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~ Abstract

With regard to evaluating welfare losses in the health care market, T. Rice
presented an alternative framework to the traditional welfare loss model. Feldman and
Dowd and Peele defended the traditional model and Rice responded to their view. The
purpose of this paper is. to examine how Rice’s view differs from the arguments of
Feldman and Dowd and of Peele.

The main results reached can be summarized as follows. First, the traditional
welfare loss model shows that there is health insurance-related welfare loss, whereas
Rice suggests medically unnecessary care-related welfare loss should be considered.

Second, the traditional model suggests a policy prescription that makes much of
regulating of consumer demand for medical care. On the other hand, Rice recommends
a policy prescription that emphasized controlling the behavior of the medical care
provider.

Third, Feldman and Dowd show that Rice’s approach to calculating the welfare loss
under health insurance, according to Rice’s distinction between effective and less
effective care, results in a loss that is higher than their calculation. Rice objects that
their argument is tautological. Fourth, Peele modified the traditional model by
considering the marginal utility curve net of non-monetary costs; that is, time, pain,
discomfort and risk factors and tried to explain theoretically Lohr’s  finding that
consumers / patients will decrease the above-mentioned two types of medical care in the
cost-sharing plén, '

Finally, even if consumers/ patients may be poorly informed concerning the
effectiveness or quality of medical care, Feldman and Dowd and Peele stress that it is
possible to improve consumer information by providing consumers / patients with more
information. However, Weisbrod and Rice claim that “because the human physiological
system is itself an adaptive system”, consumers / patients continually face the difficulty
of evaluating the effectiveness or quality of medical care. In other words, they argue
that there is a limitation to improvement of consumer information by providing
consumers / patients more information. Therefore, we have concluded that Feldman
and Dowd and Peele are “narrow” economists who make much of consumer sovereignty
by defending the medical care demand curve, while, Rice (and Weisbrod) are “broad”
economists who consider consumer sovereignty to be limited by questioning the realistic
appropriateness of the medical demand curve and stressing the behavior of the medical
care provider.
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BL7ZZLEZ, bLHILNEFBEICH L TRELEREMH) DOTHIUL, BHICL-TED
RN (FRREE) (AR WL D L v, ZOREDEMEIFEFICHZ LIS
b, TR QFALEAHZ0IE Q2 BABOREICOWTIY, ZHORAMA (RAEFE) 13
Wz B s, HEIZ X VIRV 2w ) HIZDOWT b, Peele HEIZHRL T WA W, FL
EHIRMBALY) 53THA5, Thbb, bLENLORBEFEBICSIIENFERISERE L
L&%WibiE, ZNHORENRRENAE GHl) (JHEMEW2 L Ltk wds, Zhonf
kT & VR, &

Peele *E5ET 2 & 512, ¥ TOHREERNBEALBAMHLE L7 ToEME L DML L



124 , JNSESTE—H, 255 (1999)

DED ABREIRY LO% 51, FEIMTRINE LD IZ, HEE /BEVrECAEY oK
B2 o —HEHED L VILMACABOERICHETE L2SEA, #%E TERICESL s Ty &
CERMED X DB NS T IO & FFHCHIT 5 2 2 127% 5o 20 & 5 Llfskid Lohr S0 %
RERIRERE & —3K§ %, LI E7% Lohr H O EIEMFEGE X § % Peele DEHEIIE TV DBRN T
MBI TH 5, .

L L7%eh 5, Rice(1993) 132 X 9 % Lohr Zo» EIFHIFESE IC k1§ 5 Peele O BEARIEEEH
WIHEE/ BEVPERT AEBRGERE o iSRS CHEBETH 272012, chbo
THEERE T TOREMED S 73 — L DRICE BRSNS HFET 2 L W T2 R_RTSHE
b EHHL TS,

