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Between 1991 and 2002 the number of 
smokers in New York City remained stable, 
with slightly more than 21% of the popula-
tion identified as smokers. North Carolina 
reported a similar phenomenon, with the 
number of smokers showing very little fluc-
tuation until 2006. In 2002, New York City 
(and New York State), and in 2006, the state 
of North Carolina increased the sales tax on 
tobacco. While North Carolina increased 
the sales tax from $0.05 to $0.35 per pack 
of cigarettes, the New York City increase 
was more dramatic, from $0.08 to $1.50 per 
pack (this was in addition to the New York 
State increase of about $0.40 during the 
same time period). Shortly after the sales tax 
increase came into effect, New York City 
officials reported that the number of smok-
ers decreased by 11% (from 21.6 to 19.2%; 
Frieden et al., 2005), and in North Carolina, 
cigarette sales fell by 18%. It seems that an 
increase in cigarettes price has had a direct 
and substantial effect on the number of peo-
ple who smoke and/or the number of ciga-
rettes smoked. Such findings would come as 
no surprise to many economists, who have 
long been aware of the phenomenon of price 
elasticity. Derived from the law of demand 
(one of the fundamental laws in economics), 
“price elasticity” assumes that people are 
sensitive to product price: As price goes up, 

ceteris paribus, demand goes down. Thus, 
the theory predicts an inverse relationship 
between price and consumption, creating 
what economists call a downward-sloping 
demand curve (see Rice, 2003).

Changes in smoking rates are but one ex-
ample where health economics and health 
psychology might share a common inter-
est. Health economics, after all, studies 
how economics principles (the relationship 
between scarce resources, e.g., time and 
money, consumer demand) affect, relate to, 
and determine health behaviors and out-
comes. The range of phenomena examined 
by health economics encompasses topics 
such as smoking prevention, physician reim-
bursement and performance, insurance and 
health outcome, urban and rural utilization 
of health services, and health disparity. What 
health economics tends to lack, however, is 
the usage of experimental design.1 Instead, 
health economists typically analyze existing 

1 One notable exception is the RAND Health Insur-
ance Experiment (HIE) According to the official 
RAND website, “The HIE project was started in 
1971 and funded by the Department of Health, 
Education, and Welfare (now the Department of 
Health and Human Services). It was a 15-year, mul-
timillion-dollar effort that to this day remains the 
largest health policy study in U.S. history” (www.
rand.org/health/projects/hie).
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databases to understand and study health-
related trends. Psychologists, on the other 
hand, tend to run controlled experiments 
more frequently, while database analysis 
is less common. In other words, although 
the tools and theories that economists and 
psychologists’ employ might differ, both 
disciplines are interested in explaining and 
understanding the same phenomena. Thus, 
one can view economics and psychology as 
complementing one another.

The New York City cigarette tax in-
crease provides a powerful demonstration 
regarding the relationship between changes 
in price and behavior. One might wonder, 
therefore, whether health psychologists can 
learn anything from health economists; that 
is, can health psychologists adopt and inte-
grate economic theories and/or methodolo-
gies? Reading health psychology books and 
articles might give the impression that the 
answer to both questions is negative. Aside 
from the customary discussion regarding 
the relationship between health insurance 
and health status, there has been very little 
exchange of information and ideas between 
health economics and health psychology. 
Even the RAND Health Insurance Experi-
ment is hardly mentioned in health psychol-
ogy textbooks. Thus, despite the possible 
effects of price on promoting (positive) and 
preventing (negative) health behaviors, or 
on utilization of health services by minor-
ity groups (e.g., mammography), health 
psychologists have failed, for the most part, 
to integrate health economic thinking and 
ideas into their theories and experiments. 
This is surprising because psychologists 
have long known about the merit of incen-
tives or rewards, dating back at least a cen-
tury to the early work of the behaviorists’ 
school of thought.

Indeed, the modus operandi in psycholo-
gy has been to overlook much that has been 
done in economics.2 The tides are rapidly 
changing, however, as a growing number 
of researchers in both disciplines have come 
to realize that they share much in common, 
namely, the desire to understand and (possi-

2 To be fair, economists, for the most part, have ig-
nored psychology as well. Our focus in this chapter 
is to inform health psychologists about economic 
thinking, not to inform economists about psycho-
logical findings.

bly) influence behavior. While the two fields 
might be driven by different sets of ideas and 
methodologies, this, we believe, should be 
taken as a strength rather than a weakness, 
for each discipline can provide a different 
piece of the puzzle. In this chapter we would 
like to bridge the existing gap by introduc-
ing to health psychologists the ideas, meth-
odologies, and theories common among 
health economics. Given the wide range of 
problems that health economics has tackled, 
we restrict our discussion to three domains: 
consumer behavior, health disparity, and the 
relationship between institutions and health. 
Our survey is not meant to be exhaustive, 
but to provide health psychologists with a 
sense and a flavor of economic approaches 
and methodologies.

