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Setup
See also Are Invisible Hands Good Hands?

prem is premium
τ is copay
q[τ] is plan consumption
pvdrprice is the price that the plan pays to providers
mc is marginal cost
v[prem, τ] is plan' s ex ante indirect utility
-v(1,0)[prem, τ] is ex ante marginal utility of income

Load Economicreasoning package only if it is not already loaded

������� If[Length@Names["PLTools`*"] < 10,
Get["http://economicreasoning.com"]]
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Premiums cover plan costs

������� prem = pvdrprice - τ q[τ];

Plan optimizes

������� PlanOptimizes = D[v[prem, τ], τ] ⩵ 0;

https://www.jstor.org/stable/10.1086/317672


Definitions

������� ImpactofPriceonAggSurplus =

ⅆv[prem,τ]
ⅆpvdrprice

-v(1,0)[prem, τ]

+
ⅆpvdrprice - mc q[τ]

ⅆpvdrprice
;

������� ImpactofCopayonAggSurplus =

ⅆv[prem,τ]
ⅆτ

-v(1,0)[prem, τ]

+
ⅆpvdrprice - mc q[τ]

ⅆτ
;

������� DemandSlopesDown = q'[τ] < 0;

������� PlanPassThrough =
ⅆτ

ⅆpvdrprice
> 0;

������� HoldMCConstant =
ⅆmc

ⅆpvdrprice
⩵ 0;

������� HoldPriceConstant =
ⅆpvdrprice

ⅆτ
⩵ 0;

�������� SignConditions = v(1,0)
[prem, τ] < 0, v(0,1)

[prem, τ] < 0;

Results

Aggregate surplus is always improved by moving price toward MC

�������� TheoryGuru[{PlanOptimizes, DemandSlopesDown, PlanPassThrough, HoldMCConstant},
SameSign[mc - pvdrprice, ImpactofPriceonAggSurplus]]

�������� True

If price exceeds MC, the aggregate surplus is improved by a lower copay

�������� TheoryGuruPlanOptimizes, DemandSlopesDown, SignConditions,

HoldPriceConstant,
ⅆmc

ⅆτ
⩵ 0,

SameSign[mc - pvdrprice, ImpactofCopayonAggSurplus]

�������� True

Variable interpretations

2 ���  MarketPowerMoralHazard.nb from examples.economicreasoning.com


