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Source: Manning et al. (1988). Health Insurance and the Demand for Medical Care: Evidence from a Randomized Experiment. 11
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Source: Manning et al. (1988). Health Insurance and the Demand for Medical Care: Evidence from a Randomized Experiment. 12
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Utilization

Higher coinsurance reduces
effective and ineffective care by

| same amount. A 10% rise in cost to
7 0 .

Health '"sufa“;;;giz‘;‘f’é:?e patients led to 2% lower spending.

pemand for \I“

Evidence a Experiment |

house.
ing, Joseph P New
Jlard G. Manning. .
\Sla‘::ua Duan, Emmett Keeler

Bernadette Benjamin, Arleen LeibowitZ, I\,“

r
M. Susan Marquis, Jack Zwanzige

Higher coinsurance does not affect
health outcomes for healthy
beneficiaries.

\ HEALTH INSURANCE

EXPERIMENT SERIES

Low-income groups at-risk of illness
had adverse effects.
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Patient Cost-Sharing and Hospnahzat‘uon Offsets in the Elderly

By AMITABH CHANDRA, JONATHAN GRUBER, AND Rouis MCKNIGH ™

Utilization

In the Medicare program, increases in cost sharing bya suppfemema! insurer
can exert financia externalifies. We study @ polic¥ change that raised patient
cost sharing for the suppl(mcumi insurer for retired public employees in
Califormia- We find that phyjim’an visits and pmscriplion drug usage have elas-
ticities that are similar to those of the RAND Health nsurance Experiment
(HIE) Unlike the HIE, however, Wé find substantial aoffset” effects in terms of
increased hospital wilization. The savings from increased cost sharing Gcerue
mostly to the suppl:mcmai insurer, while the costs afm(reaifd hospitalization

10% rise i '
accrutmusﬂ,‘-‘loMedlcnrr.\JELG’!?..H'.’.HS.]N‘, deeCIIr-] prI.Ce |.eads to 1.5%
Ine in utilization.

The clderdy are the most intensive consumers of health care 1% the United States today.
{ndividuals over 28¢ 65 consume 36 pereent of health care 18 the US, despite representing only
13 percent of the population {Centers for Medicaid and Medicare Services 2008). The Medicare
program that insurcs \he nation’s clderly (as well as the disabled) is th third largest expendituré
jtem for the federal gommmcm. and is pru)ccwd 1o exceed Social Security by 2024 (Centers R e d -
for Medicaid and Medicare Services 2005a). This rapid growth in program expenditures was u Ctl 0 n S

reinforced bY the recent introduction of Medicare Part D, a new plan providing coverage for the O C C u r

outpaticnt pncscripliun drugs used by Medicare beneficiarics. re fo r

The federal government has undertaken & variety of strategics 1© control Medicar® program C h r O - a C u t e
growth o the supply side, from the introduction of pmspcc\i\\: reimbursement for hospitals n I C Ot h y
to reductions it provider reimbursement Fates- Yet Medicare spending growth has continued ) e r d ru

unabated. Recently, \herefore, there has been 2 growing interest in demand-side approaches 10 g S .
controlling systemn costs, through higher patient costs which would induce more price sensitivity
in medical spending.

Demand-side approa:hc:-. however, are compl‘\cmcd by the fact that Medicare bencficiaries arc
often covered by multiple insurers at once. Because Medicare already has quile substantial cost
sharing, Most enrollees have some form of supplcmcma‘l coverage for {heir medical spending,
pmvidcd by an cmployet, pulch’.m:d on their own, 07 pr\)\-‘ldcd through state Medicaid programs.
The incentives of the &upph:rncmal insurer and Medicare arc not necessarily readily aligned.

i TJJ]'KSLY(C\.CGM:\H(’SQ‘.\‘.-\D:I]Q.Jnd.\“‘.“ O u tC
ALT, 50 Me 2355, eS

* Chandra: Kennedy School of Gover!
{e-mait: Amitabh ('h:ndmlﬂﬂurla E { Economics. . A orial Drive E 5
Cambridge. MA 02142, and NBER (e . McKnight: Department of Economics, WellesieY
Collcge. 106 Cenural Street. Welleskey, MA L NBER (e mail: r:\hkn:\:hi"\kdluky edu). We arc ;:l',s\:l':l
1o WO AnOnYMOUs referees for very helpfut comments, Kathy Donnesoft and Terreact Newsome from CalPERS for
ical assistance, Dan Goutlicb and Weiping Zhou a Darimouth Medical School for assisiance W the

