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PREFACE

We developed and wrote this book out of dissatisfaction with the current se-
lection of health economics textbooks. Basically, we believe the existing
health economics textbooks are not sufficiently ‘‘user friendly.”” We hope that
students are able to understand the material in this book with only minor
assistance from their professors. Assuming that objective is accomplished, the
professor is free to use classroom time to highlight and extend the health care
issues and problems contained here or to introduce new topics to students.
Providing the professor with the flexibility to introduce new topics rather than
having to cover the book in close detail is especially important today given
that the health economy is currently undergoing such a rapid and radical struc-
tural transformation.

Our main target audience is the student who has had minimal exposure to
economics or the economics major who desires a sound and long-lasting un-
derstanding of health economics theory and its application to real-world health
care problems and issues. As such, our audience includes undergraduate stu-
dents and students enrolled in master of business administration or master of
public health programs. This book is not written for Ph.D. students in eco-
nomics, although it might be used for background information. Because of the
intended audience, the book is self-contained, simultaneously teaching mi-
croeconomic theory and its application to health care topics.

The material contained in this book is as current and relevant as humanly
possible and presented in a very systematic yet lively manner. Admittedly, we
have purposely sacrificed some theoretical rigor for a deeper, more funda-
mental and intuitive understanding of health economics. Nevertheless, the
ideas, principles, and concepts developed in this book remain theoretically
consistent and challenging for most students. More important, we believe the
book will be read!

vii
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Preface

The textbook contains five parts. Part I, Chapters 1 through 6, deals with
basic health economics concepts such as trade-offs, the production of good
health, the demand for medical care, production and cost theory, cost-benefit
analysis. and health care systems and institutions. Chapter 6 provides a brief
overview of the structural features of the U.S. health care system to familiarize
students with institutions such as HMOs, PPOs, DRGs, Medicare, and Medi-
caid early in the course.

Part 11, Chapters 7 through 9, analyzes the behavior of health care pro-
viders in a number of different settings based on the objective of the firm and
competitiveness of the market environment. Profit maximization, perfect com-
petition, imperfect competition, and nonprofit objectives are among the topics
covered. More advanced students of economics can cover the material in
Chapters 7 and 8 quite quickly. Even those students, however, should find the
insights enlightening because they reinforce understanding of how medical
markets operate under different conditions.

Part III, Chapters 10 and 11, focuses on the role of government in health
matters and medical care markets. Chapter 10 provides an overview of gov-
ernment functions such as regulation, antitrust, and redistribution as applied
to health and medical care issues. Chapter |1 discusses government’s impor-
tant role as a producer of health insurance and examines the Medicaid and
Medicare programs in considerable detail. Again, the insights offer a lively
illustration of health economics in action.

Part IV, Chapters 12 through 15, uses the theories developed in the earlier
chapters to extensively analyze specific health care industries by applying the
structure, conduct, and performance paradigm of industrial organization. The
private health insurance, physician, hospital, and pharmaceutical industries
are covered in great depth, and the analysis is kept as current as possible.

Part V, Chapter 16, deals with health care reform. Some of the more
popular plans for reforming the U.S. health care system at the federal and state
levels are discussed and evaluated.

The book ends with two appendixes and a glossary. Appendix 1 covers
the fundamentals of multiple regression analysis. The information contained
in Appendix 1 is particularly useful since we present the actual regression
results of various empirical studies throughout the book as a way of demon-
strating how theories can be tested and how economic relations can be quan-
tified. Appendix 2 provides an economic analysis of a competitive input
market and explains how the price and employment of an input are determined
in a competitive marketplace. Finally, a glossary is provided at the end of the
book for those students who forget a definition from time to time.
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We would like to express our sincerest gratitude to all of the reviewers
for their helpful comments and suggestions for improving the book. We think
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