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. Introduction

Beginning in Fall 2013, as part of the 2010 Affordable Care Act
ACA), the Federal government and the minority of states who
ave opted to do so will begin open enrollment for a new set
f ‘affordable insurance exchanges’. The website HealthCare.gov
escribes an affordable insurance exchange as a “new transpar-
nt and competitive insurance marketplace where individuals and
mall businesses can buy affordable and qualified health benefit
lans.” The linking of the words “competitive” and “affordable”

n the description reflects the stated intention of the designers of
he ACA that competition between insurance companies will lower
rices while maintaining quality.

In thinking about competition in the insurance market, one
an distinguish between two levels at which it occurs. At a higher
evel, insurers compete with one another to attract business from
mployers (or possibly exchanges) – i.e., to include their plans
mong those offered to employees (or exchange subscribers). At

 lower level, once a plan has been selected for inclusion by an
mployer or exchange, insurers will compete to attract subscribers
o their plan as opposed to other plans being offered. Although
ur main focus in this paper is at the lower level – on employees
nderstanding of, attitudes toward, and behaviors contingent upon
ifferent insurance plans – ideally competition at both of these

evels will have beneficial effects on price and quality.
Competition at the consumer level, however, is only likely to

esult in reduced prices and improved quality when sufficient num-
ers of consumers make informed decisions. As Gabaix and Laibson
2006) show (see, more recently, Heidhues et al., 2012a,b), compe-
ition can fail to eliminate biases in markets if there exists a core
f consumers who make systematic errors in choosing between
roducts. Given a significant core of naïve consumers, they show, a
arket equilibrium can arise in which naïve consumers pay prices

ubstantially above marginal cost, and effectively subsidize sophis-
icated consumers who are able to exploit the mispricing. In the
omain of insurance, for example, the existence of a substantial
ore of consumers who are disproportionately attracted to low
eductible policies (see, e.g., Barseghyan et al., 2013; Sydnor, 2010)
an enhance insurer’s profits at the expense of those opting for low
eductibles, while those who opt for high deductibles escape to
airly priced plans.

Whether consumers make self-interested or self-destructive
ecisions is not only a function of their individual levels of sophis-
ication, but also of market-level factors. Research has shown, for
xample, that consumers can be overwhelmed and make worse
ecisions when they are given too much choice (Cronqvist and
haler, 2004; Iyengar and Lepper, 2000). In the domain of insur-
nce, consumers faced with too many choice options, particularly
f not pre-screened for price and quality by an agent such as an
mployer, are likely to engage in suboptimal decision strategies,
uch as sticking with existing insurers or deciding based on word
f mouth, and competition can suffer as a result. One study of Medi-
are plans in a Boston suburb, in which consumers chose between
7 different Part D prescription plans, found that the most expen-
ive of the highly rated plans charged a premium 2.4 times that of
he least expensive plan (Frank and Zeckhauser, 2009). Sensibly,

ost private employers who offer employees multiple insurance
ptions not only prescreen plans but typically only offer a small
umber (e.g., 3–6).

Consumers can also make suboptimal decisions when faced
ith choices that are overly complex. Recognizing the importance
f simplicity, the ACA mandates that, by March 2013, all insur-
rs and employers will be required to present information about
nsurance plans in a standardized “summary of benefits and cov-
rage” document that describes plan features such as premiums,

i
e
h
t
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eductibles and co-insurance. The law also eliminates the prover-
ial ‘fine print’ in a somewhat literal fashion by mandating a
inimum 12-point type size. In addition, insurance shoppers will

e given standardized cost estimates, modeled after nutrition facts
abels on food products, for three common medical conditions:

aternity care, breast cancer and diabetes. These provisions seek
o mitigate a widely perceived but poorly documented problem:
eople’s lack of understanding of their health insurance.

Despite frequent lamentations about Americans’ poor under-
tanding of health insurance, there is only limited empirical
esearch addressing the issue. A recent posting on the website of
onsumers Union lamented that “the field of health literacy, while
uite robust in other ways, does not precisely measure consumers’
bility to understand and use health insurance.” (Consumers Union
t al., 2011). The same posting notes that a comprehensive survey
f health literacy research includes not a single study that inves-
igates consumers’ ability to understand and use health insurance
Berkman et al., 2011).

