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Preface
to the Third Edition

This book grew out of a course on the economics of health services that I have taught at
the University of Michigan for many years. During this period the health economics
literature increased rapidly, resulting in a course reading list sufficiently large to cause
my students concern. As the literature increased, so did its technical content, often
assuming a background students lacked. In addition, the literature developed un-
evenly, leaving gaps which this book is designed to fill. This introductory text attempts
to provide an analytical approach to the study of medical care and, through the use of
numerous applications, to illustrate the usefulness of economics to the understanding
of public policy issues in medical care.

The material in this book presumes familiarity with some of the economic concepts
presented in a microeconomics course at the undergraduate level. I have, therefore,
tried to refresh students’ memory of these concepts when discussing the applicability
of economics to health care. Since institutional knowledge of medical care issues is
generally not uniform among students, particularly undergraduates, I have defined
concepts and described legislation that would be more familiar to students in a School
of Public Health.

This book is meant to be used for a one-semester course in health economics. Real-
izing that instructors” preferences for topics to include in such a course may differ,
more material is included than would normally be covered in one semester. For the
interested student, both recent and historical references are provided should the stu-
dent wish to pursue a particular subject in greater depth.

While writing this book and the subsequent revisions, I have tried to clarify those
subjects found by my students to be most difficult and most inadequately explained in
the classroom. If the reader has difficulty understanding certain sections, he or she
will have developed a better appreciation for my students’ experience. For example, as
aresult of student comments I became aware of the need to make explicit the relation-
ship between economic analysis and the value judgments underlying different public
policies. For this reason, I have tried to stress these issues in the various subjects
discussed.

The emphasis of this book is on the financing and delivery of personal medical ser-
vices, rather than on the broader issues of health and health services. This narrower
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focus reflects the extensive emphasis of federal and state legislation and of current pol-
icy issues, such as financing medical services and concern with efficiency in the deliv-
ery of services, on personal medical services rather than health or health services,
which might be well more appropriate. The relationship of personal medical services
to health is discussed in an early chapter; thereafter, the text emphasizes the defini-
tion, measurement, and selection of public policies to achieve economic efficiency and
equity in the financing and delivery of personal medical services.

Since the time the first edition appeared, in 1979, the medical sector has undergone
dramatic changes. Health policy is constantly changing. The emphasis on national
health insurance has declined; the concern over a shortage of physicians has changed
to a concern over a surplus of physicians. From being reimbursed on a cost-plus basis,
hospitals now face prospective, fixed prices. The provision of hospital services by inde-
pendent community hospitals has changed, with hospital mergers being more fre-
quent and multihospital systems being more common. Also, the movement toward
increased regulation of medical services has changed to market competition along
with the development of new alternative delivery systems, advertising, and hospital
discounts.

This latest revision retains a historical perspective on how and why the medical
sector has changed. Economic analysis is useful for understanding the effects on equity
and efficiency of previous methods of financing and delivering medical services as well
as current approaches. Economics is also helpful for understanding why these various
changes have occurred.

In addition to updating tables and the text, a number of additional changes have
been made in this latest revision. Chapter 21, “The Market for Long-Term Care Ser-
vices” has been added. Several chapters have been extensively revised. New sections,
such as comparable worth, physician payment methods, adverse selection, cost shift-
ing, and who bears the burden of the social security tax, have been included in existing
chapters. A large number of review questions have been included as an appendix. I
hand these questions out to my students at the beginning of the semester, and as an
incentive for the students to think about them I select several for the midterm and final
exams. Hopefully, others might find them useful.

In writing this book and in teaching my course I have benefited from the work of
other health economists. Some measure of that debt is indicated by the numerous ref-
erences to others’ work found throughout the book. In preparing this edition, Ron
Vogel provided helpful comments and Thomas Wickizer and Robert Miller were able
research assistants. I wish to acknowledge the valuable assistance of Jack Tobias, the
Reference Librarian in the School of Public Health, University of Michigan, who is
one of the great resources of that school. Jeremiah German gave me extensive sugges-
tions for the second edition and Darrell Graham provided invaluable research assis-
tance. For the first edition, Irene Butter, John Kuder, Geoffrey Shepherd, Kenneth
Warner, Carolyn Watts, and Jack Wheeler provided many helpful comments and
suggestions. John Goddeeris provided excellent research assistance.

PauL J. FELDSTEIN
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