Health Psychology Meets Consumer Research

The Health Psychology Division of the Amer-
ican Psychological Association states that its 
aims are the “promotion and maintenance 
of health,  .  .  . the study of psychological, 
social, emotional, and behavioural factors 
in physical and mental illness, the improve-
ment of the health care system, and formu-
lation of health policy” (American Psycho-
logical Association, 2007). It also mentions 
that reports by the Surgeon General’s Office 
indicate “that the leading causes of mortal-
ity in the U.S. have substantial behavioral 
components. These reports recommend that 
behavioral risk factors (e.g., drug and alco-
hol use, high risk sexual behavior, smoking, 
diet, a sedentary lifestyle, stress) be the main 
focus of efforts in the area of health promo-
tion and disease prevention.” One of main 
roles health psychologists can play, there-
fore, is to promote healthy behavior (e.g., 
exercising) and prevent unhealthy ones (e.g., 
smoking). These aims are perfectly sensible 
because smoking, for example, is the leading 
cause of preventable death (Harrell, Bangdi-
wala, Deng, Webb, & Bradely, 1998). Thus, 
although few would question the merits of 
promoting healthy behaviors or preventing 
unhealthy ones, a greater debate exists con-
cerning the best method(s) to achieve these 
goals; that is, although there is a consensus 
regarding the potential harms of smoking, 
drug use, and risky sexual behavior, there is 
less agreement regarding the best methods 
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to (1) prevent individuals from engaging in 
risky health behaviors, (2) change unhealthy 
behaviour, and (3) promote healthy behav-
iors.

In the next section, we illustrate how 
health economics can aid psychologists to 
achieve their aims in one of the domains 
identified by the Surgeon General’s Office, 
namely, smoking.3 It should be clearly stated 
that we are not arguing that health econom-
ics should replace psychology, or that one 
discipline offers a better solution to these 
complex problems. Rather, we suggest that 
economic thinking and methodology could 
supplement and enrich methods currently 
employed by health psychologists. To com-
bine findings and approaches from both 
fields, we believe, can provide policymakers 
and practitioners a richer perspective and 
better tools to battle these serious and im-
portant problems.

Smoking Prevention and Cessation Programs

In light of the Surgeon General’s recommen-
dations, it is no wonder that smoking has at-
tracted much attention from economists and 
psychologists. However, the two fields have 
employed different methodologies to achieve 
the following goals: (1) reduce the number of 
people who start to smoke and (2) increase 
the number of smokers who quit. In what 
follows, we discuss how economists have 
used the relationship between price and be-
havior to suggest ways to reduce the number 
of people who start to smoke and increase 
the number of people who quit.

In the United States, smoking prevention 
programs tend to concentrate on the young. 
Indeed, many schools across the country 
have used such programs to increase aware-
ness of the risks of behaviors such as smok-
ing. California alone spent over $400 million 
from 1989 to 2003 to prevent teenagers from 
starting to smoke. One of the rationales be-
hind school-based prevention programs is the 
fact that many risky behaviors emerge dur-
ing young adulthood. Indeed, over 80% of 
adult smokers started smoking prior to their 

3 Due to space limitations, we restrict our discussion 
to smoking. Similar findings and results, however, 
have been reported in relation to drug and alcohol 
abuse (Chaloupka, Grossman, & Saffer, 2002), as 
well as dieting (Horgen & Brownell, 2002).

18th birthday (Harrell et al., 1998). Howev-
er, educators, policymakers, and researchers 
have faced various hurdles in their attempt to 
reduce smoking rates and increase quit rates 
among the young. One of the challenges they 
encounter is the tendency of the young to un-
derestimate risk, as well as the probability 
of becoming addicted (Johnston, O’Malley, 
& Bachman, 2001). To date, many methods 
have been utilized to combat youth smoking. 
In addition to school-based programs, the 
legislative branch, for example, has passed 
laws prohibiting the sale of tobacco to mi-
nors (e.g., the Synar Amendment). How suc-
cessful have these programs been?

A systematic review by Wiehe, Garrison, 
Christakis, Ebel, and Rivara (2005; see also 
Glantz & Mandel, 2005) questioned the 
merits of school-based prevention programs, 
and others have had reservations about the 
value of legislative acts in preventing youth 
from taking up smoking (but see Suss-
man, Unger, Rohrbach, & Johnson, 2005). 
Wiehe and colleagues analyzed randomized 
controlled trials to evaluate the short- and 
long-term effects of different school-based 
prevention programs. While a number of 
programs produced short-term success, only 
one of the eight reviewed studies found a 
significant long-term effect (i.e., a lasting re-
duction in the number of young smokers). If 
school-based programs—which are largely 
grounded on psychological theories, such 
as the theory of planned behavior (Ajzen, 
1991), of triadic influence (Flay & Petraitis, 
1994), and social cognitive theory (Bandura, 
1997)—have little success in reducing the 
number of youths who smoke, what other 
measures might do better?

