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The Relationship of Medical Care Quality with
Separation of Prescribing and Dispensing—An
Application of Economical Models

Ren-Guang Lue

Abstract

In this paper, we use the economic models of Tirole (1988), Economides (1999), Chan and
Leland (1982) and Cooper and Ross (1985) to analyze whether the quality of medical care provided
by private hospital is enough, and its relationship with the separation of prescribing and dispensing.
First of all, we use the social welfare function and quality model to conclude that the quality of
medical care provided by private hospitals often can not achieve the socially optimal level. This
also means there exist moral hazard in hospitals. However, the separation of prescribing and
dispensing can increase the knowledge channels and thus raise the quality of medical care. On the
other hand, if we analyze with the viewpoint of profit functions, the vertical separation of
prescribing and dispensing would decrease the quality of medical care because its profit-improving

is less than vertical integration.
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