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1. Introduction

Concerns about the sustainability of health care expenditures in the face of advancing medical
technology, widespread insurance, the ageing of the population and income growth have demanded
that economists focus not only on the roles of these factors, but on ways of managing health care
consumption and health investment better. Over the past few decades, integrated care (IC) has been
emphasised as solution that promises to make the supply of health care more effective and efficient
and for managing consumers’ demands for services (for a recent, comparative analysis of the potential
of IC, see [1]). Yet, as decades of empirical evidence now demonstrate, the more Panglossian
predictions of IC’s promise have been frustrated (see, e.g., [2], [3]). Indeed, the weight of evidence
from papers in the peer-reviewed literature—across all relevant disciplines—demonstrate that IC
interventions often have modest effects on their intended targets (for systematic reviews see [4] and
[5]). In this Editorial, we outline our thoughts on why the fruits of IC have often failed to be realised.
We argue that a range of structural factors, that are not typically emphasised by non-economists who
write on this topic, are the key to understanding how and why particular IC interventions tend to fail
(or succeed). We emphasise the unique perspective and comparative advantage that economists can
bring to bear on this topic by incorporating the role of systemic and institutional structures and the
incentives that are inherent in them, as central to analyses of what types of IC are (un)likely to work.
In particular, some of the structural elements of extant health systems are more of the nature of
constraints than fungible instruments of health policy.

Our objective is to develop an economic characterisation of the microeconomic problems of different
types of IC initiatives and their implementation, followed by a taxonomy of them that pertains directly
to commonly-observed differences in health system characteristics (which we label “macroeconomic”
factors). We argue that interventions in the set referred to generically as “IC”, are quite heterogenous
and that between countries, and sometimes even within them, health systems are also characterised
by considerable heterogeneity. Taking the latter as more-or-less exogenous, we seek to illustrate how
these microeconomic and macroeconomic characteristics combine to make particular kinds of IC
interventions more successful and more likely to be effective and sustainable in some health care
systems than in others.



We are certainly not the first to point to the heterogenous nature of interventions that fall under the
IC umbrella. In fact, we start out in Section 2 by providing a broad survey of IC interventions along with
a non-economic taxonomy that classifies different types of IC interventions according to their clinical
and demographic properties and the nature of the interventions themselves. We do this partly to
introduce examples of IC interventions and evidence of their (in)effectiveness in various settings; but
our primary purpose is to lay the groundwork for an analysis of how the substantive economic
properties of IC interventions are likely to differ: not only according to intervention type, but also in
the face of different institutional structures and incentives. Sections 3 and 4 set out what we regard
as the key economic characteristics of IC interventions: we argue that these must be considered in
order to understand their probable success or failure in any given setting. These economic
characteristics pertain both to health care financing and the delivery of health care. Chiefly, they
concern the combined influences of: (i) market structure (competitiveness); (ii) organisational
integration (vertical and horizontal); (iii) pecuniary and non-pecuniary incentives; (iv) fixed and sunk
costs of IC investments; and (v) externalities (or “appropriability” problems) on consumer and
producer behaviour. In Section 5 we develop a microeconomic taxonomy of IC interventions and their
effectiveness, drawing on our arguments in the preceding Sections. We then overlay a macroeconomic
taxonomy in which we seek to characterise the strength with which the microeconomic problems are
likely to be most acute for different types of IC interventions in different health care systems. In
Section 6, we ask whether it is possible to test our conjectures, empirically, on the existing evidence.
We argue that a number of problems frustrate this kind of undertaking so badly as to render any
conclusions that might be drawn a relatively weak basis for policy evaluation. Instead, we set out the
likely problems of different IC interventions in various settings and make conceptual arguments as to
what economic theory predicts will and will not work, based on our overall taxonomy. Section 7
presents our Conclusions and some implications for the role of economists in health policy
development.

2. A Broad Survey of Integrated Care (IC) Models

IC is a term that has been used to refer to a very broad range of interventions that have the purpose
of improving the way that care is either coordinated or delivered. Valentijn et al. [6] developed a
taxonomy of IC, starting from the viewpoint that primary care is an integral part of IC interventions
(also see [7]) Their conception begins with the observation that IC involves attempts to improve
“connections” between different parts of the health care and social systems that influence people’s
health. The taxonomy they develop contains eight types of integration, all of which concern the
processes via which IC “connections” can be made. Specifically, they refer to:

Strategies that link similar levels of care (“horizontal integration”);

Strategies that link different levels of care (“vertical integration”);

The alignment of rules and policies within a system (“system integration”);

The extent of coordination of services across different institutions (“organisational

integration”);

