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Abstract

Price versus Quality competition in health sector? The relation between
‘quality elasticity’ and ‘ price easticity’ may be particul arly likely in the health
sector if consumers are not very sensitive to price because of extensive insurance
coverage. Quality competition is often associated with higher investment in
high-technology equipment

Providers respond to lower concentration rot by dropping price, but by
increasing quality. Within a profit-maximising framework, this strategy would be
rational if it costs the provider less to gain additional customer by increasing
guality than by reducing price. In other words if, per unit of expenditure, ‘ quality
elasticity of demand’ is higher than price elasticity of demand, it will be more
profitable for the provider to increase quality than to reduce price.

Consumers are not very sensitive to price because of extensive insurance
coverage and/or because quality dominates in their utility functions. It is
meaningful to compare with quality elasticity and price elasticity in hospital
market. This study usesthe concept include: 1 Medical service utilization units
will select * Patient-Visits and/or * Vigt-Days 2 At the same time, calculate the
‘price elasticity’ and‘ quality dadticity’ .

A national sample of 1500 general insured were interview from the
population in Taichung city, Taichung country, Chunghua country and Nantou
country of Bureau of National Health Insurance in Taiwan. The probability
proportion to size PPS sampling method was used. Data was analyzed by
simultaneous equations models, and Hausman's specification test was applied to
test the endogenity.

Study results show that after controlling demography, health status and other
relative variables, outpatient’s medical service utilization and medical price are
negative relationship, price elasticity of Vist-days for outpatient care is -0.228.
Beside, the relationship between medical service utilization and quality is positive,
guality elasticity of Visit-days is 0.312, and quality elasticity of Patient-visitsis
0.405. Patient’s quality elasticity of demand is higher than price elasticity of
demand that means if patients produce health service demand, they would visit



hospital with good reputation and public praise. The policy implication of the
study result is that cost containment policy should not confine to price control
only. The supply of physician should also be one of the important strategies.

Key words. Price Elasticity Qudity Elagticity Vist-Days Two-Stage
Least Square
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