We  address this gap in existing empirical research by repor-
ing results from two different surveys designed to address the
wo issues raised by Consumer’s Union: consumers’ ability to (1)
nderstand and (2) use health insurance. The first, ‘comprehen-
ion’, survey addresses not only how well Americans understand
heir own  health insurance coverage, but also how well they believe
hey understand it. Prior research (e.g., O’Donoghue and Rabin,
009) has shown that whether consumers have insights into their
wn decision errors can be as consequential as whether they are
ubject to the errors in the first place, in part because those who are
ware of being prone to errors can take self-protective measures,
uch as hiring experts or employing decision aids.

The second, ‘choice’ survey, addresses consumers’ ability to
se information about health insurance and specifically examines
hether they would make better decisions if they had a bet-

er understanding of their insurance plan. Drawing on insights
rom the comprehension survey regarding which features of health
nsurance consumers find difficult to understand, we  devised a
implified health insurance policy that eliminated the features of
ealth insurance that consumers find most confusing: deductibles
nd coinsurance. Instructing respondents to imagine that they
ere either insured under this simplified plan, or under an actu-

rially equivalent traditional plan, the choice survey then asked
hem to make a series of hypothetical health care decisions. These
hoices were specifically designed to assess whether those insured
nder the simplified insurance plan would be more likely to engage

n cost-reducing behaviors, such as going to an urgent care center
ather than the emergency room for a non-life-threatening medical
roblem. The survey also assesses consumer preferences between a
raditional plan and a simplified all-copay medical insurance plan.

. Prior research

Prior studies of individuals’ understanding of health insurance
overage have adopted a wide range of methods, but have generally
eached a common conclusion: people’s understanding of health
nsurance is far from perfect.

In one broad line of research, people with health insurance
ave been asked to report on – i.e., have effectively been tested on

 relatively crude aspects of their own coverage. One study sur-
eyed a mixed sample of individuals in different regions of the
.S., some of who were participating in a health insurance exper-
ment and others who  were insured but not participating in the
xperiment. The survey revealed that 90% of respondents with
ealth insurance coverage were aware of being covered, were rela-
ively well informed about their coverage of in-patient services, but
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ramatically underestimated their policy’s coverage of outpatient
ervices and drugs (Marquis, 1983). In addition, and perhaps not
urprisingly, consumers whose insurance plans included coinsur-
nce or fee-schedules were far less able to estimate costs than were
atients with policies that would fully cover such expenditures.
nother study (Meredith et al., 2002), of patients with depression,
bserved greater knowledge of medical benefits (accuracy rates
anging from 86% to 89%) than of mental health benefits (accuracy
ates from 33% to 60%). A third study found that about three quar-
ers of Wisconsin adults were aware of whether they were enrolled
n a managed care or fee-for-service plan, but, of the minority who

ere in fee-for-service plans, 84% incorrectly believed that they
ere in managed care (Nelson et al., 2000). That is, most people

elieved they were in managed care, regardless of whether they
ere or not. In a fourth study, less than a third of respondents

ave correct responses to four questions about basic features of
heir own plan’s coverage (Cunningham et al., 2001). A fifth study
ound that individuals with health insurance were relatively accu-
ate about whether their policy covered hospital and physician
isits, but much less accurate about whether their plan included
ental health coverage or covered emergency room visits in other

tates (Garnick et al., 1993). A common finding, seen across these
tudies, is that consumers tended to overestimate the restrictions
n their own plans, and in particular the need for approval to see
pecialists.

A second line of research relevant to consumers’ understand-
ng of health insurance has examined whether people choose
ealth insurance policies that minimize their costs. The “Con-
umers’ Checkbook Guide” to health plans for Federal employees,
or example, reports that “hundreds of thousands of employees
nd annuitants are enrolled in plans that are much more expen-
ive than average, but provide no valued benefits”(Consumers’
heckbook). One study conducted shortly after the introduction
f Medicare part D presented Medicare-eligible individuals with
ypothetical choices and found that 71% made appropriate deci-
ions about whether to enroll but only 36% chose the plan that
ould minimize their total costs (Heiss et al., 2006); while cost
inimization is not necessarily equivalent to utility maximiza-

ion, it is a useful benchmark. Drawing on actual plan choices
rom individuals several years into the program, another study
ound that many Medicare beneficiaries made suboptimal deci-
ions, putting too much weight on monthly premiums and too little
n out-of-pocket drug costs (Abaluck and Gruber, 2011). The aver-
ge insured individual in this study could have saved 31% of their
otal Part D spending by choosing an alternative plan. Acknowledg-
ng the problem, the Centers for Medicare and Medicaid Services
CMS) introduced an online total cost calculator designed to enable
eneficiaries to compare the total out-of-pocket costs of different
lans for consumers with different patterns of healthcare utiliza-
ion.

