Imperfect Information in Health Care Markets

Exercise Session 13 - Supplier induced demand



Exercise 33

Upcoding is the practice of fraudently charging for higher paying
services than the ones provided. Discuss similarities and differences
between upcoding and inducing demand.
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Exercise 34

A clinic offers 2 services. Demand for service i is M; + s; where
M; > 0 is the primary demand and s; is the induced demand for
service i € {1,2}. Let the objective of the clinic be

u(y,s1,s2) = —e " — 0552 — 0.5s3 where

y = (M + s1)p1 + (M2 + sp)p2 is revenue of the clinic as p; are
the profit margins for the two services and n > 0 is a parameter.

a) What is the optimal proportion of inducement levels, i.e.
s1/s2, that the clinic will choose?

b) Will an increase in p; in- or decrease the optimal inducement
levels s; and s,?

c) In Germany, the physician price for providing a given service
to a patient insured in the private arm of the health insurance
system is 2.3 times the price of providing the same service to
a patient administered in the public arm. What does the
model predict in terms of demand inducement?
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Exercise 35

A clinic offer 2 services. Demand for service i is M; + s; where

M; > 0 is the primary demand and s; is the induced demand for
service i € {1,2}. The two services are offered in separate units.
Each unit has a leader who chooses the inducement level of this
unit. The unit leader receives an income bonus that depends
positively on the revenues of his own unit an negatively on the
revenues of the other unit (e.g. there is some relative performance
bonus). The head of unit /i maximizes therefore the utility function
2y/pi(L+s)) — apj(1+s;) — s; where a € (0,1) is a parameter
measuring the magnitude of relative performance pay.

a) Assume p; = pp = 1 and derive the optimal inducement levels
the unit leaders will choose.

b) Assume p; = 1.1 and p, = 1 and let &« = 1/2. Derive the
optimal inducement levels the unit leaders will choose.

c) Compare your results with the results in exercise 34.
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