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PREFACE
N

This is the fourth edition of a book that was conceived in 1990 and first published in 1993. To
indicate how much the world of health economics has changed, the first edition made a single
reference to “managed care,” and that was in the context of monopoly power in the provision of
health care.

This book was first written to assist health economics instructors in developing a clear,
step-by-step understanding of health economics for their students. We also believe that it is
important for instructors to demonstrate what health economics researchers are doing in the-
ory and in empirical work. The book synthesizes contemporary developments around a set of
basic economic principles, including maximization of consumer utility and economic profit,
wishing to make these principles accessible to undergraduate students, as well as to graduate
students. Rather than organizing the book around the institutions specific to the health care
economy, we have used core economics themes as basic as supply and demand, as venerable as
technology or labor issues, and as modern as the economics of information. Moreover, we have
sought to improve accessibility to the book for the wide range of health services students and
practitioners whose knowledge of economics may be more limited.

We have followed the philosophy that students must have a working knowledge of the
analytical tools of economics and econometrics to appreciate the field of health economics.
Some students may be ready to plunge directly into “The Production of Health” (Chapter 4)
upon completion of the introductory Chapter 1. However, Chapter 2 (“Microeconomic
Tools”) and Chapter 3 (“Statistical Tools”) allow the students and their teachers to develop or
to review the needed analytical concepts before tackling the core subject matter. In Chapters 2
and 3, students with as little as one semester of microeconomics may review and study how
economists analyze problems, using examples that are relevant to health economics. No calcu-
lus is needed.

Consistent with an emphasis on clarity of exposition, this book makes extensive use of
graphs, tables, and charts. Discussion questions and exercises are provided to help students
master the basics and to prompt them to think about the issues. Features on up-to-date applica-
tions of theory and policy developments are also included, as well as the occasional tidbit con-
taining purely background information.

Finally, we caution that some of the chapters, such as those on insurance, although devoid
of advanced mathematics, may still require considerable effort. No painless way is available to
appreciate the scope of the contributions that scholars have made in recent years. More
advanced students of the health care economy who wish to be challenged further can utilize a
comprehensive references section, with more than 800 sources, so that their (and our) work can
be enriched through referral to the original sources.



xxiv Preface

It is critical that this textbook contains the most current knowledge and addresses the needs of
our readers. As with previous editions, almost every chapter is revised to incorporate significant
developments in the field.

In response to the instructors and students who use this book, we have made some changes
in its organization. Our newly arranged Part IV identifies key players in the health care sector,
with special reference to nonprofit firms (Chapter 13), hospitals (Chapter 14), physicians and
labor (Chapter 15), and the pharmaceutical industry (Chapter 16).

The section on social insurance and governmental actions, Part V, has been moved forward
to begin with Chapter 17 on equity and need, looking at governmental regulation (Chapters 18
and 19), social insurance (Chapter 20), and finishing with comparative systems and health care
reform (Chapter 21).

Our new Part VI examines special topics. Chapter 22 continues from the previous edition,
looking at economic “bads,” such as cigarettes. Chapter 23 is a brand-new chapter that exam-
ines the economic consequences of epidemics, with particular interest in the worldwide AIDS
epidemic. We conclude with Chapter 24 by looking in more detail at the various aspects of cost-
benefit analysis, the tool so very important to health analysts.

Another change involves the emergence of important new resources for students and scholars,
The Internet now contains tables and charts that were once available only in book form,
and then only after several years. They are now available much more quickly, and are
often available on the Internet long before they are available (if at all) in print. The down-
side to this explosion of information involves editorial oversight (not all sources are good
ones) and frustrating tendencies for Internet sites to disappear. We have chosen to focus on
sites that we believe to be both long lasting and reliable.

National Institutes of Health (www.nih.gov/)

Centers for Medicare and Medicaid Services, formerly the Health Care Financing
Administration, or HCFA (cms.hhs.gov/)

Social Security Administration (www.ssa.gov/)

Bureau of the Census (www.census.gov/)

Center for Disease Control (www.cdc.gov/)

Organization for Economic Cooperation and Development, for international data
(www.oecd.org/)

Journals are increasingly accessible both in print and over the Internet. Most health econo-
mists make a point of browsing Health A [fairs, an up-to-date policy journal, while the Journal of
Health Economics and Health Economics have emerged as the leading technical specialty jour-
nals. There are also many other specialized journals to address readers’ needs.

The Handbook of Health Economics, published in 2000, has emerged as an invaluable
source for specific topics, examined in more detail, and with more mathematic rigor than can
any text, including this one. Students and their teachers who are seeking research or disserta-
tion topics should find this two-volume set to be most useful.
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As a developing field, the economics of health and health care has an evolving body of literature,
and there is no single “correct” order for the course design. Economists (particularly U.S. econo-
mists) typically organize topics through markets, with government roles coming much later.
Students and scholars of public health assign the governmental sector far more importance; it is
“public” health. Unfortunately, a text is necessarily linear in that one chapter has to follow another.

