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Course Motto 

“Just because you do not take an interest 
in economics doesn't mean economics 
won't take an interest in you.”  
    – Adapted from Pericles (430 B.C.) 



Schedule and Course Topics

•  Session 1 - Monday, January 30, 2017 
–  Introduction to the Course; The Function of Health Insurance

•  Session 2 - Monday, February 13, 2017
–  The Cost of Health Care   

•  Session 3 - Monday, March 6, 2017
–  The Free Market in Health Care; Affordable Care Act of 2010 

•  Session 4 - Monday, March 27, 2017 
–  Health Care Rationing - Good, Bad, or Inevitable?

•  Session 5 - Monday, April 17, 2017 
–  The Allocation of Physician Services - Balancing Physician Supply with Patient 

Demand (with guest lecturer, Dr. Charles McConnel) 
•  Session 6 - Monday, May 15, 2017

–  The Financial Lives of Our Patients and Their Families; Course Summary



Resources 
•  Course MoneyinMedicine.wordpress.com     
•  NEJM Health Policy and Reform  

http://www.nejm.org/health-policy-and-reform
•  Kaiser http://kff.org
•  Commonwealth Fund http://www.commonwealthfund.org
•  HealthCare.gov http://www.healthcare.gov
•  Robert Wood Johnson Foundation http://www.rwjf.org
•  Urban Institute http://www.urban.org/health_policy
•  The Incidental Economist http://theincidentaleconomist.com/
•  Economist’s View http://economistsview.typepad.com
•  EconoFact http://econofact.org



Introduction 
•  “Fair” vs. “Objective” 
•  Invite disagreement (really) 
•  Ask for evidence 
•  Discussion preferred 



January 30, 2017 
Session 1 

 
Introduction to the Course 
The Function of Health Insurance 



Econ 101 (Prof. Brad DeLong) 

•  Economics deals with those things that we 
want but that are "scarce." We economists 
care about commodities whenever there are 
not enough of them for all of us to be satisfied 
that we have all that we want. Under those 
circumstances societies then have to--we 
have to--figure out whether it is worth making 
more of these scarce commodities. And then, 
if we do make more of them, we then need to 
figure out who is going to get to use them.



Market Economy 

•  The market economy, based on deep human psychological 
propensities, is an extraordinarily effective societal 
instrumentality for planning and coordinating the production and 
distribution of resources.

•  It solves the problem of: 
–  Production
–  Economizing
–  Distribution
–  Coordination
–  information



Ways that market economies can go wrong

•  The market will go wrong if the wealth distribution 
is wrong. The market judges value by willingness to 
pay, and the rich are much more willing to pay than 
the poor, and those without wealth or income have 
no willingness to pay at all. If your wealth and 
income are zero, then the market literally does not 
care whether you live or die--it is of no interest to it 
at all.



Ways that market economies can go wrong

•  An absence of good information about exactly what you are 
buying or selling--adverse selection or moral hazard 
problems of any sort--and the market will go wrong.

•  The market will go wrong whenever individuals are bad 
judges of their own long-term interests--note that I say when, 
not if. Humans are very bad at assessing and dealing with 
risk. Humans are not that great at appropriately weighting 
different conflicting pieces of information. 

http://delong.typepad.com/



The Function of Health Insurance 

•  Risk protection 
•  History of insurance 
•  Insurance, in law and economics, is a form of 

risk management primarily used to hedge 
against the risk of a contingent loss.
–  Insurance is defined as the equitable transfer of 

the risk of a loss, from one entity to another, in 
exchange for a premium, and can be thought of 
as a guaranteed and known small loss to prevent 
a large, possibly devastating loss. 



Insurance is good for you 
•  Compared three states that substantially expanded adult Medicaid 

eligibility since 2000 (New York, Maine, and Arizona) with neighboring 
states without expansions.  

•  Medicaid expansions were associated with a significant reduction in 
adjusted all-cause mortality (by 19.6 deaths per 100,000 adults, for a 
relative reduction of 6.1%; P=0.001).  

•  Decreased rates of delayed care because of costs.  
•  Increased rates of self-reported health status of “excellent” or “very 

good.”  
 
Mortality and Access to Care among Adults after State Medicaid Expansions 
Sommers et. al.  
N Engl J Med, September 13, 2012  

 



Uninsurance is a disease 
•  1 life saved per year for every 455 who gained Medicaid 

coverage (Sommers et. al.) 
 

•  Conservative estimate if ACA repealed: 20 million lose 
insurance 
 

•  Calculate: approximately 43,956 deaths annually  



Logic of health insurance 



Basic Questions 

•  What kind of treatments should the 
most severely ill members of society 
should receive? 

•  How these treatments should be 
financed? 



Financing: Options 

•  Tax funded subsidies 
•  Premium cross-subsidies 
•  Price cross-subsidies 



Premiums: “actuarially fair” vs. “community-
rated” 

Uwe Reinhardt

Uwe Reinhardt



ACA 















Repeal: Enormous tax cut for wealthy 





Patient Protection and 
Affordable Care Act of 2010 

•  PPACA; ACA 
•  March 23, 2010 
•  Insurance (financing) reform (not care) 
•  Time line 

– 2010 through 2013 
– 2014 … 



ACA: Evolutionary 

•  Did not replace previous structure 
•  Extended coverage (mostly) and 

controlled costs (not so much) with 
regulations, programs, mandates, 
subsidies 

•  Similar to 2006 Massachusetts reform 



Conclusion 

1.  Do you have health insurance? 
2.  Are you sure? 


