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Abstract

We investigate the role of physician agency in determining health care sup-
ply and patient outcomes. We show that an increase in health care supply
due to a change in private physician incentives has a theoretically ambiguous
impact on patient welfare. The increase can reflect either induced demand
for ineffective care or a reduction in prior rationing of effective care. Further-
more, physician market structure matters in determining the welfare effects of
changes in private physician incentives. We then analyze a change to Medicare
fees that caused physicians to increase their provision of chemotherapy. We
find that this increase in treatment improved patient survival, extending me-
dian life expectancy for lung cancer patients by about 18%. Consistent with the
model, we find that while the treatment response was larger in less concentrated
markets, survival improvements were larger in more concentrated markets.
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of Business, Department of Finance and Business Economics; Newhouse: Department of Health Care
Policy, Harvard Medical School, Department of Health Policy and Management, Harvard School of
Public Health, Harvard Kennedy School and NBER; Craig C. Earle: The Ontario Institute for
Cancer Research, Toronto, Canada. Mary Price provided excellent programming to create the
original cohort used in this work. We thank the JEBO editor, William Neilson, and two anonymous
referees for very helpful comments and insights. We also thank Ernie Berndt, Srikanth Kadiyala,
Emmett Keeler, David I. Levine, Tom McGuire, Nolan Miller, Giuseppe Ragusa, Heather Royer,
James P. Smith, Tim Vogelsang and seminar participants at USC’s Sol Price School of Public Policy,
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