2 X2 Peele FFAMKDO MO ERICEI 7% T h, fEHM%LEFNICE W T Rice DIt
s 2 BERIBHR D HHONDZELT, 2EN2O00HICER LTS, B1i2i, TTIC
Rice *FE L7z &9 IS, WBE BEHEITF TOEIED 2 IZHEIZOWTHHCFTHET S 7
WDT, FTITHNT BEESZIEBREZIT) D LIk, LS ->Tr THIELWERER
ERIT) 72D, "TREONRLY PERET I LIPVETH LN, F0kDIiF, HM
KELTDEEDT KN ADPARTRTH 5, L LEEIZZ DBESRFA 5% T B354 X

(poor advice) # BHIRBET 2L LML VWEWI I ETH B, Ld-T, 2k %l
B, T TORRICOWTEMOMBERET 22 Ld, BEERKZERD I, 207020
WCIIBEDHT A B4 VRFIHEERE L - BEED Rice D L) IKREHINB 2 LIz b,

821213, Peele i3, BEBERIDOOLTARELS TN LTERERE2EHT LI 05
72635 L) Rice DERIZBUTIIH B, LALIDOZ LIITABEL4 7, (unnec-
essary care) L3—MfIr L) L) KRELMEEZL2LTLLT, 2ED2O00HITEHL
Twd, 123 ERMNZTEEBRET VDD &ETIE, ERERRICIAL TWZ WA, HE
&/ BEVPRE L T RIETABETH DL, L) T4 ZADIERWIIPELWELTWS, b9
1203, HELFERERRICIMAL ThZWEAIR, EHNAT77e—5 T3, MEIN-77
PARARETHLLVW) I LI Y 2wy, LirL, 20607 7w, EMOR+47%T ko3
A ADFER, FRETHEH,H Lk, Lw) a3 FEEYT 2, 20X LE4e, Emi
BEDOATERELIA V= v (agent) DFATHLWEORBEIZ >V TCHET IS ENEH D L
nNZiwh, L»L, COBNE—BETT L2013 TEM2EENRELZIA Vv M eb
Lhd &) ITHEEEZRET LI LICE > TEMDA v T4 7OMRZ2EZ b L3 L
DEML THHL, ZL T Rice DBERTEMI N7 HMO I D L5 R HIICEIS>TH S
9, &,

141 Peele I3 fEmMMIC TEAEZRET DD INLDT 7Fu—F 3wy, EAEEL
2R 2R DHEEVRELET DT T, BEVRBT 25 TORRTEL & 7 7 OIR
REH 236 $ 280 % FELSITHREEXr3Ns, L LTwa,

Pl 1o Peele D#E&#wICx LT, Rice (1993) (3 Peele DEAE BN EES L ONEAIEE &9




IS Z | ERTHIC BT 5 EAERRDFHEIC DT 125

HERBEBEELEEIZOWTRREFNERIIRCIZ—HL TR E Ladbd, ARl
Peele DFEHRITH LTI, 2ED LS IR LTW5E,2F Y Peele 1318 E BHENZITD
T ORBERZRTESED Yy TOWERELZEEL D 2 IR 27200 W B EHERE&E
THILPRLTCARPEIDPEC)EELMEERELTVS, L LTODEDLHITHBRXRT
V529, Peele H&IIMERDIMHEESTEET 2HAIT, ¥ TOELWIHBRELRIT) 72HIC
3, AR L72EH I TREOERL Yy F2WET LI L) PBETHL LI FEDOERNP L L
Th, V2L nBHEPRETI LIS, HEEBREZ FSICEELY) 2 001&kETS
CEWRTMEETH D E WINPT >TWBEALINE ), L LLHs, il Rice (3THE
LDOEHLNOLNAHPIZECLERZEELLY LLTYH, i, BEBEIFERY—CZRD
HORRFHMEZHMTERIIEHDLDIDOTRLWTHA I VeI RIZH D, LIERHL T
3, ZHE L LT3 Rice i3 Weisbrod (1978) 75D TN RFICHEIWTOEN LI I
HHLTW3, ThbbERY —EX0BEROMBEICIE, T\HOERED L X T LARZENARK
BB 2T LTHEHW I, HEE/ BEVERT—EX 2R T 5R04% 5T, RiF7
BTY, FRUCL > TREFEES WD Y ) hETHET 2 2 L 0 REETH 5 &\ ) HREH
BEHHET 2L TH), TN LBAITIT L) 2L OBWMERET 22 Lo $ Ly BY
THdEIFWZhw, £, BT SICRicel3 &) L DBEHRPRMWET L LTI > THBEFER
FHEL, RS- THRENREHFEBEOBIT 2 bt 2IC3RAI»H 5 L FHEL
TwdEknzld,