Finally, a third line of research that is most relevant to the
urrent paper tests consumers’ comprehension of basic health
nsurance concepts. One study (Winter et al., 2006) found that
0% of Medicare-eligible individuals contacted shortly following
he launch of Medicare part D reported little or no knowledge
bout Medicare prescription drug coverage. Given the older age
f respondents, however, it is unclear whether these and other
ndings pertaining to Medicare will generalize to younger, likely

ess cognitively impaired, populations. Another study (Handel and
olstad, 2013), found that only a minority of workers at a large firm
ere able to accurately answer questions on benefit design, their
wn recent health care cost, or other key questions that should, in
rincipal, have been relevant to their choice of health insurance.
his lack of understanding was correlated with their insurance
hoices.

v
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In addition to studies conducted by academics, a limited num-
er of studies conducted by commercial entities have addressed
he issue of comprehension. One industry-sponsored study that
sked individuals with health insurance to define insurance terms
nd calculate their bill found average accuracy rates of approxi-
ately 50% (The Regence Group, 2008). Another survey conducted

y a health insurance company found that only 23% of respon-
ents understood the terminology used in their health policy, only
alf knew their monthly health insurance premium, and only a

ew understood common healthcare acronyms such as HMO (36
ercent), PPO (20 percent) and HSA (11 percent) (eHealth, 2008).
esults from these survey-based studies are complemented by a
eries of studies conducted by Consumer’s Union (Health Policy
rief, 2012) that employed cognitive interviewing, a one-on-one
ualitative research method that yields rich and nuanced data even
ith small sample sizes (n = 16 in each study). These studies yielded

imilar conclusions to the studies just reviewed. Findings included
hat consumers dread shopping for insurance, don’t have a good
nderstanding of cost-sharing concepts (specifically, deductibles,
o-insurance levels and benefit maximums), and require a high
evel of numeracy to make informed judgments about and choices
etween medical plans.

. Consequences of consumers’ lack of understanding

At the individual level, consumers’ limited understanding of
ealth insurance has several likely consequences. First, limited
nderstanding is likely to lead to suboptimal decisions. Prior
esearch has found that individuals often stick with the status quo,
aintaining the same coverage they had in the past even when

uperior options are available, seek advice from family or friends
ho may  also have low levels of health literacy, and commonly

nroll in highly advertised plans or those with a well-known brand
ame (Frank and Lamiraud, 2009; Handel, 2011). If simplifying

nsurance reduced these tendencies, it could potentially improve
he quality of choices. Moreover, offering plans with copayments
ut no deductibles could help to remove one major source of subop-
imality generally observed in choices among insurance plans – the
endency for consumers to choose plans with lower than optimal
eductibles (Sydnor, 2010).

Second, as already noted, if consumers don’t understand their
wn health insurance policies, it is unlikely that they will respond
o the incentives embedded in those policies. Field experiments
n simplifying either the information gathering or decision mak-
ng process have documented positive impacts on outcomes in

 variety of health and non-health domains: parents’ choices of
chools for their children (Hastings and Weinstein, 2008), senior
itizens’ Medicare Part D plan choices (Kling et al., 2012), employ-
es’ rates of 401k enrollment (Choi et al., 2009), take-up of the
arned Income Tax Credit by low income families (Bhargava and
anoli, 2012), and college financial aid applications and sub-

equent college attendance (Bettinger et al., 2009). If people
nderstand their own health insurance, they should be more likely
o make the types of cost-effective choices that are encouraged
y plan design, such as visiting an urgent care center rather than
he emergency room when the former is more appropriate. The
atter issue is especially important given the increasing promi-
ence of value-based insurance design (VBID), which increases
eimbursement of high value services and/or lowers it on low
alue services, in an attempt to drive consumers to make more

alue-responsive decisions when it comes to consuming medical
ervices.

Third, if insurance purchasers (or potential purchasers) are
ware of their own lack of understanding, this may help explain
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information packets.