Price increase seems to be the most suc-
cessful predictor in smoking prevention 
and reduction: It decreases the number 
of youths who report intention to smoke, 
while increasing the number who intend to 
quit smoking. In their seminal work, Lewit, 
Coate, and Grossman (1981) were among 
the first to examine the relationship between 
economic factors (price) and youths’ smok-
ing. Analyzing a national sample of close to 
7,000 youths (12 to 17 years old), they found 
that adolescents exhibit price elasticity of 
–1.44. A “price elasticity”—the relationship 
between price and demand—of –1.44 means 
that an increase of 10% in cigarette price 
leads to a 14.4% decrease in the number of 
smokers. More importantly perhaps, Lewit 
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and colleagues found that young adults (vs. 
older adults) are more price sensitive (U.S. 
Department of Health and Human Services, 
1994). In other words, an increase of $1 will, 
on average, have a greater effect on a young 
person than on an older one. While some of 
the Lewit and colleagues findings have been 
challenged, the general message—that eco-
nomics and behavior are connected—still 
stands.

Based on a series of national surveys, 
Chaloupka and colleagues (2002; Ross & 
Chaloupka, 2004) analyzed the relationship 
between price and youths’ smoking trends. 
In one study, Ross and Chaloupka (2003) 
studied smoking behavior of a nationally 
representative sample of over 17,000 high 
school students. Similar to Lewit and col-
leagues (1981), Ross and Chaloupka (2004) 
found an inverse relationship between price 
and consumption: As the price of cigarettes 
increased, demand for cigarettes declined. In 
fact, their data show that a small increase of 
$0.50 per pack in cigarette price could lead 
to a substantial reduction of about 18% in 
smoking. Using a sample of over 200 schools 
(with over 17,000 participants) across the 
United States, Ross, Powell, Taurus, and Ch-
aloupka (2005) examined the impact of dif-
ferent price increases ($0.50, $1, $2, and $4) 
on high school students’ smoking intentions. 
Higher prices, as predicted, reduced the 
number of student who intended to smoke, 
and the actual number of cigarettes smoked. 
Higher prices also increased the number of 
student who planned to quit smoking.

Drawing on data from Canada’s National 
Population Health Survey, Zhang, Cohen, 
Ferrence, and Rehm (2006) were also in-
terested in exploring the impact of price 
on smoking behavior. Canada’s National 
Population Health Survey allowed a com-
parison of 10 different Canadian provinces. 
Cigarette prices in five provinces were lower 
(due to greater tax breaks) than those in the 
remaining five provinces. Zhang and col-
leagues’ data indicate that lower price was 
significantly associated with higher initia-
tion of smoking (10.5 vs. 8.5%).

Given the robust data on the relation-
ship between price and smoking behavior, 
Ross and Chaloupka (2003) stated that 
“the single most consistent conclusion from 
the economic literature on the demand for 
cigarettes is that consumers react to price 
changes according to economic theory prin-

ciples—an increase in price leads to decrease 
in consumption” (p.  219). While we agree 
that an increase in price can reduce con-
sumption, price alone cannot explain why 
people start smoking, nor can it completely 
deter young people from starting or continu-
ing to smoke.

This is where psychological research can 
play a prominent role (see Carvajal, Hanson, 
Downing, Coyle, & Pederson, 2004). For 
example, the economic analyses we reported 
earlier are perfectly aligned with psychologi-
cal theories, such as the theory of planned 
behavior (see Kiviniemi & Rothman, Chap-
ter 5, this volume). Although Ross and col-
leagues (2005) used a quasi-experimental 
design, their research highlights how psy-
chological theories can inform economists 
about what motivates behavior, and also 
how economic principles can motivate psy-
chological experiments. Emery, White, and 
Pierce’s (2001) work reveals further interest-
ing trends for psychologists. Looking at the 
relationship between cigarettes use and price, 
the authors found that changes in price had 
little effect on whether youths experiment-
ed with cigarettes. This suggests that other 
factors, such as peer pressure, might be in 
play. Sussman and colleagues’ (2005; see 
also Sussman, Sun, & Dent, 2006) caution-
ary note—arguing against abandonment of 
school-based cessation programs—should 
therefore receive serious attention. Indeed, 
the youth-focused Florida Pilot Program 
on Tobacco Control (Bauer, Johnson, Hop-
kins, & Brooks, 2000)—using multilevel 
approaches to fight youth smoking, none 
of which included price change—reported 
promising results: significant reduction in 
cigarette use and increase in intention not to 
smoke. Due to lack of funds, however, the 
program has largely been shut down. Given 
the complex reasons underlying smoking 
behavior that affect young people all over 
the world, bringing together economic and 
psychological theories might prove to be a 
very powerful tool in lowering the number 
of youths who start to smoke and/or reduc-
ing the number who already do.

Economics, Psychology, and Health Disparity

The relationship between one’s racial and 
ethnic background, and access to health ser-
vices, treatments, quality of care, and varia-

Suls, J. M., Davidson, K. W., & Kaplan, R. M. (Eds.). (2011). Handbook of health psychology and behavioral medicine. Retrieved from http://ebookcentral.proquest.com
Created from argosy-ebooks on 2018-08-27 11:25:29.

