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Worth a Lot!Worth a Lot!

Murphy and Murphy and TopelTopel ““The Value of Health and The Value of Health and 
LongevityLongevity”” JPEJPE (2006)(2006)
Cumulative gains in longevity since 1900 Cumulative gains in longevity since 1900 
worth over $1.2 million to representative worth over $1.2 million to representative 
American in 2000American in 2000

PostPost--1970 gains add about half of GDP per 1970 gains add about half of GDP per 
year, $3.2 trillionyear, $3.2 trillion



Cutler, Deaton & Lleras-Muny. “The Determinants of 
Mortality” J.Econ.Perspectives (2006)

• 1750-1850: improved nutrition, economic 
growth

• 1880-1920: public health
urbanization (- then +)
waste disposal, drinking water, 
washing hands

• 1930-present: medicine, vaccines, high 
technology interventions



Determinants of Mortality:Determinants of Mortality:
A Fourth Stage?A Fourth Stage?

1960 1960 –– presentpresent

LIFESTYLELIFESTYLE

Diet, exercise, smoking, drinking style, stress Diet, exercise, smoking, drinking style, stress 
management, management, ……



Health Production Function

H = f (HB, EN, LS, HC)
H ≡ health status
HB ≡ human biology, genes
EN ≡ environment
LS ≡ lifestyle
HC ≡ health care



Marginal Products 

∂H / ∂LS additional health given …
• HB   given genes
• EN   given in area, but can change
• HC  endogenous, MP varies greatly

“flat of the curve” medicine

• LS   endogenous, high MP now



Cutler, David M., Edward L. Glaeser, Allison B. Rosen. “Is 
the US Population Behaving Healthier?” NBER Working 
Paper 13013 (April 2007)



Behaving Healthier Data

• National Health and Nutritional 
Examination Survey

• 1971-75 and 1999-2002
• 6,000+ observations





Health Production Function

H = f (HB, EN, LS, HC)
H ≡ health status
HB ≡ human biology, genes
EN ≡ environment
LS ≡ lifestyle
HC ≡ health care, focus of reform



“Flat of the curve” Medicine

• RAND Health Insurance 
Experiment

• Flat total product curve, ∂H / ∂HC = 0
• More HC, but no H difference

• Fixation on medical care



Rand Health Insurance Experiment: Price Matters





Does More Intensive Treatment Does More Intensive Treatment 
of Acute Myocardial Infarction in of Acute Myocardial Infarction in 

the Elderly Reduce Mortality?the Elderly Reduce Mortality?

Cardiac catheterization, Cardiac catheterization, 
revascularization, etc.       revascularization, etc.       NO!NO!

Care within first 24 hours Care within first 24 hours –– yesyes

McClellan, McNeil & Newhouse McClellan, McNeil & Newhouse JAMAJAMA (1994)(1994)





Active Health PersonnelActive Health Personnel

Per 100,000 populationPer 100,000 population
US Dept. Health and Human Services, Health United StatesUS Dept. Health and Human Services, Health United States

1.91.9305305289289247247206206164164PhysiciansPhysicians

xx2005200520002000199019901980198019701970

1.41.478787676656563635555PharmacistsPharmacists

2.82.81040104010191019720720562562369369NursesNurses



Price

Visits

D0 without 
insurance

D1 with 
insurance S

P1

P0

V0→ V1

0

Insurance

P0P

↓Out-of-pocket price P0P





OutOut--ofof--Pocket PaymentsPocket Payments

Not paid by private health insurance, Medicaid, Medicare, or Not paid by private health insurance, Medicaid, Medicare, or 
other 3other 3rdrd partiesparties
Personal Health Care ExpendituresPersonal Health Care Expenditures
Centers for Medicare & Medicaid, US CensusCenters for Medicare & Medicaid, US Census

14.314.316.916.922.422.427.027.039.639.651.651.6OPPOPP
%%

200720072000200019901990198019801970197019601960



Health Insurance?Health Insurance?