Respondents were first asked to imagine that they were insured
under the policy they were shown, and were then asked to respond

14 KnowledgePanel is based on probability sampling covering both the online
and offline populations in the U.S.. Panel members are recruited through national
random samples. Households are provided with access to the Internet and hard-
ware if needed. Unlike Internet convenience panels, KnowledgePanel recruitment
uses dual sampling frames that include both listed and unlisted telephone num-
bers, telephone and non-telephone households, and cell-phone-only households,
as well as households with and without Internet access. KnowledgePanel recruit-
G. Loewenstein et al. / Journal of 

idespread discontent with existing insurance options. One study
f individuals who made an active choice about whether to enroll in
edicare part D, found evidence of widespread dissatisfaction with

he program, both among those who decided to enroll and those
ho did not (Heiss et al., 2006). Among those who decided to enroll,

1% indicated that there were too many alternative plans to choose
rom, 34% that the enrollment process was very complicated, and
2% that they “had difficulty understanding how Medicare Part

 works and what savings it would provide.” Among those who
ecided not to enroll, the equivalent figures were 69% (too many
lans), 61% (enrollment process complicated) and 62% (difficulty
nderstanding how Medicare Part D works). In a question asked of a

arger, representative, sample of senior citizens that included about
ne third who  were actually facing the choice of whether to enroll
n Medicare part D, only 30% endorsed the statement that “the

edicare Part D program is well designed.” Any accounting of the
enefits of simplified insurance should include reductions in the
ime consumers spend on information search and decision mak-
ng as well as improvements in well-being resulting from reduced
nxiety.

Fourth, a somewhat more subtle, but equally important, conse-
uence of insurance complexity is that individuals will focus on the
implified information that is presented to them, and insurers will
hen engage in what economists call ‘shrouding’ – displaying infor-

ation in a selective fashion that highlights aspects advantageous
o the seller (Gabaix and Laibson, 2006). For example, the require-

ent for insurance companies to publicize the cost of maternity,
reast cancer, and diabetes care, will likely lead them to design
lans that dramatically reduce costs for these services and raise
osts on other types of care which they do not have to report.
xactly such a pattern has been documented from the Mexican
ocial security system, in which financial providers were required
o provide information about fees. These providers reduced the fees
hat were required to be reported but raised those they were not
bligated to report (Hastings and Tejeda-Ashton, 2008).

Finally, it is possible that a simplified insurance product would
e simpler for an insurer to administer and might also lead to
educed costs if consumers were less likely to contact the insur-
nce company with questions that require costly employee time to
nswer.

. Comprehension study: insurance-holders’
nderstanding of health insurance

The comprehension survey was conducted mainly to elicit
nsurance-holders’ understanding of basic health insurance con-
epts and their beliefs about their own level of understanding.
he survey was designed by the academic team using input from
umana employees who  were expert in the workings, and building
locks, of medical insurance.

.1. Methods

The comprehension study (as well as the ‘choice’ study pre-
ented below) were both surveys (see Appendix A for details)
dministered to representative samples of Americans recruited by
nowledge Networks Inc. in January and February 2012. To be eli-
ible, respondents had to be (1) non-institutionalized adults age
5–64 residing in the United States; (2) the primary or shared
ecision maker for their own or their families’ healthcare; and (3)

ave health insurance through their own or a family member’s
mployer. The two latter questions were asked at the beginning
f the survey, and respondents were not allowed to participate if
heir answer to either was negative.

m
s
I
d
h

 Economics 32 (2013) 850– 862 853

Knowledge Networks’ sample, KnowledgePanel®, is based on
robability sampling covering both the online and offline popula-
ions in the U.S.14 Active panel members were drawn at random,
ssigned to the survey, and received a notification e-mail contain-
ng a link that sent them to the survey questionnaire. After three
ays, automatic email reminders were sent to all non-responding
anel members in the sample. Knowledge Networks provides
eights for improving the fit to the U.S. population which we

pplied in all analyses except where noted. The left-hand columns
f Table 1 present summary statistics on the demographics of
he comprehension study sample (n = 202), comparing both the
nweighted and weighted distribution of sample characteristics.
s is evident from the table, in this study and the next, the weight-

ng did not have a major impact on the distribution of sample
haracteristics.