5. The extent to which professionals from different disciplines coordinate services across
disciplines (“professional integration”);

6. The extent to which clinical care services are coordinated (“clinical integration”);

7. The extent to which “back-office” and support functions are coordinated (“functional
integration”); and

8. The extent to which a mission, work values, and so on, are shared within a system (“normative

integration”).
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First, note that their first two categories, along with the last one, are labelled in a way that differs from
the conventional economic use of these terms. In economics, horizontal and vertical integration refer
unambiguously to outcomes of the “make-or-buy” decisions of firms, but the definitions applied by
Valentijn et al. [6] do not suggest that physical (or structural) integration is necessarily involved:
“strategies” implies a broader set of activities that need not involve structural changes. The use of the
term “normative” by Valentijn et al. [6] appears to accord with that term’s common use in
epidemiology: Epidemiologists typically use the term normative to refer to phenomena or “...data that
characterize what is usual in a defined population, at a specific point or period of time” ([8], p.307).
In economics and philosophy, by contrast, the positive/normative distinction is commonly used to
invoke the distinction between statements that are empirically verifiable (falsifiable), and those that
contain value judgements (and hence are not verifiable/falsifiable). (For a discussion and critique of
the latter tradition see, e.g. [10] and [11].) Nevertheless, the Valentijn et al. [6] taxonomy—which is
based on a scoping review of the IC literature—provides a useful way of thinking about “what” is to
be integrated and (broadly) how, in different types of IC interventions. More generally, it provides a
general picture of the heterogeneity of interventions that is captured by the umbrella-term “IC”, and
hints at the different economic considerations that may be involved in these different types of
integration as a result.

The further distinction that Valentijn et al. [6] emphasise concerns the way that different types of
integration are required depending on the target patient population. They distinguish between micro-
, meso- and macro-levels of integration that increasingly move from being patient-focused to
population-focused IC initiatives. For instance, patient-focused integration (e.g. clinical integration)
occurs at the micro-level, while other forms of integration also depend on the integration of
organisations (at the micro- and meso-level), while functional and normative integration must occur
at each of these three levels to be complete.

The taxonomy produced by Valentijn et al. [6] was not expressly designed to consider the economic
consequences of the different types of innovation that may be called for in a particular IC intervention,
nor what bearing the extant institutional or systemic arrangements may have on the relative costs and
benefits, or likelihood of success of any particular IC initiative. (See, however, [12] and especially [13]
for insightful discussions from the medical literature on the structural problems that affect IC
interventions). To economists, though, it must be clear that the spectrum of interventions—which
extends all the way from exhortations to adopt and follow clinical guidelines and education programs
for clinicians or patients (which carry no structural implications), through to redesigning payment
systems and incentives, vertically-integrating doctors and hospitals, and so on, and may involve fairly
radical changes to structures and payment mechanisms—also entails a spectrum of economic
considerations, to which we now turn our attention.

3. The role of Market Structure, Sunk costs and Externalities

In this section, we provide a discursive overview of some economic considerations that are of central
importance when considering the likely effectiveness and sustainability of different types of IC
initiatives. We do this as the preliminary step for establishing the micro- and macroeconomic
taxonomies that are developed in Section 5.

Market structure—in the traditional sense of industrial economics—is one of the most important
considerations of how and why specific IC interventions may work well in one health care system and
not at all, or in a limited way, in another. This is true both of the organisation of health care services
themselves, and of the competition on various parts of the (primary, secondary, tertiary) provision

1 See [9] for a more recent discussion of normative data in epidemiology.



markets, as well as of the competition (or otherwise) on the part of health care insurers or funders.
Together with questions of vertical integration—which we discuss in the next section—these
structural factors in the markets for insurance and health care services delivery are liable to have
profound influences on the types of IC initiatives that succeed or fail. They also have direct bearing on
the likelihood that the returns from innovations that improve health care efficiency and health
outcomes are adequately internalised by those who initiate them.

One important aspect of market structure arises from health care financing arrangements. There are
clear differences between systems in which there are multiple payers (e.g., the United States, the
Netherlands, Switzerland) and NHS-type systems (e.g., the UK, Italy, Canada) in which there is a
monopsony buyer of services. Private monopoly power is often, itself, a source of market failure [14].
Yet monopsony buyers of health care services may also have economic advantages over competitive
buyers of health care services for a variety of reasons. National, compulsory and universal NHS-type
systems do not, by definition, face the adverse selection problem (since the population is enrolled);
moreover, a (protected) monopsony buyer’s investments to improve population health cannot be
competed away over time. Thus, the present value of the benefits of costly investments to integrate
health care, engage in preventive initiatives, and so on, is more likely to outweigh the substantive
immediate costs of those investments than it is on a market where insurers compete with each other
for insureds, to sell short-term (e.g., annual) policies. Moreover, monopsony buyers are able to
exercise considerable power over the less-concentrated supply-side of the market. Subject to political
and other constraints, monopsony public buyers are more likely to be able to insist on the adoption
of some innovations than are insurers that operate on a competitive insurance market. More
generally, public monopolies, if run for the public good, will not follow the private monopoly approach
to prices and quantities, but may adopt a Pareto-optimising approach to their activities.

