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Abstract

The report applied effectiveness function to investigate when a patient is seeking for
medical treatment, how the treatment is decided and prescribed through diagnosis. On
the other hand, the relationship between doctor and patient is similar to financial
scholar and their familiarity towards company financial statements; the doctor’s di-

agnosis result is the same as the financial advice from financial expert.
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Introduction

Consumers face with many choices
in their daily life, when making deci-
sions, consumers would have to choose
under various limits (for example, in-
come) and their personal preference.
The medical treatment consumption is
based on the personal income and the
price of medical treatment. When a
person is ill, it also refers to a person
may experience a certain level of in-
come loss. Under current policy, la-
bour receives a certain level of com-
pensation during sick leave, which
when the illness occurs, patients would
tend to choose between taking a sick
leave or continue to work. Furthermore,
to evaluate the opportunity cost of
whether to receive medical treatment,
it was discovered that the higher the
income replacement is, the often peo-
ple would seek for medical treatment.
Owning to the information asymmetry
between doctor and patients, the au-
thorization becomes effective, it had
become a motivation for patients to
decide whether to look for medical

treatment no matter theoretically or

empirically. In terms of individual
medical practice, the individual health
condition and whether would receive
the social security and sick leave com-
pensation had resulted the “ethical
risk”. The empirical research on this
issue was raised from: the change of
copayment, individual’s comparison
on different insurance plan and the
randomization of insurance plan, how-
ever, the empirical results had not yet
been identified due to the engagement
between doctor and patients were not

addressed.

The utility function was applied to
evaluate patient’s medical treatment
and the progress of making treatment
decision on medical prescription in this
report, on the other hand, the correla-
tion between doctor and patient is
similar to the connection between fi-
nancial expert and their familiarity on
the company financial statement, the
medical treatment prescribed from
doctor to patient is similar to the finan-
cial expert giving financial advice.

Moreover, the correlation between
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doctor and patient could be investi-
gated through behavioral economics
which the provocation of ethical risk
and motivation of seeking medical
treatment could be discussed from a

different perspective.

Discussion & Literature Review

Becker & Murphy (1988) once il-
lustrated drug addiction through be-
havioral economics, Glaeser (2001)
considered people is easier to experi-
ence cognitive errors when one deci-
sion has to be made within a very short
time (the cognitive errors could result
from the lack of one professional
knowledge, the lack of medical care
information). Newhouse (1970) dis-
covered that the numbers of doctors
and their income are in direct propor-
tion, which is against to the market
model. Newhouse (1970) illustrated
that doctor salary required to have a set
price to guarantee them sufficient in-
come, therefore, doctor may provoke
the “Physician induced demand”
through representing a patient who is

lack of full understanding of their own

condition and making decision for their
medical treatment (Thaler, 1980).

Doctor Behavior

Doctor Subjective Behavior

Owning to doctors are fully trained
professionals, their main duty would
be prescribing medical treatment to
patients for curing illness. Doctors
have put most of their effort in improv-
ing patient’s health condition maxi-
mally and lower patient’s fear towards
their own sickness. Since the imple-
mentation of separation of dispensing
practice from medical practice in
United States, local doctors are more
willing to cure patient with better qual-
ity drugs that makes them a perfect
medical treatment execution agent.
However, doctors prefer prescribe
drugs they are used to instead of adopt-
ing the innovative new drugs which
leads to the price of old drugs stay high
(Hellerstein, 1998).

Doctors have full responsibility to

their diagnosis result in view of their
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short diagnosis duration and the trust
and cooperation from a patient to a
doctor, however, the short diagnosis
duration is very possible to provoke
the medical treatment dispute after-
wards. The potential of the occurrence
of dispute has become the inducement
for doctors to lower the misjudgment
cost and furthermore, to avoid curing
patient with higher medical risk.
Therefore, doctors tend to care more

about their reputation than patient’s

health condition (Jha & Epstein, 2004).

Balsa & McGuire (2003) suggested
that the doctor’s behavior should be
adopted as part of the doctor- patient
interaction and to evaluate how the
complicated treatment decision is
made by doctors within a very short

duration.

Doctor Diagnosis Progress

Koszegi (2003) discovered the
treatment result would be affected by
patient’s psychological condition

which are their faith and income. The

emotion after a patient is aware of their

own condition would affect the doc-

tor’s reservation level on telling a pa-
tient their own diagnosis result espe-
cially for experienced doctors. This
phenomenon has shown the existence
of information asymmetry within doc-
tor- patient relationship, for instance, a
doctor may want to give a beam of
light to a patient who has cancer, so a
patient’s real health condition is cov-
ered deliberately by telling them the
health check result has not yet been
revealed or describe their health condi-
tion as mild. However, if the diagnosis
was done by two different doctors in
the same hospital, despite of there is no
extra information received by the sec-
ond doctor from the previous doctor
(the health condition was simply
adopted through the diagnosis of the
second doctor), the second doctor
would choose to tell the patient their
true health condition which is prefer-
able by most of the doctors (Caplin &
Leahy, 2003), it is because, if the real
health condition is hidden, patient
would easily to perceive their health

condition as very poor.
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Patient Behavior

Patient Seeking Doctor Diagnosis

The patient’s risk reluctant level
would be lower with the increase in
income. Medical care market required
to consider both the market uncertainty
and the doctor- patient relationship in-
formation asymmetry. If the patient’s
decision is made according to the
doctor’s performance, then doctor
would have inducement to improve the
treatment quality and individual per-
formance. If the doctor’s practice con-
dition and the medical information re-
source are both taken into considera-
tion, the progress of how patient col-
lect information would become very
important. Owning to the well devel-
oped internet system and media, both
factors had become decisive for medi-
cal quality improvement and medical
market efficiency as the information is
quickly spread nowadays (Shaller et al.,
2003). The patient information collec-
tion and choosing diagnostic doctor are
effective to policy formulation. In

United States, public media always

transparent a doctor’s individual be-

havior.

