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American Economic Jowrnal: Applied Economics 2022, 14(4): 381410
htips:/idoi.org/10.1257/app. 20210184

Is Zero a Special Price? Evidence from Child Health Care®

By Tosaiaxi Izoka AND HiTosHI SHIGEOKA*

Do consumers react differently 1o zero prices? We test the presence
of a zero-price effect in child health care and find that a zero price
is special as it boosts demand discontinuously. A zero price affects
resource allocations by encouraging healthier children to use more
services and exacerbates behavioral hazard by increasing inappropri-
ate use of antibiotics. A co-payment, of as small as US$2 per visit, alle-
viates these problems without substantially increasing financial risk.
However, a zero price may be used to boost demand for highly cost-ef-
fective treatments. Zero and non-zero prices should be strategically
chosen to achieve specific goals. (JEL G22, H75,111, 113,118, J13)

“i"s the zero price special in how it affects consumers? Do consumers demand dispro-
i _portionally more if the price is zero instead of a very low price? The “zero-price” i
effect may exist if consumers strongly associate greater benefits with free products ;
and if a zero price increases valuation from when it is a low price (Shampanier et al.
2007). We investigate the zero-price effect in the context of child health care, where
the consumer’s cost sharing is often zero (free care). In fact, providing a free service
is quite common in health care; many tax-financed health care systems, such as in
the UK and Canada provide care without any out-of-pocket costs. Countries with a
social health insurance system, including Germany, the Netherlands, and Sweden,
also provide child health care free of charge. State Medicaid-managed care pro-
grams in the United States also do not charge co-pays for children. More broadly,
there are many instances where governments provide free public services.

Studying the zero-price effect is important because, if it exists, charging zero
or nonzero prices could affect welfare. For example, in the context of health care
services, the zero-price effect would imply that charging a very low price (instead

*Tizuka: Faculty of Bconomics, The University of Tokyo {email: iizuka@e.u-tokyo.acjp); Corresponding
author: Shigeoka: Department of Economics, Simon Praser University, Graduate School of Public Policy, The
University of Tokyo, IZA, and NBER (email: hitoshi_shigeols @sfu.ca}. Neale Mahoney was coeditor for this
article. The authors thank David Chan, Janet Curie, Joe Doyle, Livan Einav, Keith Marzilli Exicson, Martin Gaynor,
Nathaniel Hendren, Jon Kolstad, Sarah Miller, David Molitor, Chris Muris, Edward Noston, Hiroko Oludaira,
Krishna Pendakur, Adam Sacarny, David Silver, Ashley Swanson, and participanis at AASLE, Applied Economics
Workshop, AWEHE, Barcelona GSE, CEA, CHESG, Columbia Japan Seminar, Doshisha University, FGV Siio
Paulo, GRIPS TWID Workshop, Hitotswbashi University, Health Economics Workshop at GRIPS, the Univessity of
Hong Kong, Keio University, tHEA, Kyushu University, National University of Singapore, NBER Summer Institute ;
(Health Care Program), NBER Japan Project meeting, Osaka University, Simon Fraser University, Singapore i
Management University, SOLE 2018, Stanford Asian Health Policy Program Seminar, University of Tokyo, WIP at :
Stanford University, WEAI 2018, and the 12th Ttans Pacific Labor Seminar (TPLS), for their suggestions. Shigeoka i
gratefully acknowledges financial support from the Abe fellowship. Masaki Takahashi provided excellent research :
assistance. All remaining errors are our own.

TGo to hitps://doi.org/10.1257/app.20210184 to visit the article page for additional materials and author
disclosure statermnent(s) or to comment in the online discussion forum.
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