DL, INELOBREBBTAZLICE-TYNRET CIHEEEREEXET LS
EHMEETH B0 &) HIZE L T3, Feldman and Dowd 3 X Uf Peele (7] US8HIT 55
12> T B Nizx LT, Rice id Weisbrod &R U & 9 ic & ) BBISLIFICITL > TnbH E w2
I

CTU—EN L SROFE

3T, INETERBHICHITSEAEBEROFMEIZEI T 5 Rice DRz IILH, ThzHL
% Feldman and Dowd # X Uf Peele ? Bfig, & 5 IZI3EENFHRHICHT 5 Rice D% % BH
Lahth, Rat2 2 TER, ZDOMERLNIBIEN 2L RIL, —F 28T Rice (MEHE
LEAEKETN 2RMEHE L7oni2x LT, Feldman and Dowd 3 L UF Peele (2{EHEH €
TFNEHHELTERLW)ZETHD, LD T, BEDOMICIE, RBOMENSFET 5D
INLZ2EHTRIEDEDN LS Ik 5,

B, BERTBICBTIEERRDSIAT (W LER) DR TH 5, ZHNZLEAE
REFNG, EREBRICED CEABRER (FRERENL ) 2RHEICL0Ix LT, Rice
FEZRICALE (@) 2 ERY— 2 2B LS AR 5 2 I L%,

F203, INHDEEBEORBLZENE LLERBKRDENTH S, ThbLIEHNET
NDHETIR, BERBGKIE, HESB /BBOERY —ER ¥ 2 BEATHOMFICHh Rrs



126 NISESFH—ME, 255 (1999)

P2 DIEx LT, 5 Rice (B L 18 Peele) DI 2 EREGEIL, ERY —EROMEH
B 5\ IREEO A TRIORB 2 H O L L b D Th 72,

%3L,%mmmamﬂhmui&w@ﬁ&%%@m%%%ﬁtfﬁﬁﬁﬁkiéEé@%'
EEIHE L725E, EBHRNZCEEAERETA» 080N L0 b L) RELEEBEF LS
NBTELEMLHITLIA, La LU Eo#s#icx LT Rice RFIHRETH S & LTRML
72, '

%412, Rice (ZIH%E,/ BEF—WEMICHEE L2BA, A0 LV ECS 7T T
G EEIREDNZy TICHT 5 FEE DRIFRCIEA € 5 L\ Lohr H0ORRERIVIERL 2, (EH
I TV 4% 6 1L 2 EERIIRAS £ RBR T 2 72 ISR L2 0Ic K LT, Peele 328 E 7
WEBIET A Z LiICk - T, Lohr ZORBRIREE 2 HmMICHBAL L) & Lo,

513, WEEBBRKEOMEICELTTH 5, ZOMEICIZ 2 >OMEDH 5, 1 i3 Rice
FEELTWE I, HESE/ BEFERY—EX0E%ME (F420138) L TA+o%
M LR WIEE, o) REBRBEERERET 520123, EMREL LTOEMO T
RoNA 2P BETATRTH 5 S & i3 Feldman and Dowd 3 L Uf Peele 4 RIE L Tw5, L
7» L Feldman and Dowd # X U Peele (3, #DEE, HEHE BREIFERTIERYT—EXD
RS ERRERL COBRFEYICER I N T L b wE L, L LIoskic
BL T3, Rice BAZELTHYMEOMICRBOMRZIZZWEWZ LI, b9 1 >OME,
INZLDOBHRICEVHEEFBRz LOBREZI THREL) AL W IMBETH-T, ZHHIC
2 A TEDIAM ARSI GET 5. ZNEKO L5 CHERENL, Bkl L) 2, ERY
—EX0FME (v LE) ICBL TEE L EMOMICERDIENIREDSFET 2546, HE
H/ BERERY-ERIIATIEE > EBEEREZIT) D LNk v, LA L Feldman and
Dowd 3 L U Peele 137252 6 C ZIE L WEERY — BRI T 2 HBRERIT) 223, HE
H/BBCIVZSOEHRPRMEL, FAEEBREAMELY 32 &) LBSERSHEI LT
e b FE L, #E 71T Feldman and Dowd 3 L U Peele 1, 72 % 2 IHB%E/
BEDVERT—EXOEFEHE (F72013E) KOWTA+S BRI we LT, %%
i) 2L DFEHRERETIILICL), HWEBFREWET LI EIMRETH-T, NI
50 ERY — EXOEEMBRE WY BEORT L IR L EETE 30T 52
LHHKD LB LTS,