C
op

yr
ig

ht
 ©

 2
01

1.
 G

ui
lfo

rd
 P

ub
lic

at
io

ns
. A

ll 
rig

ht
s 

re
se

rv
ed

.



294	 Contributions of Other Sciences	

tion in health outcomes has come under the 
scrutiny of both health care professionals 
and policymakers. A reminder of this rela-
tionship comes from the state of Mississip-
pi, which, after years of reporting a steady 
decline in infant mortality, announced that 
rates among blacks have been going up 
(Eckholm, 2007). A report published by the 
Kaiser Family Foundation (KFF; 2007) re-
veals further disparities between whites’ and 
blacks’ health status. Blacks have a much 
higher rate of infant mortality than whites 
(in Wisconsin, the rate is 17.5 vs. 5.6 deaths 
per 1,000 live births, respectively), diabetes-
related mortality (in Washington, the rate is 
24.5 vs. 71.7 deaths per 100,000 population 
among whites and blacks, respectively), and 
annual AIDS case rate (in New York, the 
rate is 11.1 vs. 131.2 per 100,000 popula-
tion among whites and blacks, respectively).

While the reasons underlying health dis-
parities are multifaceted, a report to Mi-
chael O. Leavitt, then Secretary of the U.S. 
Department of Health and Human Services, 
states that “compelling evidence exists that 
differences in health status, access to care, 
and the provision of physical and mental 
health services are significantly related to 
race, ethnicity, primary language, geogra-
phy, and various measures of socioeconomic 
position, such as educational status, income, 
wealth, and conditions in childhood” (Na-
tional Committee on Vital and Health Sta-
tistic, 2005, p. 8). As the report to Leavitt 
indicates, socioeconomic factors are among 
the leading reasons behind heath dispari-
ties. It is not surprising, therefore, that the 
KFF study (2007) found that higher rates of 
blacks than whites live in poverty (in Iowa, 
49.6 vs. 10.2%, respectively), rely on Med-
icaid (in Rhode Island, 37.3 vs. 12.2%, re-
spectively), and are uninsured (in Louisiana, 
27.0 vs. 16.3%, respectively).4

One health domain that has garnered 
much attention has been racial and ethnic 
disparities in cancer screening, treatment, 
and outcome. In the United States, over 1 
million Americans are diagnosed with can-

4 The relationship between economic state and 
health status among other minority groups is not al-
ways straightforward. Infant mortality rates among 
Hispanics, for example, are closer to those of the 
white population, while their economic status is 
closer to that of the black population.

cer each year (National Center for Health 
Statistics, 2006). Not only are many types 
of cancers are more prevalent among blacks 
(National Center for Health Statistics, 
2006), but a greater percentage of blacks 
than of any other racial group die of cancer. 
They have, for example, 12% higher inci-
dence of colorectal cancer than do whites. 
Mortality rates among blacks, however, are 
36% higher than those of white (Ries et al., 
2002). In fact, blacks are over 30% more 
likely than whites to die from cancer (Shav-
ers & Brown, 2002).5 Why are mortality 
rates different among various ethnic and ra-
cial groups? And how can economic factors 
aid in explaining this issue, as well as close 
the health gap?

In their review of the literature, Shavers 
and Brown (2002) provided a useful model 
that can help to elucidate racial and ethnic 
disparities in the receipt of cancer treat-
ment (see also Krieger, 1999). Three general 
themes are identified as playing a key role 
in racial and ethnic disparity: (1) patient 
factors (e.g., socioeconomic), (2) physician/
clinical factors (physician recommendation), 
and (3) structural factors (e.g., type of hos-
pital in which one is treated). Shavers and 
Brown further subdivide these three main 
themes into subcategories that include topics 
such as status of health insurance and type 
of insurance (under the structural barriers), 
clinical stage and comorbidity (under the 
physician barriers), and transportation and 
family support (under the patient barriers). 
While not all three factors and their subcat-
egories are relevant for our discussion, the 
model helps to disentangle the economic 
and psychological issues. We briefly discuss, 
below, a few of themes identified by Shavers 
and Brown.

The National Health Interview Survey 
(Breen, Wagener, Brown, Davis, & Ballard-
Barbash, 2001) conducted in 1987, 1992, 
and 1998 reveals that rates of breast and 
cervical cancer screening among blacks, 
Hispanics, and whites have been closing. 

5 Blacks are not the only minority group to show 
disproportionate incidence of cancer, yet the gap 
between whites and blacks is the most pronounced. 
Hispanics, for example, are more likely than whites 
or blacks to have cervical cancer, while Asians and 
Pacific Islanders tend to have a higher rate of stom-
ach cancer.
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Unfortunately, similar trends have not been 
found when we examine survival rates from 
breast or cervical cancer (for similar trends 
in cardiovascular disease, see National Cen-
ter for Health Statistics, 2006). Despite hav-
ing lower rates of breast cancer (Peek & 
Han, 2004), blacks are still more likely than 
whites to die from breast cancer (see Breen 
et al., 2001, Table 1, p. 1706).