Related to this point about market structure is the observation that some IC investments—such as the
introduction of new information technology to streamline and better coordinate care for insureds—
involve large and lumpy fixed costs, which are generally sunk. On competitive insurance markets, they
often will also entail externalities [15] with public good [16] characteristics. Specifically, other private
insurers may benefit from one insurer’s investments to improve the efficiency of health care provision,
billing, and so on. For instance, an insurer that introduces an efficiency-improving innovation—such
as an investment in process innovations in service delivery and billing with health care providers—
may create benefits that other insurers capture by free-riding (see, e.g. [17]). This, in turn, may create
a tragedy-of-the-commons-type problem ([18], [19]) of underinvestment in IC innovations: while the
social benefits of some innovations may generate net social benefits, no individual firm may capture
enough of those benefits to generate a positive private net present value (NPV) on investment On
competitive insurance markets, this problem may be exacerbated if insurers can profit by cream-
skimming patients who are the beneficiaries of other insurers’ investments. This may be as simple as
offering lower premia from a lower cost base that is partly due to their own, strategic, under-
investment in similar initiatives. While public subsidies, regulatory solutions and so on, are
theoretically relevant ways to address this potential source of market failure, their use on the US
market (for instance) has been sparing (see, e.g. [20]). There is also considerable evidence that the
administrative costs and inefficiencies that arise on the US health care market result substantially from
the multiple-payer problem (see, e.g. [21]).

4. The role of Vertical Integration, Remuneration, and Incentives

Another defining structural characteristic of different health care systems is (i) the extent to which
health care provision itself is integrated, and (ii) whether or to what extent health care financing and
provision are integrated. In NHS-style systems, the health care financing and provision roles are

4



typically integrated: there is a large single payer that also is responsible for the delivery of health care.
In many instances, the responsibility for the provision of care in such systems is devolved to sub-
national entities such as regional or local health authorities, as is the case in the UK NHS and is
generally true in Italy. This devolution of the responsibility for delivery to local areas may be viewed
as a recognition of the fact that the markets for health care tend to be “local” in nature and the needs
of the population are likely to vary across local areas. Yet it is clear that the financing and provision
roles are, fundamentally, integrated even though provision responsibilities may be locally-delegated.
An important economic characteristic of these systems is that clinical labour is also vertically-
integrated: medical and other staff are (by and large) employed by the NHS and, subject to the market
power of individual clinicians, essentially direct control is exercised over their clinical activities by the
funder(s).

Thus, at least one of the important “make-or-buy” decisions that firms such as hospitals have to make
when their funding is largely competitive (e.g., which clinical staff to employ directly) is largely decided
in NHS-style health care systems. Thus, taking long-standing NHS arrangements as given (or as a
“constraint”), some IC proposals that are raised in the US-focused literature are essentially not
relevant in these systems. That is to say that structural integration is often imposed, by design, when
health care financing and provision are integrated under NHS arrangements.

While structural changes in these systems are likely to be marginal in the short-run, attempts to
improve the other, non-structural, aspects of integration referred to by Valentijn et al. [6] nevertheless
remain an important focus of policy-makers (see, e.g. [22]). Furthermore, with a single payer and the
integration of health care financing and delivery, long-term returns on investment are capitalised, with
certainty, by the national payer. Without the threat of those returns being competed away, large
socially-optimal investments in IC are therefore more likely to be made, ceteris paribus, in NHS-style
systems. Furthermore, the prospect of encouraging adherence to clinical guidelines for the treatment
of people with chronic conditions, for instance, may be greater due to the monopsony power of the
funder in these systems.

The latter point may be complicated by the institutional arrangements that affect how doctors and
other clinical staff are paid. Under NHS arrangements, GPs tend to be paid on a capitation basis,
specialists in the public hospital system are often salaried, and specialist ambulatory care may attract
fee-for-service (FFS) payments, as is the case in Italy, for example. In other systems, like Australia’s,
while public hospital clinicians are paid on a salaried or sessional basis, most ambulatory care and
much private specialist care is provided on a fee-for-service (FFS) basis. In that system, FFS subsidies
provided by the Commonwealth (i.e., federal) Government. Thus, not only are most GPs (for instance)
not vertically integrated as they are in many NHS-type systems, they also face different incentives that
may affect their propensity to follow specific treatment guidelines. Similarly, Australia has a large
private hospital sector and a considerable proportion of the population holds private health insurance
and these aspects of the health care system may create similar types of problems to those we referred
to earlier in the context of the United States.

