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What is Economics?

• Social Science—study of how humans allocate 
resources under conditions of scarcity. 

• A few key concepts
– Demand and Supply
– Cost-Benefit Analysis
– Incentives Matter
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What is Health Economics?

• Study of how we allocate scarce health care resources and 
the impact of that allocation on the health status on 
population. 

– Resources are limited, wants are limitless. How do we 
allocate our resources to meet the greatest wants? We 
have to make trade-offs.
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Is the Health Care sector unique?
Most markets have a few common features

1. Most transactions involve only a buyer and a seller. 
2. Sellers can freely enter and exit a marketplace
3.   Buyers have full information about the quality of the 
product/service and the price they will pay. 
4.   Buyers pay sellers directly for the goods/services being 
exchanged. 
5.   Market prices help coordinate the decisions of market 
participants and lead to efficient outcomes. 
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Is the Health Care sector unique?
In the Health Care sector…

1. Most transactions involve only a buyer and a seller. NO!
Presence of third parties in transactions—insurers and the government play a 
significant role in determining health care decisions. 

2. Sellers can freely enter and exit a marketplace. NO!
Provider Licensing, CON laws, High Fixed Costs create barriers to entry.

3. Buyers have full information about the quality of the product/service and 
the price they will pay. NO!
Patients often don’t know what they need and cannot evaluate the quality of their 
treatment. They often lack full information on quality and price.
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Is the Health Care sector unique?

In the Health Care sector…

4. Buyers pay sellers directly for the goods/services being exchanged. NO!
Health care providers are most often paid by third parties (private or 
government health insurance)…after the transaction has occurred.

5. Free market prices coordinate the decisions of market participants and lead 
to efficient outcomes. NO!
The access and payment rules established by insurance companies and government 
payers largely determine the allocation of resources, and the resulting allocation may 
not be the most efficient.

5



Taking the pulse of the US Health Care system

Economists assessing the overall performance of a health care 
system focus on three key components (“Triple Aim”)

– Access

– Cost

– Quality
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Access: What % of the population has access to health care?
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• Access to the health care system is tied to access 
to health insurance.

“Health insurance makes a difference in whether and when people get 
necessary medical care, where they get their care, and ultimately, how 
healthy they are. Uninsured people are far more likely than those with 
insurance to postpone health care or forgo it altogether. The 
consequences can be severe, particularly when preventable conditions 
or chronic diseases go undetected.”  Key Facts about the Uninsured 
Population, Kaiser Family Foundation.
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Access: The importance of health insurance



Access: The impact of the Affordable Care Act (2010)
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• Landmark legislation whose primary focus was increasing 
access to health insurance. How? 
• Imposed an Individual and Employer Mandate
• Provided Funding for Medicaid expansion
• Limited the ability of insurance companies to deny coverage to 

consumers with pre-existing conditions; eliminated lifetime 
caps

• Imposed limits on what insurance companies could charge for 
smokers, older people, etc.

• Allowed young people to stay on family coverage until age 26
• Introduced premium tax credits and cost-sharing subsidies for 

those who purchase insurance on the Exchange
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Access: The impact of the Affordable Care Act

Most ACA Provisions 
took effect in 2014
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Access: Main Take-aways

• Health Insurance is the ticket into the health care system.

• Uninsured people often postpone health care or forgo it 
altogether. This can lead to poor outcomes for those with 
preventable conditions and chronic diseases.

• The Affordable Care Act made huge strides in reducing the 
numbers of uninsured but there are still more than 20 million 
Americans without health insurance.

• Safety net providers, including hospitals, community health 
centers, rural health centers, FQHCs and free clinics provide 
care to many people without health coverage.



Costs: Growth in per capita health care spending over time

12



Costs: Cross-country comparison of expenditures per capita
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Costs: Health Expenditures as a share of US GDP over time 
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Costs: Sources of Spending, 2017
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Costs: Uses of Spending, 2017
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Costs: Main Take-aways

• We spend more per capita for health care than any other 
country in the world

• Our health care expenditures are growing faster than the 
economy which means health care is taking up more and 
more of our household, state and federal budgets.

• 75% of expenditures paid through health insurance and over 
50% of expenditures are directed to hospitals and physicians 
and clinical services

17



Costs: What is driving up health care spending?

• *Growth of third party payers (people shielded from true 
cost of care demand more care — “moral hazard”)

• *Fee for service reimbursement system (incentivizes 
volume not value)

• *Technological growth
• *Increased specialization
• Aging of population
• Income growth

18



Quality: We are spending more…are we getting more?

• Not so much…..
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Quality: We are spending more…are we getting more?



• The US performs poorly on basic health measures such as 
child and infant mortality and life expectancy at birth.
– From 2001-2010, the risk of death in the US was 76% 

greater for infants and 57% greater for children than the 
average across 20 high income nations. Thakrar et al., 
(2018) Health Affairs

– In 2016, the US ranked last in life expectancy at birth 
among 18 high income countries. The gap between the 
highest performer and the US was almost 6 years for 
women and 5 years for men. Ho, (2018) British Medical 
Journal
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Quality: We are spending more…are we getting more?
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Quality: We are spending more…are we getting more?



23

Quality: We are spending more…are we getting more?



Determinants of Health: 
How might we better allocate scarce resource dollars?
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Nutrition, Exercise, 
Substance Use

Housing, Education, 
Transportation, 
Environment



Determinants of Health: 
How might we better allocate scarce resource dollars?

Research suggests…

• Ease access to health insurance to better ensure people have 
access to timely, preventative care

• Shift resources toward primary care and the social 
determinants of health

• Increase reliance on evidence-based medicine and cost-
effectiveness research to reduce wasteful spending

• Align payment incentives with desired population health 
outcomes
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Vermont’s All-Payer Model:
Improving quality (population health) and reducing cost

Incentives Matter!  
• Shifts payment from Fee-for-service to risk-adjusted capitated payment (focus 

moves from sick care to well care, reduces wasteful spending/overutilization; 
incentivizes high impact investments (e.g.MH); encourages clinical innovation)

• Shifts financial risk from payers to providers (reduces wasteful 
spending/overutilization; incentivizes preventative care and early intervention)

• Holds providers accountable for quality of care delivery and population health 
outcomes (aligns patient and provider incentives)

• Shift resources towards primary care and pays clinicians to coordinate care
between providers of high risk patients (breaks down care silos, improves
clinical outcomes, reduces costly duplication of services and dangerous drug 
interactions)

• Fixed population-based payments incentivize the investment in the social 
determinants of health
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Thank you for your time. 
Questions?