Why do lower cancer rates not translate 
into lower mortality rates among blacks? 
One possibility for the discrepancy between 
low prevalence rates and relatively high mor-
tality rates—a gap that is most pronounced 
between whites and blacks—is the fact that 
minority groups are far more likely to be di-
agnosed with breast cancer at a later stage 
than their white counterparts (Lantz et al., 
2006). Stage of detection, after all, is one 
of the best predictors for survival rate and 
cure (Kosary et al., 1995). Therefore, when 
cancer is detected plays a major role is one’s 
prognosis. Stage of detection, however, is 
not the only factor that contributes to the 
mortality rate difference between ethnic and 
racial groups. Aside from early detection, 
rapid and accurate access to treatment are 
key ingredients in lowering morbidity and 
mortality rates. Blacks, unfortunately, fall 
short on every facet of the process, from late 
diagnosis to relatively poor access to state-
of-the-art treatments.

Access to mammography screening is one 
of the main methods for early detection of 
breast cancer, and regular Papanicolaou 
(Pap) smears are known to help reduce the 
chance of developing cervical cancer (Kosary 
et al., 1995). However, despite improvement 
in black women’s rates of mammography 
screening, white women are still more likely 
to undergo mammography screening and Pap 
smears. Elmore and colleagues (2005)—who 
looked at medical records of 400 women di-
agnosed with breast cancer between 1985 
and 1993, and followed up to 2001, revealed 
disparities between racial and ethnic groups 
at a number of important junctures. First, 
the method of detection varied among the 
various groups. For example, among white 
women, breast cancer was more likely to 
be diagnosed after mammographic screen-
ing or clinical breast examination, whereas 
black women were more likely to be diag-
nosed after they noticed abnormalities—a 
method that typically detects cancer at more 

advance stages. Mammographic screening 
and clinical breast examination, for ex-
ample, tend to reveal abnormalities earlier 
than do self-diagnosis, and are correlated 
with reduced breast cancer recurrence and 
mortality. Second, black women experience 
significantly longer times to complete the 
entire diagnostic procedure, whether breast 
abnormalities were self-detected or found 
via mammographic screening. Finally, white 
women received treatment in less time than 
their black counterparts. As in earlier stud-
ies (Lannin et al., 1998), Elmore et al. (2005) 
believe that “being underinsured and/or un-
insured and having low income may be risk 
factors for late-stage diagnosis” (p. 145).

In an earlier study, Roetzheim and col-
leagues (1999) examined the data of over 
28,000 Florida patients diagnosed with one 
of four types of cancer for which early screen-
ing was available (e.g., mammography). 
Their analysis revealed that patients insured 
by Medicaid or those who lacked insurance 
were more likely to be diagnosed with late-
stage cancer. Blacks, who were overly repre-
sented among those who relied on Medicaid 
or lacked insurance, were significantly more 
likely to be diagnosed with late-stage breast 
cancer. Furthermore, when the authors com-
pared white and black patients on Medicaid 
or those who lacked insurance, similar re-
sults emerged. Blacks received worse cancer 
diagnoses.

Relying on a different dataset, Friedman 
and colleagues (2002) demonstrated a re-
lationship between insurance and access to 
preventive medicine. Looking at over 1 mil-
lion records of General Motors employees 
and their families, Friedman and colleagues 
found that access to cancer screening proce-
dures is dependent on whether one has health 
insurance, but more importantly, on what 
kind of health insurance one has (whether 
it charges for or covers cancer screening 
procedures). Women, for example, whose 
insurance covered cancer screening were sig-
nificantly more likely to undergo mammog-
raphy screening than those who had to pay 
for the procedure out of their own pockets. 
Thus, to answer the question of what deter-
mines a woman’s likelihood to receive cancer 
screening, one needs to remember that “low 
socioeconomic status [SES] is a consistent 
marker for mammography underuse” (Peek 
& Han, 2004, p. 185).
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Low-income women are deemed to be the 
furthest away from the goals set by Healthy 
People 2010 (HP 2010; see www.healthy-
people.gov). One of the goals of HP 2010 is 
to have 70% of low-income women undergo 
mammography screening. As of 2004, the 
rate of uninsured women who had mammog-
raphies was only 50%, while over 70% of 
insured women had mammographies (Peek 
& Han, 2004). Moreover, women who have 
no usual care are less than half as likely to 
have a mammography, 34.6 vs. 73.0%, than 
women who have a stable source of medical 
care (Swan, Breen, Coates, Rimer, & Lee, 
2003), and women with higher income are 
20% more likely to have a mammogram than 
low-income women (Blackman, Bennett, & 
Miller, 1999). Living in rural areas has also 
been shown to correlate with lower utiliza-
tion of mammography screening (Coughlin, 
Thompson, Hall, Logan, & Uhler, 2002). 
Living in a rural area, it should be noted, 
typically means longer travel time to the 
health facilities where women have access 
to mammography screening. Longer travel 
time is financially costly for at least two rea-
sons. First, it forces women to lose working 
hours or days due to travel. Second, travel by 
itself is costly, whether women use their own 
or public transportation.