An important general question is how these remuneration mechanisms and other incentives implied
by institutional structures are likely to affect the alignment of doctors’ incentives with those of their
patients and those of the funder(s). Consider, for instance, disease-specific IC initiatives that are
intended to improve the long-run management of chronic conditions (e.g., Type Il Diabetes, Chronic
Kidney Disease), thereby improving health capital by optimising health services use. Following
Blomqvist [23], if we conceive of doctors as utility-maximisers who also serve as dual agents of both
the funder and the patient, how are differences in their integration and remuneration expected to
affect their response to such initiatives? Capitation and FFS, as well as integrated and non-integrated
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employment arrangements—especially in their various combinations—may have very different
implications for the implicit strength of agency as between funders and patients. Vertically-integrated
GPs and specialists, for instance, may ceteris paribus be more readily subjected to monitoring or to
the imposition of performance measures by the funder than their non-integrated counterparts.

Furthermore, even though performance monitoring may be possible even under FFS arrangements
like those found in Australia, the funder-agency of clinicians who operate at arm’s-length from the
funder may be blunted, and—without adjustments to the way that fee income is derived—their net
incomes may be either favourably or adversely affected by adhering to specific guidelines.

In capitation systems, such as those in the UK and Italy, it is also true that patients can choose their
practitioner. To this extent, it is to be expected that in more competitive regions (e.g., where there
are more GPs per capita) the threat of patient-exit still carries implications for practitioner incomes.
Yet the balance between funder and patient agency would otherwise seem to be tilted more strongly
in favour of the funder under the latter type system, and more strongly in favour of the patient under
less-integrated arrangements that are also dominated FFS as the payment mechanism, ceteris paribus.
It also seem, prima facie, that instituting new treatment guidelines under NHS-type arrangements is
likely to carry lower transactions costs for the funder than those that are included under more
competitive arrangements. Those transactions costs, too, are likely to be exacerbated when there are
many funders as opposed to a monopsony funder.

Finally, in competitive markets—meaning those in which the insurance and care functions are largely
not integrated—IC initiatives that call for structural change in the form of, say, vertical integration,
also typically entail large sunk costs. Competitive pressures from non-integrated funders may lead
them to innovate, and perhaps even to integrate the financing and provision functions in some
instances. Yet the same competitive pressures may, ultimately, lead them later to reverse their “buy”
decision. Certainly, this situation has been witnessed in Australia, where several major private health
insurers purchased hospitals in the late 1980s and early 1990s, subsequently divesting themselves of
most of those investments (see, e.g. [24]). Similarly, variations in levels of integration are witnessed
in different regions of some systems that are otherwise best characterised as “NHS”-type systems. For
instance, in the Italian regional health authority of Lombardy, in Italy, health care production is less
vertically-integrated than in neighbouring (and other) regions such as Emilia-Romagna. The former
relies considerably more heavily on purchasing services from private providers as well as from its own
network of public hospitals than does the latter, for instance, although in both instances there are
contracts with private providers.

There is some evidence that runs contrary to the general, heuristic account that we have offered vis-
a-vis competitive and monopsony funder environments and integration decisions. Long-standing
organisations such as Kaiser Permanente, in California, have offered integrated insurance and health
care for decades and there are also recent instances of US health care insurers purchasing their own
primary care clinics [25]. These exceptions provide some further opportunities for insight, although
the latter development is fairly recent. We speculate that, in markets that otherwise have many
potential payers and providers, there may still be instances in which investments, via IC, in the health
of a defined population may be viable due to an essentially “captured” (e.g., brand-loyal) population.
Innovations that appeal to a particular segment of the market may be sustained in the long-run,
especially if the incumbent itself is able to generate substantial economies of scale for a model of care
that is not only unique in character, but has few competitors, and is an early mover. More generally,
funders that have a dominant role in a particular market segment—be that in the provision of a
particular type of care or in a given geographical catchment—may also be able to internalise most of



the benefits of investments in IC when they have considerable market power and a relatively stable
population.

5. From Economic Theory to Conjectures on The Diffusion, Effectiveness and

Sustainability of IC Interventions

Our main objective is to show that the microeconomic problems of IC interventions that we have
discussed so far—particularly externalities and transaction costs—are related to the macroeconomic
features of health care systems. We focus on these two particular microeconomic features not only
because they strike us as of central importance, but also because these phenomena are often closely
linked to the other economic considerations described in the preceding Sections (e.g., vertical
integration, market structure, and so on).