fu’5, Rice FEHRY —EXDFME (E) IBL T, TABMOEE DY R T ARZN0AK
WSS R T L TH AN, WEE/BEVBRIIC D BRI LFE T E v & v ) Bigk
LTHRBIHETEIDTHH-T, ZOHARIZLIN ZSOBEHRERMET 2 LR TLIHIEES
BROBBIC Db bk Lz, Lizkio> CERY —ER T 2 BEMBUINEE /BE
DREEF 2 IR L2 b D Tld % v & Rice 3ERL72DTH - 72, 5 T4, Rice (Z[EH
H—ERDBEMEICH LT THEEN, Thore, 72953 %, Rice IFIEBZOERY — L2
DEETEH LY L EMOBIBITEIZ EHYT L2 L IiI2k ), BEEHIC L 2 A0 CRat)) 2o [E5%




WEFEE 2 ¢ RIS I B 1T 2 BAER RO IZ OV T 127

Y —EXDRRELZEEBRD I A T2MEE L, 20k REAREZRET LD 2
T, EMOBBITEIOREZ ER L ERBCEEZEH LW L5,

ZDEHITATLBL, —HIZBWT Feldman and Dowd 3 L (F Peele?® |3k B 4248
RETNVEBRL TV AERT —ERICHT o BERMBREHET L L128-T, £23TY
HBEBFHEL B L 72 “narrow” economists DI/ > T VB EALTIENTELINIT
xt LT, Rice 3EFEY — 213§ 2 FEMRE REELMTICHA T 5 & L DWERZ L%
ZREICY L i, BMOEGITHIZER TS LICL ), WERETHIEIHBES NS LT
% “broad” economists DIHFITIL>TWB EWZ LI, TN LI LFEDEAN A TIHBO
ARPFBOE 1 LB ADHEREL > TORINTWDEEWZ LT,

BRICABROPEICERL L), B1EE, CHETEBIN-HEDRBOMEEIZIY D
FIRFHEINERETHL I P L VI T L TH D, L IKIHBETHELERT 5 “narrow”
economists & EIDMEITENZ2ERM T AL ICLVEBEFHIFBINL LA LT
“broad” economists NDILHIZE Z ETHMHANL WD TH S ) », »>T Reinhardt (1985)
PR L2L DT, ZOREICIIA FA X —DBAHIRMENTWEIDTHS I »20, L L
274 L S TEDERBGHICH LT 21, Keeler (1995) #5857 £ 5 12, 2R bI3ME
RHEMRI T3 % < T, MM ZBRICAITNIE LR S W LT 3L TH 5, B2 AT
Phelps and Parente (1990) 13AFTH Y EIF 72K 2 005 4 7Ofbic, 7 T Otk
HREE 1D AR D 5 4 7R B L LTV 575, 2000 TIRFIDER ISR 5
Zrizl7zv, ®3HUL, Rice DBHRICBWTHHINTWAETALEL 4 7, (unnecessary
care) F 7213 "AEY % 4 7, (inappropriate care) # %\ i3 TEEHSEM ) Tmedical
necessity) DHE&IZEDOEEE KN EFKICB VT, key words TH B2 bH»d b 53, Rice H
BIINLIZOWTHALHECERL TWE NI ETH S, 2DEITDNTIE, £IED Shar-
pe and Faden(1996) 0w % L & O FHM LRI P VETH 52, %12, Feldman and Dowd
BEFT —EZXDFMECET 2MREBOFEICOVWT LS RLTWB%, AETIE, 21
2E) BT hdr o7z, L) DI, TORMBIIERER QBRI 2 BE LT 5HEE £<
BATEY, Lo THEDHEGLEIEDTINIbA-TRIEPVETH L LEbLN LY
LThb, AHBDOFEL Lz,