These findings resonate well with Haitt, 
Klabunde, Breen, Swan, and Ballard-Bar-
bash’s (2002) work. After reviewing 73 
studies based on the National Health Inter-
view Survey between 1980 and 2001, they 
concluded that high SES and a usual source 
of health care and insurance coverage were 
the strongest predictors of whether a woman 
would undergo breast and cervical screen-
ing. Examining the responses of over 50,000 
women enrolled in the Women’s Health Ini-
tiative Observational Study, Hsia and col-
leagues (2000) found that having health in-
surance was the best predictor that a woman 
would undergo cancer screening. It should be 
noted that having health insurance has been 
linked to having a usual source of health 
care. Perhaps expectedly, therefore, some re-
searchers (e.g., Selvin & Brett, 2003) found 
that the best predictor of having breast and 
cervical screening is to have usual access to 
healthy care. Furthermore, Selvin and Brett 
(2003) argue that this association is par-
ticularly strong among black women, who 
are more likely to be uninsured, to live in 

poverty, and to lack usual access to health 
services.

Another question is what would be the 
best method to increase screening among 
minorities and low-income women? Econo-
mists suggest that one method to tackle some 
of these issues is lowering the cost of cancer 
screening. Even before President Clinton 
signed into law the Breast and Cervical Can-
cer Prevention and Treatment Act of 2000 
(Public Law 106-354), which provides unin-
sured and underserved women free access to 
breast or cervical cancer screening and treat-
ment, the National Breast and Cervical Can-
cer Early Detection Program has been able 
to increase the rate of low-income women 
who undergo cancer screening and receive 
treatment by simply offering it free of charge 
(May, Lee, Nadel, Henson, & Miller, 1998). 
Lowering the costs of screening procedures 
is one step in reducing health inequities, 
though it cannot serve as a universal pana-
cea. As studies comparing Canadian and 
U.S. health care systems have shown, uni-
versal coverage does help to reduce health 
disparities, though it is unable to eliminate 
them (Lasser, Himmelstein, & Woolhan-
dler, 2006).

Despite the complex web of reasons that 
contribute to health disparities, understand-
ing factors underlying the phenomenon is 
the first step toward tackling and solving 
the problem. While psychologists have tra-
ditionally focused on health education and 
communication between health care profes-
sionals and patients, economists have been 
continuously charting the dynamics be-
tween economic factors, such as health in-
surance status, transportation, and SES, and 
health status. While economic factors, no 
doubt, play an important role in maintain-
ing (and even widening) health disparities, 
it seems that they cannot explain the entire 
variance. A number of psychological issues 
still remain elusive and troubling, placing a 
barrier between ethnic/minority groups and 
better health.

Economics, Public Programs,  
and Older Adults’ Health

In the previous two sections we illustrated 
how economists and psychologists ap-
proach health concerns—such as smoking 
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and health disparity—by employing differ-
ent set of tools and methodologies. In this 
final section we would like to concentrate on 
a domain that has been dominated almost 
exclusively by economists—the design of 
national health programs. We use the new 
Medicare drug benefit as an illustrative case, 
although other national programs—such as 
Medicare Parts A and B and Medicaid—
have also been designed largely by econo-
mists. We believe that this domain might 
offer a great opportunity for psychologists 
to share insights with policymakers and en-
courage greater emphasis on the relationship 
between institutional design and health. De-
spite the impact of various public policies on 
health (from allocation of scarce resources 
to promotion of health behaviors), psycholo-
gists have contributed relatively little to their 
design. Given the large scope of this topic, 
we are able to touch only briefly on the rela-
tionship between policy design and health.

We focus our discussion, therefore, on the 
new Medicare Modernization Act (MMA; 
also known as Part D), which came into ef-
fect in January 2006. The 2003 legislation, 
according to the Centers for Medicare and 
Medicaid Services, “provides seniors and 
individuals with disabilities with a prescrip-
tion drug benefit, more choices, and better 
benefits under Medicare” (see www.cms.
hhs.gov/mmaupdate). The MMA is one of 
the biggest health policy changes to take 
place since the birth of Medicare and Med-
icaid in the mid-1960s. However, from its 
inception, Medicare Part D has drawn much 
criticism. While some of it is irrelevant for 
our current discussion, two points in par-
ticular do concern us: (1) the large number 
of plans available to beneficiaries (Hanoch 
& Rice, 2006), and (2) the amount of in-
formation and presentation formats used to 
educate consumers.

We believe that psychologists could have 
played a more prominent role in the design of 
the program by contributing their extensive 
knowledge of older adults’ decision-making 
styles and cognitive abilities. They could 
have also formed closer ties with policymak-
ers because some of the concerns about the 
program are psychological rather than eco-
nomical in nature. It is possible that more 
active involvement of psychologists could 
have averted some of the problems with the 
design of the program.