First, we describe how different types of IC interventions may be characterized in terms of high/low
levels of externalities and/or high/low levels of transactions costs. Then we depict each of the main
types of IC intervention in a two-way matrix with the strength of externalities represented in the rows
and the size of transaction costs in the columns. Then, we provide a conceptual analysis of different
types of IC interventions, highlighting their microeconomic features. Next, we develop a
macroeconomic characterisation of health systems that also invokes a two-way matrix approach that
distinguishes between single or multiple payers (matrix rows) and between vertically- and non
vertically-integrated payers and providers (matrix columns). Finally, we overlay our microeconomic
matrix to show the relationships between these macroeconomic arrangements and the likely strength
of externalities and transaction costs in different types of health care systems.

Building on the microeconomic factors that were introduced earlier, the theoretical conjecture on the
relationship between micro- and macro- features can be expressed as follows.

- ICinterventions that have strong externalities and high transaction costs are more likely to be
adopted and sustained where there is a vertically-integrated single payer.

- IC interventions that have strong externalities but low transaction costs tend to work more
efficiently in settings with a single payer, even if it is not vertically-integrated.

- IC interventions that have weak externalities and high transaction costs tend still to work
efficiently in settings with multiple payers, but are more frequently adopted by payers that
are vertically-integrated.

- ICinterventions that have weak externalities and low transaction costs tend to work efficiently
in settings with multiple payers and multiple (non-integrated) providers.

To explain these conjectures, it is useful to provide specific examples of the types of IC interventions
that are likely to be more (or less) affected by externalities and transaction costs. We consider first a
list of examples of interventions from the least- to the most-affected by externality problems:

- Incentives for patients/practitioners or educational programs for individual patients to
improve their health, starting from primary prevention: the externality arises due to the fact
that patients can choose to switch to other insurers, taking their higher value of health capital
(lower prospective costs) to other insurers who, where permitted, may even find it profitable
to offer them lower premia or more generous plans to do so.

- Educational programs for practitioners: if educational programs improve the ability of
practitioners to manage chronic care patients, it may also lead them to adopt similar clinical
approaches for patients enrolled with other insurers. In the longer run, these practitioners
and perhaps their supply structures may also switch to other preferred payers, bringing with
them their higher level of human capital; once again, competitor insurers may even find it



profitable to offer higher levels of remuneration or better working conditions to attract this
more productive human capital.

- Coordination programs and other organisational solutions (e.g. clinical pathways): these
interventions represent innovations that can be replicated by other payers and, if they are
supported by investments in educational programs (paid by the pioneer payer), they are also
more likely to be successfully adopted by followers, which may profit from the practitioners’
and patients’ prior exposure to these programs (i.e., a learning curve effect) without incurring
the same fixed costs as the first-mover insurer who launched the innovation;

- Improvements in the use of datasets and Al algorithms: these investments may lead to a
greater ability of professionals and practitioners to use their advantages in other data-
management systems that are not owned by the innovating insurer. Moreover, due to the
obligation to make these data inter-operable they also provide direct advantages to rival
insurers’ ability to stratify and segment policy-holders.

Due to non-appropriability, these investments tend to be under-provided by payers in a competitive
market and the extent of under-provision may be expected to increase—due to the free-rider
problem—the lower is the level of market concentration. By contrast, when there is a single payer,
most of the long-term benefits may be internalised, and the extent of under-provision is lessened or
eliminated.

Note that here - as in the industrial organization literature on R&D — there is a trade-off between the
dynamic efficiency of a single payer that chooses the optimal level of investment to increase the
individuals’ health capital, reducing the future marginal costs of care management - as of a firm
granted an exclusive patent - and the static inefficiency of a single payer that could be either a rent-
maximizing private monopolist or a public monopolist with inefficiently-high costs (e.g., due to lack of
incentives).

Finally, as most of these programs also require investments on the part of providers or of patients,
providers may also face problems of non-appropriability. Specifically, since some IC interventions (e.g.,
investments in ICTs) tend to involve large fixed costs, providers will be more likely to invest in them
the larger is the number of practitioners and patients under their care, since this affects the size of
the appropriable benefits generated by their investments [26]. For this reason, such IC interventions
are more likely to be found, or sustained, in highly concentrated market structures: while this is
especially true of health insurance markets, it is also true of health care provision markets.

