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Price Regulation, Overtreating and the Entry Effects of Profitable Hospitals
Liu Xiaolu' and Yi Dan’
(1:School of Economics,Renmin University of China;

2 ;Hanqing Advance Institute of Economics and Finance,Renmin University of China)
Abstract: Based on the theory of credence goods, this paper analyzes the behaviors of non —
profitable and profitable hospitals, and sheds light on the welfare effects of the eniry of profitable
hospitals in Chinese medical market. The analysis shows that, due to the asymmetry of price
regulation on non — profitable and profitable hospitals, the equilibrium, after the eniry of profitable
hospital, has a feature of differentiation ; the profitable hospital offers efficient and honest treatment,
while the non — profitable hospital, facing a price ceiling, will overtreat its patients. Compared with
the market with only one monopoly non — profitable hospital , after the entry of profitable hospital , the
market will have lower medical costs, less overireatments,and higher efficiency of medical insurance.
Key Words: Profitable Hospital; Non — profitable Hospital ; Price Regulation ; Overtreating
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