Given the evidence on older adults’ cog-
nitive and decision-making capacities, one 
might wonder about the rationale behind the 
design of the Medicare program. Not only 
must older adults face extremely complex in-
formation, they need to do so in an environ-
ment that contains over 50 different plans. 
The current design of Medicare Part D can be 
attributed, in part, to economists’ belief that 
more choices are better than fewer choices. 
A number of assumptions are implicit in the 
idea that more choices are useful rather than 
harmful to individuals: (1) People possess 
enough information about the alternatives 
available to them; (2) they have the cognitive 
ability to evaluate the various options avail-
able and to choose the one that will maxi-
mize the plan’s utility; (3) consumers will 
not regret the options not chosen; (4) they do 
not think (too much) about what other indi-
viduals possess; and (5) market competition 
does not lead to excessive waste. Following 
the dictates of rational choice theory, the 
U.S. health care system has always champi-
oned choice, as is apparent in the plenitude 
of health insurers, hospitals, and specialists. 
The design of the Medicare drug benefit can 
be seen as a natural extension of this line 
of thought. The legislative branch, after all, 
could have designed the program in many 
different ways. However, it decided to ad-
here to traditional economic thinking—let 
too many firms compete in the market.

Psychologists have long been aware of, and 
interested in, people’s cognitive limitations. 
Starting with the pioneering work of Herbert 
Simon in the late 1940s (1947, 1955), the idea 
that people’s rationality is bounded has been 
largely supported by a range of experiments 
and findings (for reviews, see Conlisk, 1996; 
Kahneman, 2003; Rabin, 1998). Simon’s no-
tion of bounded rationality was a reaction 
to rational choice theory—one of the pillars 
of economic theory. Rational choice theory, 
Simon argued, ignores how real people be-
have and make decisions. In addition, Simon 
(1956) was interested in the relationship be-
tween environmental properties and cogni-
tive architecture. One of his great insights 
was to show that how an environment is 
constructed—for example, whether it is rich 
or poor in information—has a direct influ-
ence on an agent’s cognitive capacities and, 
more remarkably, on its cognitive architec-
ture. To the best of our knowledge, most 
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health economists and health psychologists 
have been oblivious to Simon’s work and the 
need to study how environmental structures 
(e.g., institutions) affect people’s health and 
access to health services. (To be fair, econo-
mists and psychologists have been interested 
in how certain environmental factors, such 
as living in an urban or rural area, affect 
health.)

An area that has garnered much attention 
is the relationship between old age and exec-
utive functioning; that is, while young people 
show some cognitive limitations, these cog-
nitive abilities tend to decline even further 
with age. A growing corpus of data, for ex-
ample, has shown an inverse relationship be-
tween age and decision-making abilities (for 
a review, see Thornton & Dumke, 2005). 
Researchers (e.g., MacPherson, Phillips, & 
Della-Sala, 2002) have demonstrated that an 
increase in age is related to lower scores on 
executive function tests, working memory 
functioning, dual tasking (Korteling, 1991), 
and even routine daily tasks, such as remem-
bering bus schedules or navigating menus. 
Researchers (e.g., Beisecker, 1988) have ar-
gued that even in important areas related 
to their own health, older adults tend to be 
less engaged and involved in making deci-
sions, to encounter more difficulties recall-
ing medically related information (Brown & 
Park, 2002) and treatment recommendations 
(Meyer, Russo, & Talbot, 1995), and gener-
ally to score lower on comprehension tests 
(Morrell, Park, & Poon, 1989). In a series 
of studies, Johnson (1990, 1993), found that 
older (vs. younger) adults tend to examine 
less information before choosing to rent an 
apartment, to require more time to process 
information, to use less information, and 
to reevaluate information more frequently 
when making a hypothetical car purchase 
decision.

Older adults face other obstacles in mak-
ing health-related decisions. Many have poor 
reading or mathematical abilities. These 
skills, however, are necessary to compre-
hend fully the intricacies of insurance plans 
or treatment options (Hibbard, Jewett, En-
gelmann, & Tusler, 1998). For example, a 
study by Finucane and colleagues (2002) 
examined older and younger adults’ deci-
sion-making capacities by measuring their 
comprehension of health plan information. 
Older adults’ scores (compared to those of 

younger adults) were much lower on a num-
ber of tasks that required the use of tables 
or graphs.

While thinking about the merits of having 
a wide range of choices (e.g., it leads to mar-
ket efficiency), economists, for the most part, 
have failed to consider the psychological 
price that choice might carry (see Schwartz, 
2004). Indeed, policymakers have neglected, 
for the most part, to investigate what Medi-
care beneficiaries think about its intended 
structure. Would they prefer to encounter 
more or less choice? And, more importantly, 
does more choice hamper older adults’ abil-
ity to make decisions? Economists might be 
surprised by the answers.

Recent psychological work has challenged 
the idea that having more choice is neces-
sarily better. Schwartz (2004) suggested, in 
contrast to what many economists think, 
that having more choices does not necessar-
ily lead to greater satisfaction. He found that 
“aspiration to self-determination, presum-
ably through processes resembling those of 
rational choice, is a mistake, both as an em-
pirical description of how people act and as 
a normative ideal” (Schwartz, 2000, p. 80). 
Earlier studies by Beattie, Baron, Hershey, 
and Spranca (1994) demonstrated that when 
faced with difficult medical decisions, people 
prefer to transfer the decision to their health 
caretaker rather than make the decision on 
their own.