We now turn to how different levels of transaction costs may affect the working of IC interventions.
On the supply-side of the market, payers (or insurers) generally have the most to lose from a poorly-
managed (or fragmented) health care program, due to greater expenditures, the loss of customers, or
both. Therefore, payers are often the stakeholders that try to encourage the uptake of IC interventions
by health care providers and patients (see, e.g. [27]). Such IC programs often involve the coordination
of care by many providers who: have specialised in the delivery of different types of services; have
different scopes of practice (e.g., in terms of primary and secondary prevention; and primary,
secondary and tertiary care); and may face financial incentives that are, at least in part, at odds with
the payer’s objectives.

The most relevant IC investments that give rise to transaction costs are thus:

- Complex clinical pathways: these require coordination between practitioners from several
organizations supplying different (diagnostic, specialistic, hospital, rehabilitation) services and
using different information and communication technology (ICT) platforms. In these
circumstances, payers are liable to incur high transaction costs on several fronts. First, high
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costs may arise in bargaining with local providers who, themselves, may have considerable
monopoly power. Second, payers may be exposed to lock-in situations which arise due to the
need for them to adapt the clinical pathways to specific productive solutions (e.g., in medical
homes, hospitals and nursing homes) that the providers have adopted for various reasons
(e.g., profit-maximisation), but that will lead to inefficient system-level outcomes (from the
payer’s viewpoint) in the long-run. Third, payers face high costs of monitoring quality and
performance due to large information asymmetries.

- Information and Communications Technology (ICT) standards: these are required to develop
more efficient population health strategies, but often need to be adopted by all of the
providers involved. Most providers are likely to be locked in their own ICT platforms and
therefore be reluctant to make use of one payer’s ICT standard that would render them more
likely to end up “locked-in” to a contractual relationship with only one payer. Moreover, to
adopt one payer’s ICT standards is likely to entail the provider losing part of its own
information asymmetry advantage, thereby giving away some of its own market (e.g.,
bargaining) power.

- Alternative payment systems such as risk-adjusted capitation or shared savings (Medicare):
these interventions shift the costs of bargaining with all providers that are involved in the IC
programme onto a single (or a select few) provider(s). These types of payment systems
provide sufficient incentives to the accountable provider to reduce the contracting costs by,
for instance, buying strategic assets that otherwise increase the transaction costs of running
the program (e.g., a hospital’s integration of a primary health care network). However, the
contractual relationship between the payers and the accountable providers is, in itself,
extremely costly to manage (see [28], [29]) due to asymmetric information problems (e.g.,
about the quality of the services, performance measures in respect of population health, the
risks of adverse selection and rationing, and opportunity costs) thereby demanding further
regulatory interventions (e.g., such as those under the US Medicare scheme).

Most of these transaction costs arise due to the joint use of some assets in ICT initiatives. Examples of
joint capital include tangible and intangible assets such as supply structures, human capital,
professional networks and ICT platforms. For competing providers, these costs may be managed by
vertically-integrating those assets, rather than entering into (often incomplete) contractual
relationships on the market. If there is competitive pressure, ownership of the assets is typically
sought by the stakeholders who have more to lose when they are used inefficiently. Often the payers
will end up owning such strategic assets, since they are more likely (than providers) to pursue all of
the Triple Aim objectives (i.e., better quality as perceived by patients, lower individual costs and better
population health outcomes to keep under control future costs). All other interest groups - patients,
professionals and providers - are likely to have objectives that are aligned with one, or possibly two,
of these objectives.

Our discussion of the microeconomic characteristics of the most diffused types of IC interventions
allows us to develop (Table A) a taxonomy based on the combination of the intensity of the transaction
costs (in the columns) and of the externalities (in the rows).



Table A - Microeconomic characteristics of representative IC interventions

Low transaction costs High transaction costs
Weak externalities Incentives for patients/ practitioners | Complex organizational
Education for  patients (self- | interventions
management) Fully-fledged clinical pathways
Strong externalities Education for practitioners ICT platforms for total health
Simple organizational interventions population management
Simple Al algorithms to stratify | Alternative payment systems
patients

On this basis, we now attempt to illustrate how some of the main macroeconomic features of health
care systems combine to define a selective environment that affects the diffusion, effectiveness and
sustainability of different IC interventions (for a similar approach see [30]). We do so by considering
which structural solutions at the macroeconomic level are likely either to ameliorate or exacerbate
the problems that were identified above. Our conjecture is that the IC interventions that are more
likely to be found in a given macroeconomic environment are those that produce benefits (high
quality, high health outcome performances, low unit costs) while minimising externality problems
(mostly via internalization) and the transaction costs of coordinating several providers (mostly via
vertical integration). Table B shows how one can set apart different health systems with respect to
the two macro-characteristics we regard as crucial to work to facilitate or to hinder some of the most
widely diffused IC interventions.