£

1) COEIZDOWTIL, Keeler (1995) p. 231% & &1,

2) LF, ARTWE L) AELHERHT 2384, —F T Rice Lt TEKWZEEEKE T
& I N % BE# L7z Feldman and Dowd 3 L Uf Peele 23T 3D LT 5,

3) AHild Rice (1992) DR EHM L2 D TH 5.

4) LTy, EARICIE, Rice (1992) NZNITEILK ONTH B, % LD 2EETIT,
Feldstein (1973), 274 7)) vy (& FR) (1989) TAIMZFEZ, $£10%, & 1HiE (1998)

TEFREE S B 1EBIUE 23, FHBM (1990) HEARERE R £ 7E235#1CL



128 _ NFESTE—HE, 255 (1999)

720

5) TXAYATIE, BFERICIALTW WAL (the uninsured) (34 AHD#I15% (3,500 A)
twbihsd (WA= [1994] p. 188),

6) LITARTI TEEY—E 2, 73 ™77y L) AERFERAL TV EEL LR LEKRT
H5b, :

7) Keeler (1995) p. 231, p. 235% 3 &8,

8) ARHP. 1192BWBHZ L,

9) Rice (1992) p. 90.

10) Rice (1992) pp. 89-90.

11) Rice (1992) p. 91.

12) Rice (1992) p. 91.

13) == TlE, Pauly (1979), Leape (1989) # X U* Sharpe and Faden (1996) NDEFEZHIFTH
29, Pauly i X iE, BEOBEEZERL, HILEICBWTH 726 SNIEAENERE(GECRH.
BREOUE, TRXIIARIOBHE, LD L )KRELEL) HZ2ORKH (A I NEROM
i, PFFeiE, BERSE) LT THE%51E, ZOLNEIIALE (unnecessary) TH5HE LTS

(Pauly [1979] p. 96), % 7219804E) RAND o#fseic L ud, & 5 0E I IMFE _E oAb
<4 FROMEDREBT 5% &1F, @Y (appropriate) TH 2 & \bitd, I I THFHER
FERROENOKRE B, MEENLEIOREEEDL, 74 T AOMEMR L 3FECEK.
BRROEAL, WEIC L 2 0EPERE, HEHNELETH S (Sharpe and Faden [1996] p.
116), = 512, Leape I2 L #UiE, LEM (necessity) DBEICHBWTIL, (DEEKRIER (FMo
B, BROMWE & BRE, HiEk ) X7 OlE, FME L WHEORENF AT RENE & %71,
MOBFARBOFLE) LMBZEOBIFICOWTOEHR (V) X7 0FE, FRioLi, EHFE
disability D&HELE) OMFHFHFEREINLIFNIETE 5% wE LT3 (Leape [1989] p. 354),

14) AHil, Rice »irdiz o< 5 Feldman and Dowd (1993) 8 L U* Peele (1993) D Rf#, 35
I3 DER I T 5 Rice (1993) DHEZEH L2 NTH %,

15) Rice (1993) p. 202. :

16) Peeleld ™~ NWZ& T W) HERFEHL WSS, LIFTI7ZAR 7)1 &L,

17) Tz 2WwTid Pauly ([1979] pp. 100-101) 3 F—DER &:8~XTw 2,

18) Peele (1993) p. 208.

19) Peele (1993) p. 208.

20) Rice (1993) p. 210.

21) Rice (1993) p. 210.

22) Weisbrod (1978) p. 52.