Medicare data, DS Dhruv Bansal, Phouti® Bansal, Julie Bynum. AmYy Richardson. and lvy Tiu for assistin
 jamcs deBeaedettl, Michele Douglas Wil Manning. Dovg Miller, April Omoto.

classification of prescription dTugs
Doug o7, and semina? participants at the Annual Healh Economics Conferenee. the NBER. RAND, UC-Davis.
Unive of Missoufl welleskey College. and the Phar:-.‘\:,-:cu'.ucal Eoonomics and Policy Council for helpiul comy

ments, Gruber eenowlcdges support (O the Kaiser Fam Foundation and the Nationa! Institute 08 AginE an
handra from N1A POV 10783-02, sn NBER ASI0E Fellowship, and the Nelson ‘Rockcfeller Center 8t Dartmouth

Hospitalizati
izations went
(especially for sickestl)p
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The impact of patient cost-sharing on Jow-income populations: ® -
Evidence from Massachusetts*’

Amitabh Chandra® !, Jonathan Gruber

+ Harverd Konnedy Schonl, Harvard Universioy United States

MIT. U

, Robin McKnight=*

ited StGSES
ley u-:aﬁ_lm.vefs:ms

Deparmment of EConomics
pepartmen of Economics. ¥
NBER, Uniged StaLeS

AIY‘(LE INFO ABS'[!\A(‘

Article histely Greater patient cost-shanng could help recuce the fiscal pressures Jesociated with insurance expansion
Recrived 76 April 2012 by reducing Lthe scope for moral hazard. But it is possible that low income recipicnts ar¢ upable © cul
Received i revised 0 5 Dacber 2013

back on utilization wisely and that, as 3 resullc higher cost-sharing il lead 10 worse health and highet
downstream cost rough incr sed use of inpatient and outpatient care. We ust exogeneus variation
in the copayments faced by Jow-income enrollees in .'.aauchmum Cummunwca!r.h Care progiam
o study these effects. We estimate separaie price elasticities of demand by Lype of service. Overall, we
find prce Jasticiiies of about ~0,16 for low-income pup..lanur — similar Lo ¢ < calculated
for highe! jncome pop ylations 10 olher ¢ ings. These clasticities ar¢ somewhat smaller for the chron-
ically sick. especially for those with asthma, diabetes. and high cholesterol. TH s 2
antributable 19 lowet responsiveness 10 prices ATOSS all categones of service. aristically
insignificant increases io e patient care.

