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Last Class

I Uninsureds in the U.S.
I Many are able-bodied, working-class Americans.
I Many have family incomes below 200% FPL (about

$24,000/year).
I Hispanics make up a disproportionate share of the uninsured in

comparison to the makeup of the population.

I Uncompensated care
I When uninsureds get medical care, they only pay about 20%

out of pocket.
I The rest is uncompensated care.
I Medical providers, federal, state, and local governments, and

various grant providing organizations share in the cost of this
uncompensated care.

I Medicaid is the largest payer of uncompensated care

I Employer-provided health insurance
I Became popular around WWII as a solution to wage controls



Cost Sharing

I One thing that is constantly debated with regards to health
care is the idea of cost sharing.

I Cost sharing refers to shifting a greater share of health care
expense and responsibility onto consumers.

I The question is: if consumers have to bear a larger burden of
health insurance costs, how does this affect health care
utilization and health status?

I The RAND Health Insurance Experiment (HIE) is often cited
during discussions of cost sharing.



RAND HIE

Overview:

I The goal of the RAND experiment was to better understand
what was driving the rising costs of medical care (in the
1970s).

I Many believed that it was the proliferation of health insurance.

I Most of the work studying insurance prior to the RAND study
was primarily theoretical and lacked any empirical based
evidence.

I Manning et al. (1987) is considered to be the “RAND”
academic article, published in The American Economic
Review.



RAND HIE

I The RAND HIE was a large-scale, randomized experiment
aimed to test the effects of health insurance on the quantity
and quality of health care demanded and subsequent health
outcomes.

I The experiment was conducted from 1971-1982

I The experiment recruited 2,750 families encompassing more
than 7,700 individuals, all of whom were under the age of 65.

I Individuals were chosen from six different sites across the U.S.
to provide a regional and urban/rural balance.

I Participants were randomly assigned to 1 of 5 types of
insurance plans and studied for 3-5 years. (Note the
importance of random assignment).



RAND HIE

The RAND HIE featured 5 different plans:

One plan offered Free health care (0% coinsurance, some
HMO-style plan)

Note: A Health Maintenance Organization (HMO) is an insurance
group that provides health services for a fixed annual fee. Typically,
an HMO covers care delivered by specific doctors who have agreed
by contract to treat patients in accordance with HMO guidelines.



RAND HIE

Three plans offered varying levels of coinsurance.

I Each coinsurance plan had a maximum out-of-pocket limit
(MDE) of 5%, 10%, 15% of income or $1,000, whichever was
greater ($1,000 in 1971 is equivalent to $5,942 today).

I 25% coinsurance

I 50% coinsurance

I 95% coinsurance



RAND HIE

Finally, the fifth type of plan called an “individual deductible” plan

I Maximum dollar expenditure of $150 ($891 today) per person,
or $450 ($2,674 today) per family.

I This is effectively an example of a high-deductible
catastrophic plan that we often hear discussed today.



RAND HIE
I Families participated in the experiment for 3-5 years, and the

upper age limit for adults at the time of enrollment was 61 (so
no participants would become eligible for Medicare before the
experiment ended).

I In order to access participant service use, costs, and quality of
care, RAND served as the insurance company and processed
individual’s claims.

I To access participant health, RAND administered surveys at
the beginning and end of the experiment

I RAND conducted comprehensive physical exams. Only a
random 60% received pre-experiment physicals, while everyone
received post-experiment physicals. The random use of
physicals pre-experiment was intended to help control for
endogeneity of health outcomes (i.e. the physical at the
beginning might spark some health effects).



RAND HIE



RAND HIE



RAND HIE

So the RAND study shows:

I Individuals with free insurance go to the doctor on average 5
times per year, while individuals with a 95% copayment go 3
times per year.

I Individuals with a catastrophic plan (95% copayment) spend
about 31% less on health care than those with free plans.

I This results in a price elasticity of demand of about -0.2.

I So if people with free insurance go to the doctor more, are
they healthier on average?



RAND HIE

RAND also tracked health outcomes of individuals within the
experiment.

I According to Manning et al. (1987), free insurance had no
effect on health of normal adults.

I Free service did appear to improve the health of poor adults
with high blood pressure:

“there was a clinically significant reduction in blood pressure
in the free fee-for-service plan compared to the plans with
cost sharing. The magnitude of this reduction would lower
mortality about 10 percent each year among this group, about
6 percent of the population”

I This brings about the question of whether it is worth it to
have health insurance, or just programs targeted for prevalent,
inexpensive chronic diseases?



Welfare Implications from RAND

Recall that insurance creates a form of moral hazard:

I insurance induces individuals to consume more health care
(they do not fully internalize the marginal cost of additional
consumption).

I In some cases, insurance will lead an individual to consume
health care at points in which MC > MB (because the person
does not realize the true cost).



The Oregon HIE

I In 2008, Oregon implemented a limited expansion of its
Medicaid program.

I They randomly selected 30,000 low income adults from a
waiting list of 90,000 people.

I Selected adults won the opportunity to apply for Medicaid and
to enroll if they met eligibility requirements.

I To be eligible, they had to be Oregon residents who are U.S.
citizens or legal immigrants ages 19-64, ineligible for other
forms of public insurance, uninsured for the previous six
months with an income of less than 100% FPL and with
assets of less than $2,000.

I This lottery acted as a form of randomization to study the
effects of Medicaid expansion.



The Oregon HIE

I There are two popular academic articles studying the Oregon
HIE: Finkelstein (2012) published in the Quarterly Journal of
Economics and Baiker et al. (2013) published in the New
England Journal of Medicine.

I Baiker et al. (2013) focus on a sample of people from
Portland, Oregon. Specifically, they look at 10,405 people
selected into the lottery (lottery winners) and 10,340 people
not selected (lottery losers).

I They perform in-person interviews and ask people questions in
2009 and 2010, an average of 25 months after the lottery.

I Questions asked include those that relate to health care,
health status, insurance status, measurements of blood
pressure, depression and self-reported health-related quality of
life.















RAND HIE vs Oregon HIE

“RAND found that moving from the least comprehensive insurance
plan -which still offered considerable insurance coverage to full
insurance, was associated with a 45% increase in annual spending,
whereas our back-of-the-envelope calculation suggests that relative
to being uninsured, Medicaid was associated with a 25% increase
in six-month spending. The same insurance variation in RAND
also produced about a 75% increase in the number of annual
outpatient visits, compared with the 55% increase we estimated.”

Finkelstein et al. (2012)



Summary

I The RAND and Oregon HIEs are two major explorations in
the effects of health insurance coverage on utilization and
health outcomes.

I Both rely on randomization so as to not systematically bias
any results.

I Each study finds that having more complete health insurance
coverage leads to significant increases in health care
utilization, however effects on health status are less clear.

I RAND finds improvements in blood pressure among the poor,
and Oregon finds improvements in mental health (perhaps due
to less stress related to health expenses).
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Affordable Care Act