Table B - A Taxonomy of the macro-factors of health care systems

Vertical integration between | Vertical dis-integration
payers and providers between payers and providers
Low transaction costs High transaction costs
Single payer e.g., Scotland, Italy (most of), | e.g., Sweden, England,
Weak externalities Spain (most of), Canada Lombardy, Catalonia, us
Medicare with ACOs
Multiple payers e.g., Kaiser ~ Permanente, | e.g., US Third-party Insurers,
Strong externalities Geisinger, Gesundes Kinzigtal The Netherlands

Combining the taxonomies set out in Tables A and B, it is possible to draw the following conjectures
on which IC interventions are more likely to be sustained in different health systems given the
structural macroeconomic factors that affect the level of externalities and transaction costs:

- Multiple payers without vertical integration (e.g., US Third-party Insurers, The Netherlands):
mostly monetary incentives or educational programs for patients, because they give rise to
weak externalities and imply low transaction costs. Hence, they can be implemented even in
settings where, otherwise, externalities and transactions costs are potentially destructive.
Other IC interventions are, prima facie, less likely to be effective or sustainable in such
systems.

- Single payers without vertical integration (e.g., Sweden, England, Lombardy, Catalonia, US
Medicare with ACOs): simple organisational programs such as educational interventions for
practitioners or improvements in ICT and data management in order to use Al algorithms to
stratify patients efficiently into IC programs that best suit their prevention and health care
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needs. These interventions have relatively low transaction costs that allow for multiple
providers, while they can generate large externalities that can be internalised by the single
payer. Other, more complex, IC interventions are unlikely to be sustainable in these systems.

- Multiple payers with vertical integration (e.g., Kaiser Permanente, Geisinger, Gesundes
Kinzigtal): complex organizational interventions such as complex clinical pathways for
segments of the population (e.g., people with various chronic diseases), as the very high
transaction costs are kept under control through the ownership of the strategic assets that
give rise to asymmetric information, bargaining asymmetries and lock-ins, while the
externalities are relatively low. They imply milder externalities (at the patient-level) and high
transaction costs (which are mitigated by vertical integration).

- Single payers with vertical integration (e.g., Scotland, Italy, Spain, Canada): alternative
payment mechanisms such as risk-adjusted capitation or shared savings schemes, and whole
ICT platforms for total health population management can be implemented as the relevant
externalities are internalised by the single payer and the transaction costs are kept under
control via the ownership of the strategic assets.

6. Why Conjecture, Rather Than Empirical Evidence?

The conceptual arguments developed in the previous Sections can be used to draw some conjectures
on the settings—defined in terms of macroeconomic, or structural, characteristics—in which some IC
interventions are likely to be more widely-adopted and sustainable, in the long-run. However,
attempting to formulate conclusions based on robust empirical evidence is a difficult task for several
reasons.

First, empirical research on the effectiveness of IC interventions typically seeks to compare their
performance to a specific benchmark, which often is “usual care” (see Bautista et al. 2016 for a survey
of the problems in the definition of appropriate performance measures). One of our central points is
that “usual care” differs radically between different health care systems because the structural factors
at play in different health care systems are vastly different, as are the resulting incentives, conduct
and performance of health care payers, providers and (generally) consumers. If this premise is
accepted, this raises serious questions about the external validity of results obtained from the
introduction of a particular IC intervention in a particular macroeconomic setting. For instance, an IC
intervention that leads to better care coordination for people with Type Il Diabetes in a health care
system with multiple payers and multiple providers, with competitive markets, may improve some
indicators of outcomes compared to the status quo, in that system. The same intervention,
implemented in a different setting (e.g., with vertical integration of the payer and providers), may not
be comparatively effective at all, or worse. Indeed, we argue that the more different are the baseline
conditions in the macroeconomic context, the less may be learned from empirical works conducted
as quasi-experiments on IC interventions taken from other settings, and vice-versa.

Indeed, even when fairly comparable baseline circumstances are available, the exogenous
circumstances in which IC interventions are implemented are often still so different as to make it
hazardous to draw inferences on applicability of the results to other settings. The external validity
problem is indeed a ubiquitous problem in the literature on the effectiveness of interventions to
improve the quality or reduce the costs of services in complex institutional settings. However, when
those interventions involve adjustments to both the funding and the provision of healthcare services,
this problem becomes particularly relevant due to the considerable variety of mechanisms used to
finance, commission, pay for and provide the services in question, as well as the strong influence of
each of these segments on each other. For these reasons, what has been proven to work in one
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setting, might not work in other settings, when if only one of these relevant “structural” characteristics
is different.