Further support for the idea that more 
choice does not necessarily translates into 
better decisions emerges from the work of 
Iyengar and Lepper (2000). In a number 
of experiments, they showed that facing a 
large (vs. small) choice set (6 vs. 24 choic-
es of chocolate, exams, or jams) can have 
negative effects on the decision maker. For 
example, those who faced greater choice 
size reported lower satisfaction with their 
decisions, an increased sense of regret over 
their choices, as well as a greater likeli-
hood of avoidance of making a decision. 
In another study, Iyengar and Jiang (2005) 
demonstrated that having a larger array of 
investment options can discourage consum-
ers from investing their money wisely. Iyen-
gar and colleagues’ studies follow earlier 
research by Shafir, Simonson, and Tversky 
(1993; see also Tversky & Shafir, 1992), 
which suggests that one of the main sources 
of decision conflict comes from consumers 
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being faced with competing options and feel 
incapable of weighing the trade-offs of one 
option attribute against another, when no 
dominate alternative exists.

The ideas developed by Simon on older 
adults’ cognitive capacities and research into 
the harmful effects of too much choice should 
have influenced policymakers. As is evident 
from the design of the new Medicare Part D, 
policymakers have largely been unaware of 
this body of work and have relied almost ex-
clusively on traditional economic thinking. 
Why did they fail to incorporate psychologi-
cal findings? As we indicated earlier, old age 
is associated with decline in cognitive capa-
bilities. Furthermore, recent research has 
shown that increasing the number of avail-
able choices also raises the demands on the 
cognitive system while reducing satisfaction 
levels. Nonetheless, instead of construct-
ing a program that beneficiaries could eas-
ily navigate and understand, policymakers 
opted for a complex program. Indeed, the 
KFF’s (2006) National Survey of Physicians 
and National Survey of Pharmacists found 
that doctors, pharmacists, and older adults 
alike deemed the program too complicated 
to understand. Their surveys also found that 
many pharmacists believe that many Medi-
care beneficiaries do not comprehend the 
new program well, if at all.

That most seniors think the new Medicare 
drug benefit is too complicated would not 
surprise many psychologists. Had they been 
consulted at an early stage of the program’s 
development, they would have been in the 
position to alert policymakers to the possi-
ble obstacles that older adults might encoun-
ter in such a complex program. In addition, 
psychologists could have suggested decision-
making aids to help older adults better un-
derstand the nature of the program, as well 
as contributed to the development of the var-
ious websites to help beneficiaries make in-
formed decisions. For example, much of the 
information older adults encounter—wheth-
er in print or over the Internet—is far from 
ideal. Many websites, including the official 
site of the Centers for Medicare and Medic-
aid Services, which administers the program, 
are written in too small a font. It seems to 
us that the structure of the environment and 
how information is provided are precisely 
the areas in which psychologists could have 
contributed to make the program both more 

cognitively accessible and better formulated 
to meet the needs of older adults.

Conclusions

A survey by the KFF/Harvard School of 
Public Health (2007) found that one of the 
top issues in the 2006 congressional election 
was the public concern about health care. 
When asked what they would like the 2008 
presidential candidates to talk about, 20% 
of the participants mentioned health care is-
sues, with insurance as one of the main sub-
themes. On May 30, 2007, Senator Barack 
Obama unveiled his health care policy, de-
claring that he would make health coverage 
accessible to all, as well as reduce its costs 
(Toner, 2007). Whether President Obama 
will be able to implement a new health poli-
cy program remains to be seen; however, to 
do so would mark one of the most profound 
shifts in the history of the U.S. health care 
system. While we would not like to prophesy 
what will take place, it is clear that health 
economists should play a crucial role in its 
design and implementations. Indeed, three of 
Obama’s top advisors are economists, while 
not a single psychologist (to our knowledge) 
has been involved in the health policy de-
sign. Yet economists and psychologists share 
a common interest and goal—to promote 
healthy behavior and reduce unhealthy be-
havior. How economists and psychologists 
approach these important problems—reduc-
ing smoking prevalence, increasing access to 
screening procedures, or designing institu-
tions—is, however, fundamentally different. 
As we have argued throughout the chapter, 
both disciplines have much to contribute be-
cause neither field holds the panacea to solve 
the complex, myriad problems that prevail 
within the health care system. While ac-
cess to health care does improve the chances 
that a woman would have mammography 
screening, and increasing cigarettes prices 
does reduce smoking prevalence, neither 
factor—as some economists might like to 
believe—is sufficient to solve the problem. 
At the same time, it would be wise for health 
psychologists to learn the tools of the trade 
that economists have been using, if they are 
ever interested in influencing policymakers 
and helping to design health-related institu-
tions—as in the case of Medicare Part D.
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