Course Outline, where starred items indicate required readings and non-starred items are

recommended.

Course Topics

Below is a preliminary list of topics throughout the semester. We will work through these topics in order.

Module 1: Introduction to the Economics of Healthcare

In this first section of the course, we will discuss some of the broad themes of the U.S. healthcare market and its

history.



• *Kenneth J. Arrow. “Uncertainty and the Welfare Economics of Medical Care”. In: The American Economics

Review 53.5 (1963)

• *M Gaynor, K Ho, and R Town. “The Industrial Organization of Health Care Markets”. In: Journal of

Economic Literature 47.2 (2015), pp. 235–284

• *Amitabh Chandra and Jonathan Skinner. “Technology growth and expenditure growth in health care”. In:

Journal of Economic Literature 50.3 (2012), pp. 645–680

• *David M Cutler and Dan P Ly. “The (paper) work of medicine: understanding international medical costs”.

In: The Journal of Economic Perspectives 25.2 (2011), pp. 3–25

Module 2: Horizontal Integration & Competition across Healthcare Providers

We will start this section of the course looking at several theoretical models of competition, first in horizontally

differentiated markets and then with vertically differentiated markets. Most healthcare services will be vertically

differentiated, but we can imagine some very routine services that might better fit into a model of horizontal

differentiation. Our theoretical models will consider cases in which prices are fixed (e.g., set administratively by a

government payer) and where prices are variable. With variable prices, this introduces the role of bargaining. We

will then turn our attention to the empirical literature, focusing on studies of the effects of hospital mergers and

current empirical methods used to evaluate hospital mergers in antitrust litigation.

• *M Gaynor, K Ho, and R Town. “The Industrial Organization of Health Care Markets”. In: Journal of

Economic Literature 47.2 (2015), pp. 235–284

• M Gaynor and R Town. “Competition in Health Care Markets”. In: Handbook of Health Economics. Ed. by

M. Pauly, T. McGuire, and P. Pita Barros. Vol. 2. Amsterdam: Elsevier, 2012

• *Daniel Kessler and Mark McClellan. “Is hospital competition socially wasteful?” In: Quarterly Journal of

Economics 2.115 (2000), pp. 577–615

• *David Dranove and Mark A Satterthwaite. “The industrial organization of health care markets”. In: Hand-

book of health economics 1 (2000), pp. 1093–1139

• Avinash K Dixit and Joseph E Stiglitz. “Monopolistic competition and optimum product diversity”. In: The

American Economic Review (1977), pp. 297–308

• Michael Spence. “Product differentiation and welfare”. In: The American Economic Review (1976), pp. 407–

414

• Michael Spence. “Product selection, fixed costs, and monopolistic competition”. In: The Review of Economic

Studies (1976), pp. 217–235

• A Spence. “Monopoly, Quality, and Regulation”. In: Bell Journal of Economics 6.2 (1975), pp. 417–429

• *Gautam Gowrisankaran, Aviv Nevo, and Robert Town. “Mergers When Prices Are Negotiated: Evidence

from the Hospital Industry”. In: American Economic Review 105.1 (2015), pp. 172–203

• *Jean Abraham, Martin Gaynor, and William B Vogt. “Entry and Competition in Local Hospital Markets”.

In: The Journal of Industrial Economics 55.2 (2007), pp. 265–288

• *William B Vogt and Robert Town. How has hospital consolidation affected the price and quality of hospital

care? Policy Brief. Robert Wood Johnson Foundation, 2006
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• M Gaynor and R Town. The impact of hospital consolidation - Update. Policy Brief. Robert Wood Johnson

Foundation, 2012

• *Cory Capps, David Dranove, and Mark Satterthwaite. “Competition and market power in option demand

markets”. In: RAND Journal of Economics (2003), pp. 737–763

• M Gaynor and W Vogt. “Antitrust and Competition in Health Care Markets”. In: Handbook of Health

Economics. Ed. by A. Culyer and J. Newhouse. Vol. 1B. Amsterdam: Elsevier, 2000

• *David Dranove and Andrew Sfekas. “The revolution in health care antitrust: new methods and provocative

implications”. In: Milbank Quarterly 87.3 (2009), pp. 607–632

• *David Dranove and Mark A Satterthwaite. “Monopolistic competition when price and quality are imperfectly

observable”. In: The RAND Journal of Economics (1992), pp. 518–534

• *David Dranove et al. “Is More Information Better? The Effects of Report Cards on Health Care Providers”.