The Economics of Health and Health Care offers instructors considerable flexibility. We
have divided the 24 chapters into six parts:

I. Basic Economic Tools (Chapters 1-3)
IL. Supply and Demand (Chapters 4-8)
IIL. Information and Insurance Markets (Chapters 9-12)
IV. Key Players in the Health Care Sector (Chapters 13-16)
V. Social Insurance (Chapters 17-21)
VI. Special Topics (Chapters 22-24)

The categories are not entirely exclusive. Chapter 7, looking at the demand and supply of insur-
ance, is as important to Part III on insurance as it is to Part II on demand and supply of goods.

From front to back, the organization follows an “economics” model in which consumers
and firms are first analyzed in a world without government and governmental policies. As a
result, explicit discussions of government policies do not come until Chapter 17, although regu-
lation, licensing, mandates, and the like are discussed in reference to other topics much earlier.
Many economics instructors may wish to follow the chapters in the order of the book.

Other instructors, particularly those who are interested in public health and in governmental
policies, may wish to “tool up” on some of the earlier analyses, and then skip directly to Part V, in
which we look at social insurance, health care regulation, and health care reform. After that, they
may wish to browse selected topics. Although some analyses build on each other within chapters,
we have sought to minimize cross-referencing among chapters.

We are pleased to provide our users with two new features. Instructors and students will be able
to log on to www.prenhall.com/folland where they will find occasional timely features, as well as
links to useful health-related locations elsewhere on the Web. In addition, our new Instructor’s
Manual will provide instructors with teaching hints, suggestions for discussion, and additional
questions (with answers). With the increased use of our book for professional, as well as dis-
tance education, the manual will prove invaluable for teachers in both traditional and nontradi-
tional settings. Instructors should contact their Prentice Hall sales representative for the user
identification number and password to access the faculty resources.

Because this book emerges from years of classroom and professional interaction, we thank
those students and colleagues who have discussed the economics of health and health care with
us, and who have challenged our ideas. Perhaps our most significant debts go to Annie Todd,
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who suggested the endeavor and introduced us to each other, and to Tom McGuire, whose
intellectual and collegial support convinced us that we could succeed. We have been blessed

with outstanding editors—Jill Leckta edited the first edition, Leah Jewell edited the second, 3
and Rod Banister and Gladys Soto have edited the third and with the help of Marie McHale,

this fourth edition. '

We have received outstanding support from our publishers. John Travis managed our first
edition, and Maureen Wilson the second and third. Kelly Warsak, the current production editor
has been an exceptional partner.

We are most grateful to instructors at more than 250 universities in the United States,
Canada, and abroad, who have provided the market test for our work by adopting the book.
Numerous professional colleagues were generous in offering their time and energy to read and
critique various chapters. We thank:

s

Carson Bays, East Carolina University

James Burgess, Veterans Administration

Frank Chaloupka, University of Illinois-Chicago
Hope Corman, Rider College

Merton Finkler, Lawrence University

Howard Forman, Yale University

Andrew D. Foster, Brown University

Gary Fournier, Florida State University

H. E. Frech, III, University of California-Santa Barbara
Martin Gaynor, Carnegie Mellon University

John Goddeeris, Michigan State University

Warren Greenberg, George Washington University
Michael Grossman, City University of New York

Jack Hadley, Center for Health Policy Studies

James Hamilton, Wayne State University

Janet Hankin, Wayne State University

Govind Hariharan, State University of New York-Buffalo
Ronald Horwitz, Oakland University

Harold Hotelling, Lawrence Technological University
Kathy A. Kelly, The University of Texas at Arlington
Paul Langley, University of Colorado

William Low, University of Northern British Columbia
Timothy McBride, University of Missouri-St. Louis
Tom McCarthy, National Economic Research Associates
Catherine McLaughlin, University of Michigan
Eleanor Nishiura, Wayne State University

Albert A. Okunde, University of Memphis

Martin Pernick, University of Michigan

Joann Richards, Oakland University

John Rizzo, Cornell University

T. Paul Schultz, Yale University

Ya-chen Tina Shih, MEDTAP International Inc.
Kosali Simon, Cornell University

John M. Tilford, University of Arkansas

Scott Vander Linde, Calvin College
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Rob Verner, Kent State University

Kenneth Warner, University of Michigan

Gerard Wedig, University of Pennsylvania

Burton Weisbrod, Northwestern University
William White, Yale University

Barbara Wolfe, University of Wisconsin-Madison
Michael Woolley, University of Southern California

We also thank the following colleagues who, with their classes, test-taught and test-learned

parts of the text:

Randall Ellis, Boston University

Gail Jensen, Wayne State University

Thomas McGuire, Harvard University

Lee Mobley, Research Triangle Institute

Kathleen Possai, Wayne State University

Richard Scheffler, University of California—Berkeley
Nancy Wolff, Rutgers University

Yet again, we thank our wives and daughters who have patiently watched and supported

their husbands and fathers in learning about health economics.

S.F.
Rochester, Michigan

A.C.G.
Detroit, Michigan

M.S.
Rochester, Michigan
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