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What can be done? Non-rival & Non-excludable 
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Pandemics & 
Public Goods
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Solutions: Government Intervention
The Forced Rider Problem
People are forced to contribute to the production of some good 
whether or not they want it.

Information Problem
How do we know which Public Goods to produce?
(Voting? Gathering information? Both are themselves Public Goods.)

Market Failure: Solutions? 
What are some other solutions?

- Commitment Contracts

- Bundling (e.g., advertisements)

- Make excludable

- Others?

Asymmetric 
Information
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Asymmetric Information
Economic transaction involves asymmetric information when one 
party to the transaction has more information about it than the 
other. 

Examples:
Used car sales
Finance
Health insurance
Etc.

Asymmetric Information
George Akerlofʼs theory of Adverse Selection.
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Uncertainty & 
Medical Care

Kenneth Arrow
American Economist 

1921-2017

http://www.youtube.com/watch?v=eH3B-sVx_GE
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Arrow, “Uncertainty and the Welfare Economics of Medical Care” 
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Arrow identifies several sources of uncertainty / 
asymmetric information in the health care sector.

- Patient/Doctor Relationship
- Health Insurance

Arrow, “Uncertainty and the Welfare Economics of Medical Care” 

Patient/Doctor 
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Uncertainty & Medical Care

Patient/Doctor Relationship

Doctors have better information about health conditions 
and interventions than patients.

What Can Be Done? 
Quality Assurance with licensing 
Relationship of trust between doctors and patients 

Health Insurance
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Health Insurance Market

Consumers have better information about their health 
than insurers.   

What Can Be Done?

Obamacare

Obamacare
The Affordable Care Act (ACA, or “Obamacare”), 2010:

- Subsidizes the cost of buying insurance

- Disallows insurance companies to discriminate based on 
pre-existing conditions

- The Individual Mandate: everyone must purchase health 
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Obamacare
The Affordable Care Act (ACA, or “Obamacare”), 2010:

- The Individual Mandate: everyone must purchase health 
insurance

We havenʼt seen an insurance market “death spiral”.

Why not?

http://www.youtube.com/watch?v=EtYiVcpE1HE
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Principal-Agent Problem
One person (the “agent”) is able to make
decisions on behalf of another (the “principal”).
Their interests may diverge. 

Insurance can create moral hazards. 

What Do You 
Think?


