3 | LIBRARY
Te Tumu Herenga RESEARCHSPACE@AUC KLAND

THE UMIVERSITY OF AUCKLANMD

http:/Z/researchspace.auckland.ac.nz

ResearchSpace@Auckland

Copyright Statement

The digital copy of this thesis is protected by the Copyright Act 1994 (New
Zealand).

This thesis may be consulted by you, provided you comply with the
provisions of the Act and the following conditions of use:

e Any use you make of these documents or images must be for
research or private study purposes only, and you may not make
them available to any other person.

e Authors control the copyright of their thesis. You will recognise the
author's right to be identified as the author of this thesis, and due
acknowledgement will be made to the author where appropriate.

e You will obtain the author's permission before publishing any
material from their thesis.

To request permissions please use the Feedback form on our webpage.
http://researchspace.auckland.ac.nz/feedback

General copyright and disclaimer

In addition to the above conditions, authors give their consent for the
digital copy of their work to be used subject to the conditions specified on
the Library Thesis Consent Form.


http://researchspace.auckland.ac.nz/feedback
http://www.library.auckland.ac.nz/instruct/thesisconsent.pdf

ECONOMIC INCENTIVES AND
CLINICAL DECISIONS

Rhema Vaithianathan

A thesis submitted
in partial fulfilment of the requirements
for the degree of Doctor of Philosophy.
The University of Auckland

1999







Acknowledgements

I would like to thank Dr John Small, for his helpful and enthusiastic supervi-

sion.

I am grateful to the many people whose helpful insights and comments on ear-
lier drafts have greatly improved the quality of this thesis, particularly Dr Toni
Ashton, Dr John Boyce, Nicola Bush, Dr Paul Calcott, Doug James, Professor
Stephen King, Dr William Rainger and Dr Alan Rogers. I am also grateful to
participants at the 1997 PhD Conference in Economics and Business, Perth, Aus-
tralia; the 1998 NZAE Conference, Wellington; the LEANZ seminar series; and
the Economics Department Graduate Workshop, University of Auckland.

Funding from the Health Research Council is gratefully acknowledged.

The good humour and support of my office-mates, Chris and Doug, made the
process of writing this thesis seem far less arduous than it could have been - for

which I am thankful.

I would like to thank my parents and my sister for their encouragement and

support throughout my years at University.

Finally, I would like to thank my husband, Matthew Ryan, whose wisdom and
love have supported me through the course of writing this thesis. He also provided

me with detailed comments on earlier drafts of this thesis.

11




Abstract

In the face of escalating health care expenditure, OECD couatries are turn-
ing to a variety of cost-containment strategies. This thesis analyses three such

mechanisms.

In Part I, I consider the use of coinsurance to limit the demand for health
care. Because coinsurance reduces the elasticity of demand with respect to the
price of health care, consumers facing low coinsurance rates may be charged a
higher price by doctors. Such discriminatory pricing enables the doctor to extract
surplus created in the insurance market, and therefore reduces the effectiveness of
coinsurance. I show that in equilibrium, some consumers remain uninsured. I also
show how this problem is solved if the doctor and insurer enter into managed care
style arrangements. Such arrangements improve insurer and doctor profitability,

and restore complete insurance market coverage.

In Part II, I consider the design of fundholding schemes which encourage doc-
tors to restrict expensive treatment to severely ill patients. I show that such
schemes may be undermined by a patient-doctor side contract. In the face of
such patient-doctor collusion, the fundholding scheme may be made collusion-
proof by increasing its “power”. I show that the optimal collusion-proof scheme
may pay the doctor more than his reservation wage. An alternative solution to
patient-doctor collusion is to use a partial fundholding scheme that requires some

additional co-payment from the patient.

Part IIT analyses New Zealand’s internal market reforms. Introduced in 1993,

the reforms involved the separation of funding and provision of health care, and

v



were intended to simulate a competitive market environment, thereby improving
the incentives of government owned health care providers to be efficient. On the
supply side, I look at the internal restructuring of hospitals into private-sector
clones. I argue that this commercialisation failed to take account of informational
issues within the hospital. On the demand-side, I examine the suitability of
internal markets for eliciting optimal innovation from the hospital sector. Again,
I find that a standard argument, namely that increased competition leads to

innovation, is questionable in the context of the internal market.
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