23) COEIZOWTIE, Keeler (1995) DIEHEICH - L 2HHKE W,

24) Feldman and Dowd (1993) J$EfLTWw5 LIz, DT & &Y Rice /%5 -F+Y X& (R
X)) OIMPIIL>TnhnI L3, HOREERROERE JUERBK,r S WL TH S,

25) 7272L, $TIRAL &) T Peele DA, BAERKRDEEDS L OB T 5 RHEEK T Rice D
BT L DN,

26) LIEDsEIz oW Tid Evans ([1976] pp. 532-534), & ([1998] T 2 4%, % b EM,

27) Labelle, Stoddart and Rice ([1994] pp. 350-351) #% 3 &M,

28) AROEIL) 2SI iz,

2 F X B
[1] Evans, R.G. (1976) “Review of The Economics of Health and Medical Care”, M. Perlman,
(ed.) Canadian Journal of Economics, Vol. 9, No. 3, pp. 532-537.




[2]
(3]
[4]

[5]

(6]
(7]
[8]
(9]
(10]
(11]
[12]
[13]
(14]
(15]
(16]
(17]
(18]

[19]
[20]

I FE 2 ¢ [RGB 1T B BAEKOFE IO\ T 129

Feldman, R. and B. Dowd (1993) “What does the Demand Curve for Medical Care
Measure ?”, Journal of Health Economics, Vol. 12, No. 2, pp. 193-200.

Feldstein, M. (1973) “The Welfare Loss of Excess Health Insurance”, Journal of Political
Economy, Vol. 81, No. 2, pp. 251-280.

Keeler, E.B. (1995) “A Model of Demand for Effective Care”, Journal of Health
Economics, Vol. 14, No. 2, pp. 231-238.

Labelle, R. Stoddart, G. and Rice, T. (1994) “A Re-Examination of the Meaning and
Importance of Supplier - Induced Demand”, Journal of Health Economics, Vol. 13, No. 3,
pp. 347-368.

Leape, L.L. (1989) “Unnecessary Surgery”, Health Services Research, Vol. 24, No. 3, pp.
351-407.

Lohr, K.N. et al. (1986) “Effect of Cost-Sharing on Use of Medically Effective and Less
Effective Care”, Medical Care, Vol. 24, No. 9, Supplement, S31-S38.

Pauly, M.V. (1979) “What is Unnecessary Surgery ?”, Milbank Memorial Fund Quarierly |
Health and Society, Vol. 57, No. 1, pp. 95-117.

Peele, P.B., (1993) “Evaluating Welfare Losses in the Health Care Market”, Journal of
Health Economics Vol. 12, No. 2, pp. 205-208.

Phelps, CE. and S.T. Parente (1990) “Priority Setting in Medical Technology and
Medical Practice Assessment”, Medical Care, Vol. 28, No. 8, pp. 703-723.

Reinhardt, U.E. (1985) “The Theory of Physician - Induced Demand Reflections After a
Decade”, Journal of Health Ecomomics, Vol. 4, No. 2, pp. 187-193.

Rice, T. (1992) “An Alternative Framework for Evaluating Welfare Losses in the Health
Care Market”, Journal of Health Economics, Vol. 11, No. 1, pp. 85-92.

Rice, T. (1993) “Demand Curves, Economists, and Desert Islands: A Response to Feldman
and Dowd”, Journal of Health Economics, Vol. 12, No. 2, pp. 201-204.

Rice, T. (1993) “A Model is only as Good as its Assumptions: A Reply to Peele”, Journal
of Health Ecomomics, Vol. 12, No. 2, pp. 209-211.

Sharpe, V.A. and AL Faden (1996) “Appropriateness in Patient Care: A New Conceptual
Framework”, The Milbank Quarterly, Vol. 74, No. 1, pp. 115-138.

Weisbrod, B.A. (1978) “Comment on Mark Pauly’s Essay : Is Medical Care Different ?”, in
Competition in the Health Care Sector : Past, Present, and Future, ed. W. Greenberg,
Federal Trade Commission, Washington, D.C., March, pp. 49-55.

B OBHER (1998) TEFSRER) HRKFHRS

#BARE—, FERHEZE, RE B (1990) GEAREE R AEE

B (1994) TREDEFRRE & ERHEORK, THAEMSME $112%, $22
JE. 27477 v v, STFEREBR (1989) TA#EEE, (L) =7 o e BEER &4