In: The Journal of Political Economy 111.3 (2003), pp. 555–588

• *Frank A Sloan and Chee-Ruey Hsieh. “Health economics”. In: MIT Press Books 1 (2012), Section 6.2

Module 3: Vertical Integration between Hospitals and Physicians

This section will cover the relationship between hospitals and physicians, and the effects of increasing alignment

between these entities. In particular, we will consider the underlying motivation for hospitals to employ physicians

and vice versa, and the subsequent effects on prices and patient referral patterns.

• *Laurence C Baker, M Kate Bundorf, and Daniel P Kessler. “Vertical integration: hospital ownership of

physician practices is associated with higher prices and spending”. In: Health Affairs 33.5 (2014), pp. 756–

763

• *Thomas G McGuire. “Physician agency”. In: Handbook of health economics 1 (2000), pp. 461–536

• *Jonathan Gruber and Maria Owings. “Physician financial incentives and cesarean section delivery”. In: The

RAND Journal of Economics 27.1 (1996), pp. 99–123

• *Jeffrey Clemens and Joshua D Gottlieb. “Do Physicians’ Financial Incentives Affect Medical Treatment and

Patient Health?” In: The American Economic Review 104.4 (2014), pp. 1320–1349

• *Laurence C Baker, M Kate Bundorf, and Daniel P Kessler. The Effect of Hospital/Physician Integration on

Hospital Choice. Working Paper 21497. National Bureau of Economic Research, 2015

• Esther Gal-Or. “The profitability of vertical mergers between hospitals and physician practices”. In: Journal

of Health Economics 18.5 (1999), pp. 623–654

• *Matthew Lewis and Kevin Pflum. “Diagnosing Hospital System Bargaining Power in Managed Care Net-

works”. In: American Economic Journal: Economic Policy 7.1 (2015), pp. 243–274

• *Alison Evans Cuellar and Paul J Gertler. “Strategic integration of hospitals and physicians”. In: Journal of

health economics 25.1 (2006), pp. 1–28

• Federico Ciliberto and David Dranove. “The effect of physician–hospital affiliations on hospital prices in

California”. In: Journal of Health Economics 25.1 (2006), pp. 29–38

• *Frank A Sloan and Chee-Ruey Hsieh. “Health economics”. In: MIT Press Books 1 (2012), Section 6.2
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Module 4: Insurance Markets and Adverse Selection

Insurance markets are one of the more unique markets in economics due to the inherent relationship between a

firm’s costs and the consumer’s willingness to pay. We will study these aspects theoretically, introduce the concepts

and role of adverse (and advantageous) selection, and examine potential solutions to the adverse selection problem.

• *Liran Einav and Amy Finkelstein. “Selection in Insurance Markets: Theory and Empirics in Pictures”. In:

The Journal of Economic Perspectives 25.1 (2011), pp. 115–138

• *M Kate Bundorf, Jonathan Levin, and Neale Mahoney. “Pricing and welfare in health plan choice”. In: The

American Economic Review 102.7 (2012), pp. 3214–3248

• David De Meza and David C Webb. “Advantageous selection in insurance markets”. In: RAND Journal of

Economics (2001), pp. 249–262

• Liran Einav et al. “Selection on moral hazard in health insurance”. In: The American economic review 103.1

(2013), pp. 178–219

• James H Cardon and Igal Hendel. “Asymmetric information in health insurance: evidence from the National

Medical Expenditure Survey”. In: RAND Journal of Economics (2001), pp. 408–427

• *Liran Einav, Amy Finkelstein, and Jonathan Levin. “Beyond Testing: Empirical Models of Insurance

Markets”. In: Annu. Rev. Econ. 2.1 (2010), pp. 311–336

• Liran Einav, Amy Finkelstein, and Mark R Cullen. “Estimating Welfare in Insurance Markets Using Variation

in Prices”. In: The Quarterly Journal of Economics 125.3 (2010), pp. 877–921

• Randall D Cebul et al. “Unhealthy insurance markets: Search frictions and the cost and quality of health

insurance”. In: The American Economic Review 101.5 (2011), pp. 1842–1871

• *David M Cutler and Sarah J Reber. “Paying for Health Insurance: The Trade-Off between Competition and