As mentioned earlier, even if it is difficult to prove the superiority of a given IC intervention in a given
setting, perhaps one could reasonably take the relative diffusion of such interventions in different
settings as evidence that some interventions fit the macroeconomic features of some systems better
than others. Even this approach is fraught, though, for several reasons. First, the predominance of
particular types of institutional arrangements, whether they are found in “competitive” or NHS-style
health care systems should not be taken as prima facie evidence that only efficient forms of
integration and governance survive, in practice. Specifically, unless market failure and public failure
are ruled out, the predominance of specific arrangements in these systems seems to us neither a
necessary nor sufficient condition to establish their economic superiority.

Second, when one looks to the scientific literature to find more prevalent IC interventions, publication
bias is likely to confound any meta-analysis of what works and what does not. This may not only arise
due to bias of the traditional kind (i.e., in which successful interventions are more likely to be
published), but also if interventions in particular countries are more likely to be published than in
others.

Third, even if there were no systematic country bias, many of the papers on this topic do not provide
evidence on how large the IC interventions are, compared to the size of the market for the same
healthcare services. Hence, it is very difficult to show evidence about the diffusion of given IC
interventions to establish a “functionalist” relationship between the latter and the prevailing
structural factors in different countries. Indeed, in the literature one can find several IC interventions
implemented in the USA with strong structural, financial, and organizational elements, but they often
share an experimental nature and their size is extremely small in respect of the whole of the
corresponding market.

Finally, by contrast, in integrated NHS-type systems, IC interventions are often implemented across
the whole system, but such interventions are less often followed by scientific papers that try to assess
their performance with respect to the status quo, probably because insufficient econometric
identification strategies are typically available to demonstrate causality under those circumstances.

7. Conclusions and Policy Implications

Economists have an important contribution to make to health sector efficiency that extends beyond
microeconomic studies of particular interventions in specific macroeconomic settings. Economics has
a role in the analysis of IC interventions because some well-designed and evidence-based
interventions that are effective in one health care setting may not be so in macroeconomic
environments where, inter alia, the structural characteristics and the incentives that go with these are
of a fundamentally different character. Economics provides the basis for choosing, from the menu of
IC initiatives that have been tried empirically, those that are most compatible with the incentives of
the main actors in the system (chiefly: payers, providers, practitioners and patients). Rather than
focusing on short-term changes to the status quo, by focusing on these considerations, economists
may assist policy-makers to effect sustainable changes that enhance health care efficiency and
population health.

We have emphasised the importance of considering a number of microeconomic factors—especially
externalities and transactions costs—that are likely to affect the success of different types of IC
interventions and have proposed that these considerations are closely linked to macroeconomic, or
systemic, considerations. We have also noted that these structural characteristics of health care
systems affect, by definition, market structures and incentives. These aspects of industrial
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organisation are likely to be critical to the success and the sustainability of different types of IC
initiatives in different health care systems. This is especially true given the powerful role that providers
and practitioners typically play in the implementation or frustration of measures to integrate patient
care: when the incentives these actors face run contrary to the intent of the proposed IC intervention,
its sustainable implementation is likely to be difficult. Moreover, the more market power is conferred
on these actors by the macroeconomic features of the health care system, the more difficult
implementation is likely to be.

We adopted a positive perspective from which we argued that different macroeconomic settings in
health care give rise to differences in the likelihood of particular types of IC interventions being
effective and sustainable. We also argued that observing the dominance or survival of particular
instances of integration or non-integration does not, in itself, constitute a sufficient basis for the
conclusion that arrangements that are endemic are necessarily optimal.

Our conjecture was that interventions that give rise to appropriability problems and high transaction
costs are more likely to develop in a monopsonistic setting with vertical integration rather than in
fragmented and competitive systems. We do not claim that the former settings are more efficient in
general, simply that IC interventions of this kind are more likely to survive in them. In health care
systems that are heavily focused on equitable health care provision and are characterised by a single
payer and heavy vertical integration, complex system-focused IC programs that require strong
coordination between providers and professional groups, are more likely to pass the cost-benefit test,
even if the alignment of incentives on the supply-side of the market remains an important hurdle to
overcome. An important element of this calculus is that, in such systems, the reference population is
stable and the long-run effects of complex IC initiatives can be internalised by the payer.

Conversely, in health care systems that prioritise competition and consumer choice in health care
financing and delivery, the problems of appropriability and high transaction costs mean that complex,
system-level IC interventions, are likely to be less attractive from an economic viewpoint. In systems
of this kind, successful IC programs are likely to be patient-focused and to use simple guidelines and
stratification tools, with a more limited focus (than is found in integrated, monopsonistic settings) on
providers and practitioners.
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