Accepted 16 OctoDFt 03
‘Availale online 1 November 2013

Keywords
yigath ipsurance
Cost sharing

o 2013 Elscvier BV AL rights reserved

— {)){))1_/))){)1{{) _ —

The recently enacted patient protection and Nlordab'lecan Act The motivation for the subsidies i wwofold: © make the
(PPACA) includes the largest expansion of health insurance cover wransfers in PPACA more pmgressive. and to protect Jows-income
age to low income populalmns inour pation’s msmmm Federal popu\auons from sacrificing necessary medical care pecause af
gnvernmemwill spend over s1 ml.lionovenncnrx\ dc(adc(osub cost. The uptimnl level of such subsidies. therefore, depends
sidize insurance for those below 400% of the Federal Poverty Line critically o the way in which the medical care utilization of low-
"o sional Budg! e, 2013) Roughly. naif that total income groups respands © cost sharing. and how any change
ough expansions of the Medicaid progfam. which will in utilization impacts their health. On one hand, greater patient
licly financed health care for those below 133% of the cost-sharing could help reduce the fiscal pressures associated with
line at essentially zero patient cost. The other palf will be insurance gxpansion by reducing the scope for moral hazard.
inthe formufsubsndwsloprivne insurance funhns«ebem'eeni}) But on the other hand, there has been speculation that low
and 400 percent of the paverty fine. These subsidies are of two income patients may be mote price sensitive than other patients
types: the first type is premium subsidies. which offset the pre or that Jow-income patients may be more likely © experience
mium cost of insurance by limiting the pertenugt of income that adverse health :omequenr.es as a result of cost sharing (Baickef
low-income individuals must pay- The second typels cost-sharing and Goldman 2011)
subsxdies.wm('noﬂscﬂosoml zxtemme(wpwmems.minsumn(e Dlﬂcrenml effects on low income patients could arisé for a
and deducubles that these Jow-income pﬂpu\mons face. number of reasons. First, \ow-income patients may simply be more
responsive pecause they face a tighter pudget constraint! in this
case, we would expect Jow-income patients 12 cut back on care
with the lowest marginal benefit. second, it is possible that lower
‘We are grateful 10 Kaitlyn Kenoey and the siaff at e Massactselts Health income individuals are less able to evaluate the margindl benefit
Connector for makng GIEE data available. We thate. withous implicating. D49 of their care than higher income individuals and. 33 & result, may
Ferter, llyand Kuziemio, Josep newhouse, 408 sorinar participants the have ah\gher‘pmp:ns‘ltymnul backunh\gh margmalbencﬁ!:at:.
¥ CUNY/NYU Health Seminds for very heipful Suggestions on cariier Y€l 1n their study of drug copayments in Medicaid, for example, Reeder
and Nelson 1985) argued that, because edutmun'ls pnsiiively [
related with income, oW income individuals ma¥y e less able ©
communicate with their physlcians and. cunsrqnently. make less

*» Corres] auth

o  : Deparnment of EcomoTics wellesiey College. 106
er:a.n-nl Wwellesley. \\nﬂt‘\h‘ﬂ, . 02481, ed SLat
wrkght

| g-moil address: 0% R M

0167-629618 - sec fromt M3 eviee BY A rights reserved

| hapetiex 4/10.101€ 3 3.10.008

Utilization

"
igher copayments lead to

de '
creased utilization.

Outcomes

Highe
gher copayments do not result

iIn a hospital offset.
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CGLAND JOURNAL MEDICINE

The Effect of mcenﬁve—Based Formularies

on prescription-Drug Utilization and Spending

pste!

and Richard G

Utilization

ABST'RACT

BACKG ROUND

£roem the Deparrmen:of sieatth CanePoicy, Many employers and health plans have adopted incentive-based formularies in an 3t

Hareard Medial Scha [ AH,RGFY  emptio control pn:scxipt.'\un-dmg costs.

the Departrment of Health Policy and Man-

ement. Harvard Schedl of Public Hea th

AM E) and seaion on Health Sev- METHODS

:f;““e": R omen ' Weused claims 422 ® compare the ytilization of and spendinga® drugs IntWe employ-
cing, Brigham . : . o

AME)— ,f T Boston: and Medco Health c:-spnpsorcd hglm plans that mplﬁm.-nmd changes 0 rmulary administration with

Solutigns, Frankin Ny (PAD. thosein comparisol groups of enrollees covered by the same insurers. One plans;m\u-

T; E. ::\M.J;A:G'l;i repf rf:;;n:‘:‘: taneausly switched from 2 one-terwl ree-tiet formulary and increased. all enrollee
" skamp a1 the DRI - . . -

Care Pol :y_“Hrvrd J’,m School. 180 copayments for medications- ‘The second sw:uchcd from a two-ner toa three-tieT {gp

Lon ‘ave., Boston. MA 02115, or 3t mulary, changin only the €0 ents for tie-3 drugs- We examined the utilization

2 3

Drug spendi
ng decli
regardless of drug c,llr;:\es(s]I

stamp@hes med hanaé. <4 of :.ngiumm‘m-convcmng-cnzymc (ACE) inthibitors, proton-pump {nhibitors, and
gl ) Wied 2003142 1432 3-hydroxy-3-mcd1ylgluun’1 coenzyme Areductase inhibitors (statins).
Caprnpht © 2000 Aamacn Wepid

RESULTS
Earollees covered by the employer that implc-mmmd more dramatic changes experi-
enced slower thap the comparison groupin the pmbability of the use ofadrug

and a major shiftin spending from the plan @ the enrollec. Among the enrollecs whe
were inigally taking tiet-3 statins, more enrollees in the intervention group than in the
comparison group switched t© der-1or tier-2 medications (49 percent VS 17 percenty
pe.001) Of stopped taking statins entirely (21 percentvs. 11 percent, P=0,04). Patters
were similar for ACE inbibitors and prowa-pumP inhibizors. The enrollees covered by
the employer that impkcmﬂnwd more moderat changes were more ljkelythan the com”