Patient Seeking Medical Treatment

Decision Progress

The cost-benefit ratio is used to
evaluate the medical treatment cost and
the profitability. When a doctor and a
patient are both facing a serious injury,
the doctor and the patient’s family
would all care for the physical and
mental pain the patient has to been
through. The anxiety raised by the
worry to the future health condition
would also affect a patient’s health
condition and their behavior during
sickness. A person would normally
refuse to see a doctor and not even
willing to receive any medical infor-
mation from a free information plat-

form when their illness is mild.

Doctor-Patient Relationship

Doctor-Patient Relationship Related

Theory History
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The doctor-patient relationship was
magnificently changed in the past forty
years. It was from the doctor paternal-
ism relationship to a situation that pa-
tient’s autonomy and the doctor’s au-
thority are both facing the significant
threats from outward resources. The
history background and the social
forces would each be reviewed below
to investigate the influence from the
two mentioned forces on the traditional
doctor- patient relationship. The illness
behavior establishment as one of the
social mechanisms. The society ex-
pects the social responsibility of a pa-
tient could be temporarily relieved, for
example, the job duty. The patient do
not need to be responsible for their
own illness, but would require care
from others. On the contrary to the
Parson’s model, the Freidson (1960)
negotiation model considered during
the doctor-patient interaction, the two
individuals with different culture, rules
and systems would reach an agreement
through the negotiation between each
other. This model could clearly de-
scribe the doctor-patient engagement

channel and the variable situation of

the physician-doctor interaction. How-
ever, the disadvantage of this model is
that, it lacks of the doctor- patient in-
teraction’s progress and result’s de-

scription.

Doctor-Patient Interaction-

Authorization from Patient to Doctor

The role of the doctor would be
fully an agent. In tradition, a patient,
who has the decision-making right, is
assumed to have complete and not bi-
ased medical information. The doc-
tor’s authority and the assignment level
would normally be affected by three
factors: the disadvantage of lacking
information, responsibility trader and
insurance coverage that are illustrated

below:

(1) The disadvantage of patient lack of
medical treatment information
Owning to the individual lack of
medical information and searching for
information gap fulfillment, the patient
may refuse to fulfill the information

gap because of the expected marginal
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return had not yet covered the marginal
cost which the information asymmetry
between the doctor-patient relationship

remains.

(2) Transfer of Authority

The patient would prefer to author-
ize the decision making right exter-
nally even there is with sufficient in-
formation. A normal patient would
want to be fully aware of their health
condition and assign the final decision-
making right to the doctor which gen-

erate the negative externality.

(3) Insurance Coverage

The more comprehensive the insur-
ance coverage is, the less economic
concern of a patient and the level of
doctor authorization would increase. If
there is no insurance, the patient would
have to consider their personal econ-
omy that lower the authorization will-
ingness. A consumer’s intention on
medical care reflects on selection is-
sues, many occurred on insurance and
taxation financing system. In a certain
extent, the insurance would affect the

intention and such intention becomes

sources of the different types of ethical

risks.

Ethical Risk

From a standard perspective,
ethical risk create a negative external-
ity- the insurance company needs to
increase every client’s insurance fee.
Some exploratory evidences indicated
the health care ethical risk exist in the

medical market in United States.

(1) Prior Ethical Risk

The prior ethical risk is mainly
discussing situation occurs before the
illness. The hypothesis of contingent
effect would be evaluated. And an in-
dividual could affect the ratio of the
loss occurrence, under many circum-
stances, the effectiveness may be re-
flected from the ratio of the salary
(Enrlich & Becker, 1972). The range
of the insurance coverage may destroy
an individual’s motivation on the loss
prevention (Grossman, 2000). Under
the health insurance system, the prob-

ability of getting sick may increase due
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to the inducement of sickness preven-
tion would be lower that result the rise
the whole society’s medical expenses
which also known as the prior ethical

risk.

(2) Afterwards Ethical Risk

The afterwards ethical risk gener-
ally occurs after the illness. At this
stage, medical insurance would lower
the medical care net currency price.
The salary payment during sick leave
would decrease the opportunity cost of
the time. Such decrease may inhibit the
increase in ratio of the medical treat-
ment or sick leave application (Enrlich
& Becker, 1972). Under the health in-
surance system, the decrease in cur-
rency price in consumer seeking medi-
cal advice that increase the medical

demand.

(3) Dynamic Afterwards Ethical Risk
Dynamic ethical risk is related to the
medical technology motivation; how-
ever, from a medical care point of view,
there is always a certain choice be-
tween the existing and new medical

technology. In a certain extent, the

benefit package of the new medical
technology is the same as the existing
medical technology which motive the
policy holder to chase after the latest
technology, furthermore, increase the
dynamic ethical risk (Baumgardner,
1991). Under the health insurance sys-
tem, consumers do not require to carry
all medical cost and the strong demand
on good quality medical service had
driven the medical service provider to
offer better quality medical services
that allows the high technology medi-
cal treatment to spread rapidly which
the medical expenses were rose con-
tinuously (for example: the medical
arm race creates in every medical

clinic in Taiwan).
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