Respondents were asked, first, to state whether they understood
ach of the 4 most basic insurance parameters: deductible, copay,
oinsurance and out-of-pocket maximum. After stating whether
hey knew what each was, they were given a multiple choice ques-
ion to elicit their actual understanding. The pair of questions about
he deductible, for example, was:

Q111 Do you know what a Deductible is?

 Yes
 No

Q3 Which of the following best describes a Deductible?

 An amount deducted from your paycheck to pay for your insur-
ance premium

 The amount deducted (covered) out of your total yearly medical
expenses

 The amount you pay before your insurance company pays ben-
efits

 The amount you pay before your health expenses are covered in
full

 I’m not sure

After answering these questions for all four concepts, respon-
ents were presented with a conventional insurance policy (see
ppendix A, Plan T), which they were asked to print out and which
as also available to them in a box at the bottom of the screen
henever they were asked questions that required accessing it. The

onventional policy incorporated deductibles, copays, coinsurance
nd out-of-pocket maxima (different for individual and family,
nd different for in- and out of network). The policy was closely
odeled on a commercially available product, and was  described

n terms comparable to those provided in typical open enrollment
ent methodology conforms to the quality standards established by selected RDD
urveys conducted for the Federal government (such as the CDC-sponsored National
mmunization Survey). More information about the KnowledgePanel sampling,
ata collection procedures, weighting, and IRB-bearing issues are available at:
ttp://www.knowledgenetworks.com/knpanel/index.html.

http://www.knowledgenetworks.com/knpanel/index.html
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Table 1
Characteristics of two samples (including only qualified respondents).

Comprehension Study (n = 202) Choice Study (n = 413)

Weighted Unweighted Weighted Unweighted

% Male 51.7% 52.5% 45.1% 45.8%

Age
Mean  43.7 45.9 44.1 47.0%
(S.D.)  (11.0) (11.2) (11.3) (11.1)
[range] [25–64] [25–64] [25–64] [25–64]

Married % 75.2% 75.2% 69.0% 70.7%

Income median $75,000 to $84,999 $75,000 to $84,999 $75,000 to $84,999 $75,000 to $84,999

Income ($thousands)
<50 20.3% 20.3% 22.1% 22.8%
50–99  48.3% 45.0% 43.9% 44.1%
100–149 23.2% 24.8% 20.1% 22.3%
>=  150 8.2% 9.9% 13.9% 10.9%

Employment status
Employed % 75.4% 77.7% 80.2% 79.2%
Unemployed % 3.6% 3.0% 3.0% 3.4%
Retired/other % 21.0% 19.3% 16.8% 17.4%

Race/ethnicity
White  % 73.7% 78.7% 69.8% 77.0%
Black  % 7.2% 6.9% 10.3% 9.0%
Hispanic % 12.2% 9.4% 12.7% 8.5%
Other/Mixed % 7.0% 5.0% 7.2% 5.6%

Household size median 3 2 2 2

Highest Education
Less than HS grad % 5.5% 3.5% 4.7% 4.4%
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High  school grad % 52.2% 53.5
College grad % 28.3% 27.7
Advanced degree % 14.0% 15.3

o a series of multiple-choice questions about the costs of med-
cal services under different scenarios that varied in terms of
he services being used and whether they had spent down their
eductible. Responses to these questions were selected so they
equired few, if any, calculations to answer, but only required, and
ence measured, their understanding of the mechanics of health

nsurance.
The first question they answered, for example, was:
First, imagine that none of your family members, including you,

ave spent any money so far this year on medical care.

Q18 Your (in network) primary care doctor charges $80 for an
office visit. How much will it cost you to visit your doctor if you
are sick?

 Nothing (free)
 $30
 $40
 $55
 $80
 $150
 I’m not sure

Following each of these questions they were asked an open-
nded question about whether the multiple choice question was
ifficult to answer and, if so, why. (Few respondents answered
his question, so responses to it were not analyzed and are not
iscussed.)
Next, respondents were asked to answer a single open-ended
uestion (not multiple choice) which asked them to compute the
ost of a specific service – a 4 day stay at an in-network hospital.
hey were told:

©
©
©

52.0% 48.2%
24.9% 26.2%
18.3% 21.3%

Q29 You have not had any medical expenses so far this year. You
go in to an in-network hospital for 4 days to obtain surgery. The
hospital stay for the surgery costs $100,000. How much will the
hospital stay for the surgery cost you, personally?