;son enrollees 10 switch to tier-10F der-2 medications but pot to stOp akinga given
lass of medications altogethet:

CONCL usioN s

pifferent changes in formulary administration MaY have dramatically different effects
on utilization and spending and may in some instances Jead enroliees © discontinue
therapy. The associated hanges in copayments €20 substantally alter out-of-pocket
spending by enrollecs, the continuaton of the use of medicatons, and possi'bly the
quality of care.

Some pati
ents sto
altogether. Pped

 ENGH ) MEO 349:33 —_—TL pecEamaER 4. 2000
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Percent Discontinuing Use in Drug Class

35

H Intervention
Comparison

*
30 -
25 -
20 -
*
15 -
10 -
5 -
0 - .
ACE PP

Statins

* P <.0001 for difference between intervention & comparison groups
~ P =.04 for difference between intervention & comparison
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Percentage Point Change In Spending,
Intervention — Control Group

200

150 -
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Total
Plan
m Enrollee
0

50
PPI Statins
*
*

O
o
|

*P <.0001 for difference between intervention & comparison groups
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.~ fmpact Of Decreasing
| Copayments On Medication
| Adherence Within A Diseas¢
ﬂ. Management Environment

| Value-based cost sharing can increase pat'\ents' adherence 10
| important medications.

| by Michael E. Chernew, Mayur R Shah, Arnold Wwegh, gtephen N
\ Rosenberg, ver A. Justet, Allison B. Rosen, Michael C. Sokol, Kristina
| yu-lsenberg, and A. Mark Fendrick

| AssTRAcT: This papef estimates the effects of @ large employer's value-based insurance
" initiative designed 1@ improve adherence w0 recnmmended treatment regimens. The inter-
| vention reduced copayments for five chroni¢ medication classes In the context of a disease
| managemem (OM) program. Compared 10 a control employer that used the same DM pro-
\ gram. adherence 10 medications in the valuebased intervention increased for four of five
\ medication classes. reducing ncnadne(ence by 7-14 percent. The results demonstrate the
\ potential sor copayment reductions for highly valued services 0 increase medication adher
| ence above the effects of existing DM programs {Health Affairs 27, 0O 1{2008): 103-112:
| 10.1377[h|maﬁ.27.1A103]

Utilization

pmscri'ption drugs that are jmportant in the treatment of chronic disease. This
intervention represents an early example of 2 Value-Based |nsurance Design
| o BID) because it connects patients cost sharing 0 the value of health care s¢&”
|  vices. This initiative received considerable atrention in the employer and policy
| communities 2 Alchough Pitney Bowes reported favorable clinical results and cost

\ AI.N 2002 PITNEY pOWES REDUCEP COPAYMENT pates for several classes of

10% drop in pri
n price lea
rise in Rx usedS [0 1-4%

\ Michael Chernew (rh:nn‘(?kp med harvardedy) 8¢ professer of health car policyat Harvard Medical School
\ in Boston, Massachustts Mayur Shah is director, Health Economics, at Activeticalth ‘Managemont in New York

| City Arnold Weghis 4 SAS programmeri 14 (ormatics anabyst there; Stephen Rosenberg is senior ice president,

| Outcomes Rescardh; and Tver Juster & sonior V€T president, Health Informatics. Allison Rosenis an assistant

\ professor of intemal medicineand of health management andpolicyat the University of Michigan andd staff

\ physician & the Ann Arbor Veterans Affairs Medical Center Michucl Sokol 15 medical directon Healt

| Management novations (HMD), t GlaxoSmithKline i1 Monpvale, New Jerse Kristind Y Iseriberg is sende”

| mandgen HML at GlaxoSmithilinc it Rescarch Triang Park, North Carolind- Mark Fondrick is@ professor in
the Department of Health Manggement and Policy. school of Pablic Health, University of Michigan
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POLICY