Adverse Selection”. In: The Quarterly Journal of Economics 113.2 (1998), pp. 433–466

• Leemore Dafny. “Are Health Insurance Markets Competitive?” In: American Economic Review 100.4 (2010),

pp. 1399–1431

Assignments

Homework and In-class Exercises

For purposes of grading, this class is almost fully driven by homework and in-class assignments. In total, there will

be 10 such assignments throughout the course. These assignments will consist of short answer questions ranging

from calculus-based questions, comprehension questions based on class readings, and some data collection/policy

questions. Homework assignments must be turned in at the beginning of the class for which the assignment is due.

Late homework will not be accepted. In-class assignments will be completed entirely in class.

Details of any take-home assignments will be provided in advance on Canvas, and I generally allow at least 5

days to complete any take-home assignments. I anticipate no more than 4 in-class assignments. Preliminary dates

for these assignments are as follows:

• Thursday, January 26

• Tuesday, February 21

• Tuesday, March 14
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• Thursday, April 6

Case Study

Each of you will analyze data and prepare a 5-page report on a practical health economics problem. This semester,

the case study concerns hospital contract negotiations. Details of the case study are available on Canvas. In your

report, you must state the problem and scope of your work, analyze the underlying data, propose a strategy or

solution going forward, and predict the effects of your proposal. Your report is due no later than April 20, 2017.

Discussion & Participation

You must earn 10 participation points in order to receive full participation credit for the semester. There will be

three ways to earn participation points:

1. Every few weeks, we will have a discussion thread on Canvas related to a topic covered in class. Your

participation in a discussion is worth one participation point. Here are the discussion rules. First, I will

post a question over the weekend, and the forum will close by 5:00pm the following Friday. Over that week,

you must respond with an original thought related to the question. By original, I simply mean that you

have to read everyone else’s comments so that you don’t duplicate a prior point. Each comment should be

related to the broad question originally posed as well as the most recent comment in the thread. And of

course, comments must be respectful, classroom appropriate, etc. But outside of those basic ground rules, I

encourage the comments to be relatively free-flowing. The important part is to have a class-wide discussion.

2. I will be having coffee at Kaldi’s coffee once a week, every Tuesday from 12:30pm to 2:00pm. Please come

visit me and we can discuss any issues related to health economics. Each visit counts as one participation

point.

3. We will have in-class quizzes roughly once every two to three weeks. For each quiz you complete, you will

receive one participation point.

Communication

I will use Canvas to communicate with everyone regarding readings, assignments, and other class updates. As such,

please check Canvas regularly (at least twice a week) for new information. For any specific questions you have

regarding the class or health economics more generally, I am happy to meet with you and discuss in person. Unless

otherwise announced, I will always be available during my office hours. But if these times do not work for you, just

send me an email and we can schedule another time to meet. I will do my best to respond to all emails within 24

hours, but please allow more time over the weekend.

Evaluation

Final grades will be determined as follows:

Opportunity Percent
Participation 5
Homework 80 (8% each)
Case Study 15

Your numeric grades will be translated into letter grades in accordance with the suggested grade distribution of the

Emory economics department. Details of this policy can be found at:

economics.emory.edu/home/undergraduate/major_minor_requirements.
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Course Policies

Similar to a movie theater, we have a strict no cell phone, no computer policy in class. Please put your phones in

airplane mode when you get to class, and I will do the same. The purpose of this policy is twofold: 1) these types

of devices are extremely useful but also extremely distracting, and in my experience, I’ve found that our discussions

are much more engaging and informative when we avoid these distractions; and 2) this is really just an issue of

mutual respect, both for our time in class as well as your classmates. The more we can be engaged and respectful

of one another, the more we’ll enjoy the class.

Academic Integrity and Honor Code

The Emory University Honor Code is taken seriously and governs all work in this course. Details about the Honor

Code are available at www.college.emory.edu/current/standards/honor_code.html. By taking this course, you

affirm that it is a violation of the code to cheat on exams, to plagiarize, to deviate from the instructions about

collaboration on work that is submitted for grades, to give false information to a faculty member, and to undertake

any other form of academic misconduct. You agree that the teacher is entitled to move you to another seat during

examinations, without explanation. You also affirm that if you witness others violating the code you have a duty

to report them to the honor council.
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