AmericaAmerica’’s Healthy Future Act s Healthy Future Act 
of 2009of 2009

Sen. Sen. BaucasBaucas, Chairman Senate Finance , Chairman Senate Finance 
CommitteeCommittee

Best bet to become law?Best bet to become law?

Congressional Budget Office, Oct. 7, 2009Congressional Budget Office, Oct. 7, 2009
preliminary analysispreliminary analysis



AHFA 2009 FeaturesAHFA 2009 Features

INDIVIDUAL MANDATEINDIVIDUAL MANDATE

Start July 2013    financial penaltyStart July 2013    financial penalty
Insurance exchanges Insurance exchanges for individuals & families, for individuals & families, 

subsidies for new cosubsidies for new co--opsops
Subsidies to buy for income Subsidies to buy for income 100100--400% fed 400% fed 

poverty levelpoverty level
GUARANTEED ISSUE GUARANTEED ISSUE accept all applicants, accept all applicants, 

no limit on preexisting conditionsno limit on preexisting conditions



AHFA 2009 Features (2)AHFA 2009 Features (2)

COMMUNITY RATINGCOMMUNITY RATING same premium regardless of same premium regardless of 
healthhealth

Excise tax on insurance plans with high premiumsExcise tax on insurance plans with high premiums

In 2013, 40% tax excess > $8,000 individual & $21,000 In 2013, 40% tax excess > $8,000 individual & $21,000 
family ($201B)family ($201B)

Penalty on firms with 50+ workers not offering Penalty on firms with 50+ workers not offering 
insurance  insurance  if workers receive subsidy in coif workers receive subsidy in co--opsops



AHFA 2009 Features (3)AHFA 2009 Features (3)

Expansion eligibility for MedicaidExpansion eligibility for Medicaid

In 2014, nonelderly < 133% federal poverty levelIn 2014, nonelderly < 133% federal poverty level
Federal government pays 90%Federal government pays 90%
CHIP federal pay increases from 70% to 90%CHIP federal pay increases from 70% to 90%

Reduce growth rate of Medicaid & Medicare Reduce growth rate of Medicaid & Medicare 
payment rates payment rates Medicare rates for Medicare rates for nonphysiciannonphysician, reduce , reduce 
subsidy to Medicare Advantage, reduce M&M subsidy to Medicare Advantage, reduce M&M 
payments to DSH hospitals serving low incomepayments to DSH hospitals serving low income



Bottom Line  2010Bottom Line  2010--20192019

Uninsured nonelderly in millions:  Uninsured nonelderly in millions:  
5151→→2525

Insured share of nonelderly:  Insured share of nonelderly:  

81% 81% →→ 91%91%

excluding unauthorized immigrants:  excluding unauthorized immigrants:  

83% 83% →→ 94%94%



Money, Billions, 2010Money, Billions, 2010--20192019

Medicaid/CHIPMedicaid/CHIP $345$345
Exchange subsidiesExchange subsidies 461461
Small employer tax credits       23Small employer tax credits       23

Gross CostGross Cost $829$829
Penalty payments Penalty payments –– indivindiv --44
Penalty payments Penalty payments –– firmsfirms --2323
Excise taxExcise tax --201201
OtherOther --8383

Net CostNet Cost $518$518







Health Production Function

H = f (HB, EN, LS, HC)
H ≡ health status
HB ≡ human biology, genes
EN ≡ environment
LS ≡ lifestyle
HC ≡ health care, focus of reform



ThoughtsThoughts

Public option?  Subsidized?Public option?  Subsidized?
Insurance markets not working well? Insurance markets not working well? 
criteria?  State regulationcriteria?  State regulation
Pay for uninsured anyway?  Moral hazardPay for uninsured anyway?  Moral hazard
CC--section trend, casualty insurance model NOsection trend, casualty insurance model NO
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