Healthcare Spt‘nding and Preventive Care in H\g\w»ﬂcductil\le
and Cm\sumur»'Dirc(.tcd Health Plans

urbing increases in healtheare coSE & s vop priority 1o P licy

i To invastigate the offacts of high*
geducuble health plans (HDHPs) and consume
direcied heatth v‘-nHCDﬁPwnmm\t-n health plans (HDHPs) also known a8 consumet Jirected
spending and o the use of recommended
preventive care
Srudy Desig® Retrospectiv SWdY. might be one way 1o hold down costs hese plans, intended o make

m w\un-m“ui employers Many believe that high Jeductible

acCounts

health plans (COHPS when coupled with personal savin®

o: We anahyped clam and enroliment patients more cost conSCIOus, ar¢ becoming INCre wsingly populat and
dsta for 808,707 Iuseholds from 83 1450% us
W

healthe ate eform may foster further grow th in enrollment As of 2009

We ssimated the affects of HOHP of COMP enroll- 10

ment on healthcale <0 growth between 2000 with @ deductible nigh encugh to be cligible for a be th savings

and 7008 using 3 ‘§ierance-sn-Gilarence mewod

m,(,m‘,,,,‘,(‘,.a,‘,_,h‘,,,,,"_‘,,, ho Wers count, Among those purchasing coverage directiy. 47% had a deduct

enrolied in HDHPS o OHPs for the first ume 19 {ble a Jeast this high.! A survey of large employers 8t che beginning of

2009 with cost g.vuﬂh for farmilies who were not

ttared HDHPs o1 COHPS Control families ware

waighted usind propansity sCore waights 10 mather 7% weee'y {hnning 10 o1 adopt o0< Growth is expectt

maich the wroaumant lamilies. Using simiiar -
ed the

of Americans with employer coveTage WET: enolled in @ Plan

2010 found that mOTE than 54% offercd at least | CDHP opton. and
i

Utilization

' 2 sources, Aanel GDHPs withJow ||umum~-1hh‘1 theoug

and more DHP ofterint

008, we exam
envoliment on the use of praventive cate and the health insurance exchange
aftects of WOHP o COHP offering DY employer®

& o the rean cost growth.

Pasults: Families 00-0tHa0 1 WOHPs or COWPe fof
e fret time spaat 1% K8 han simlar families HDHPs ot ¢ DHPs on he althcare coss
enrolled in lcndl\hol\ll plans Farnilios fiems
oftering an HOWP or & COMP spant less than those

in othar firms. Significant savings for anfolless CDHP provisic s, INC Tudin

i the employes

market because of raxes placed on gerrerots “Cadillac plans

Despite growing enollment. little 55 EnOw kst the effects of

A on the we of pecessary

care. Even less is known about the mfluence o specific HDHP or

deductible levels and account € flerings

those who ar< newly wnsured

Both questions are of ey importanc

amployer contributions & haalthcars accounts through exchangcs and tor those who are sclecting plans in the cm-

ployes or individual " ket Part of the problem 8 the lack of good

Pe Wi
atod with moderste reductions (n the use of »
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Type of cost sharing

Deductible
Coinsurance
Copay

Tiered formularies

Value-based design

High deductibles

Utilization fell as
price rose”?

Yes —
indiscriminately
by service &
population

Yes — all drugs

Yes -

Yes — even for
“exempt”
services

Adverse events vs.
better health care?

Perhaps for low income,
sickest patients

Some evidence in
asthma patients over
age b

Increased medication
compliance

Not studied

29



Dartmouth .
INSTITUTE Cost-Sharing Effects

GEISEL SCHOOL OF MEDICINE AT DARTMOUTH

Things to keep in mind

Estimated effects of cost-sharing are
remarkably consistent across settings:

 Every 10% rise in price causes fall in
use/spending that is 4% or less (most are
around 2.0%)

Health effects hard to demonstrate
 Average, healthy patient not affected

« Adverse events possible for sicker, poorer
patients
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Will cost-sharing contain medical
spending?

* YES, by about 20% if cost-sharing doubles

Will cost-sharing contribute to Act 48 goals
of high-quality care & sustainable costs?

 Not nearly as likely for sickest, most
vulnerable Vermonters

 Should be exercised strategically

I | ]
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Goals

There Is a tradeoff between
INsurance and costs

Cost-sharing lowers health
care spending

Cost-sharing has unintended
consequences
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