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DEMAND FOR HEALTH CARE
• “Derived” demand
• e.g.) car producers demand labor, steel, computer 

components, etc. It demands all of those inputs, 
not because the firm cares about hiring labor or 
buying steels, but those inputs hold to produce 
the end product. 

• The demand for healthcare is 
demand derived from the demand to 
be ______.
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ELASTICITY OF 
HEALTH CARE
ARE PEOPLE PRICE-SENSITIVE TO HEALTH 
CARE?
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DEMAND CURVE FOR HEALTH CARE
• Fundamental question in HE
• Downward sloping?
• How steep is the slope?
• How sensitive are we to the
price of health care?
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“ What would be the health care goods/services 

that have the elastic demand?

What would be the health care goods/services 

that have the inelastic demand?
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DEMAND CURVE FOR HEALTH CARE
• If the price of health care goes down

• Would people seek more health 
care?

• Would people become healthier 
because they seek more healthcare?

• Tremendous implications for health 
care reform and policy
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We need randomized experiments!
• Can we simply compare those 

insured vs uninsured?
• Or insured with high coverage 

vs insured with low coverage?
• Why need experiment?
• RAND Health Insurance

Experiment (HIE)
• Oregon Medicaid Experiment 7



RAND 
Health Insurance 
Experiment (HIE)
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RAND HIE basics
• Between 1974-1981, 5,800 individuals from 2,000 HH in 

six cities were randomly allocated to receive different 
insurance plans

• People were selected as to be representative of the US 
population

• The main difference between the plans was the amount of 
cost-sharing:
• 0% (free), 25%, 50%, 95%

• What is the impact of cost-sharing (coinsurance) on 
quantity demanded?

• P= _________, Q= _________
• Remember that in the RAND HIE, nobody was uninsured 9

One reason why we 

will never see an 

experiment like this 

is the price tag: 

about $295 mil in 

2001 dollars
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Different measures of Care
Outpatient Care
Medical care that 
does not involve an 
overnight hospital 
stay
e.g.) runny noses, 
minor broken bones

Inpatient care
Medical care 
requiring overnight 
stays
e.g.) serious 
surgeries or 
conditions that 
require overnight 
recovery or 
monitoring

ER visits
Care involving the 
emergency room
e.g.) heart attacks, 
strokes
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RAND HIE MAIN FINDINGS
Overall elasticity
: -0.2
A 10% increase in copays reduces quantity 
demanded by _____

12

The law of demand holds in health care!



RAND HIE MAIN FINDINGS: Outpatient care
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Outpatient care
As copayments increased, the number 
of outpatient episodes _______
 Both for chronic conditions and 

acute conditions: 
 So a person with diabetes may not 

visit the doctor as much; same as a 
person who has a bad headache.

 Or people might skip on cancer 
screening; that’s clearly not good..



RAND HIE MAIN FINDINGS: Inpatient care

Inpatient care
Demand is still downward-

sloping but less elastic 
than demand for 
outpatient care
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RAND HIE MAIN FINDINGS: ER Visits 

ER Visits
• As copayments increased, 

ER visits _____. 
 - ER visits would be more 
inelastic
• Even for emergency room 

care – likely the most urgent 
kind – those on the highest 
copayment plan in the RAND 
HIE were less likely to buy 
care! 15

Remember, there 

was a cap to out of 

pocket expenses; 

it's not that they 

had to pay 95% of 

price, for example



RAND HIE MAIN FINDINGS: Pediatric care
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RAND HIE MAIN FINDINGS: Mental Health
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RAND HIE MAIN FINDINGS: Dental care

18The law of demand holds for both income groups!



Oregon 
Medicaid
Experiment
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Oregon Medicaid Experiment 2008
• Two groups of low-income adults

• Lottery winners to enroll in 
Medicaid vs Lottery losers

• Not all winners actually enrolled
• What was randomized was the 

opportunity to enroll in Medicaid, not 
receiving Medicaid
• What would be the issue with 

this?
20
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Key difference with RAND HIE

• Those who got Medicaid incur copays, which are 
low or zero

• Lottery losers: presumably had no insurance and 
must pay out-of-pocket

• Very different setting & population 
• 1980s vs 2008
• US representative sample vs Oregon
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OREGON MEDICAID MAIN FINDINGS

Outpatient care
More visits for 
winners, Less visits 
for lottery losers

ER visits
No statistically 
significant diff 
between the two 
groups
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Similar to RAND’s for outpatient, but not so much for inpatient and ER: More 
price-sensitive for outpatient care than inpatient care or ER visits

Inpatient care
More visits for 
winners, Less visits 
for lottery losers
- But the difference 
was NOT 
statistically 
significant



Does the Price of Health 
Care affect Health itself?4



“ How would you want to 
measure “Health” outcome?
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Both RAND and Oregon experiments did 
not find a significant difference in health 
across different groups
** 10% difference of mortality rate between high-risk participants on 
free and cost-sharing plans (people on free plan less likely to die)



RAND HIE
• Generally, no health differences 

between people on free plan vs. cost-
sharing!

 **Only statistically significant 
difference between plans were in 
blood pressure, myopia, & 
presbyopia
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OREGON MEDICAID
• Lottery winners self-reported better overall health, 

more healthy days, and lower rates of depression
• Discrepancy with RAND HIE may be because 

Oregon Medicaid Study worked with the very low-
income, while RAND HIE studied a broader cross-
section of the U.S.
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Internal vs External Validity
• Internal validity: the degree of confidence that the causal relationship being 

tested is trustworthy and not influenced by other factors
• External validity: the extent to which results from a study can be applied 

(generalized) to other groups, situations, times. 
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GROUP ACTIVITIES
• Can you criticize the RAND HIE and Oregon Medicaid Experiment? Do 

you really believe their findings? Are there any limitations to the 
experiments? How could you improve them?

• What are the policy implications of RAND HIE and Oregon Medicaid 
Experiment? 
• Why can’t we just provide free health insurance plan for all?

29



Evidence from 
non-experimental 
studies from US
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Non-randomized experiment evidence
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• U.S. Medicare
• Citizens are eligible for health insurance through 

Medicare when they turn 65 but not before
• If demand for health care is downward-sloping, we 

expect a jump in health care usage at age 65
• This is known as a discontinuity study
• There is a discontinuity in health insurance at age 

65



Does Medicare Save Lives? (QJE, 2009)
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• Card et al. have two main findings:
• Unplanned emergency department admissions 

follow a linear trend around the age of 65
• Other hospital admissions jump up at the age of 

65
• There is a discontinuity in medical usage at the same 

point of discontinuity in Medicare coverage!
• This is further evidence that demand for health care is 

sensitive to price

https://academic.oup.com/qje/article-abstract/124/2/597/1905082?redirectedFrom=fulltext


“ Find a cutoff (age, birthweights, 
mmHg, BMI index, income 
thresholds, nights at hospital), 
which introduces a jump in 
health care utilization or 
treatment or health care cost
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https://www.youtube.com/wat
ch?v=TZawOf27I9s

https://www.youtube.com/watch?v=TZawOf27I9s
https://www.youtube.com/watch?v=TZawOf27I9s


CONCLUSION
• Demand curves for health care are 

downward sloping
• Quantity of care demanded responds 

to price 
• BUT generally, price of health care does 

not seem to affect one’s health
• Exception is that price seems to 

affect the most vulnerable segments 
of the population (low-income, high 
blood pressure, etc.)

• Policy and health insurance implications?
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