$

Two questions then elicited further information about their
nderstanding of different features of health insurance, specifically
overage of preventive care and whether spending on in-network
roviders counts toward the deductible for out-of-network
roviders. The next 11 questions elicited their self-perceived
nderstanding (on a 5-point scale from “definitely don’t under-
tand” to “definitely do understand”) of different concepts and
ssues – e.g., “how the individual and family deductibles work.”
Results from these questions, which largely paralleled those
eported above and were otherwise uninteresting, are reported in
he on-line appendix but not discussed in this paper.)

Respondent were then asked two multiple choice questions,
bout their desire for a simplified insurance product, an issue of
entral importance to the research team:

Q58 Suppose there was  a new insurance product that had no
deductibles, and only fixed (copay) fees for different services. The
plan still covers preventive services for free. Assuming that in the
end you paid about the same total amount for medical care, would
you prefer the plan you have been working with in this survey, or
this new plan?
 Strongly prefer existing plan
 Prefer existing plan
 No preference between them
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Table 2
Actual and self-perceived comprehension of insurance concepts; Comprehension Study.

Concept Percent who  think they
understand concept

Percent of those who  think they understand
who  correctly answer question testing
understanding of concept

Percent of total sample who correctly
answer question testing understanding
of concept

Deductible 97% 81% 78%
Copay  100% 72% 72%
Coinsurance 57% 59% 34%

55%

N uestion with 5 possible responses.
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Table 3
Ability to compute insurance costs: percent answering multiple choice and fill-in-
the-blank questions correctly; Comprehension Study.

% correct

Multiple choice cost-estimate questions
In-network primary care visit 73%
Out-of-network office primary care doctor 59%
In-network MRI 41%
In-network primary care (after meeting deductible) 77%
In-network MRI (after meeting deductible) 57%
Level 1 allergy medication 78%
In-network primary care (after meeting MOOP) 58%
Out-of-network office primary care doctor (after
meeting MOOP)

35%

E.R. charge (with admission) 40%
Average, multiple choice questions 58%
Open-ended cost question:

Cost of 4 day stay in hospital 11%
Two  multiple choice questions:

In  the plan, is preventive care covered 100% if you
have not yet met  your deductible?

76%
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and 7% strongly preferred the existing plan. An ordered probit
regression16 (column 3 of Table 4) showed that the simplified
plan appeals more to females but there are no other significant
Maximum Out-of-Pocket 93% 59% 

ote: Comprehension of each concept was  assessed in a separate multiple choice q

 Prefer new (copay only) plan
 Strongly prefer new (copay only) plan

They were then asked the same question, but imagining that the
opay fees were 50% higher.

Finally, they were asked a question about the importance they
laced on an insurance plan offering out-of-network coverage (an

ssue of interest to Humana when it came to deciding on the
pecifics of the simplified plan they would create).

.2. Results

Table 2 reports the percent of respondents who stated that
hey understood each concept listed, the percent who were cor-
ect about their own knowledge (correctly understanding a concept
hen they believed they did), and the percent who  correctly

nswered the multiple choice questions about each insurance con-
ept regardless of their self-assessed understanding. As is evident
rom the table, people were highly confident about their own
nderstanding of copays, deductibles and maximum out-of-pocket
osts (all > 90%), but were less confident about their understand-
ng of coinsurance, which only 57% reported that they understood.
auging actual understanding by correct responses to the multiple
hoice questions, however, respondents’ actual understanding of
oncepts was lower than perceived understanding, ranging from

 high of 78% for deductibles to a low of 34% for coinsurance.
nly 14% of respondents answered all four questions correctly.
oreover, note that the multiple choice questions probably over-

stimate respondents’ understanding, since simply guessing would
ield an accuracy rate of 20%. Overconfidence (assessed by respon-
ents who reported that they understood the concept, but gave
he wrong multiple choice response) was evident for all four items,
anging from a low of 19% for deductibles to 41% for both coinsur-
nce and maximum out-of-pocket costs.

Table 3 reports the percent of correct answers to questions
esigned to gauge respondents’ ability to estimate costs of different
ests and procedures given the traditional insurance plan they were
resented with. There is substantial heterogeneity across questions

n respondents’ ability to correctly assess health care costs. For sev-
ral multiple choice items (e.g., the cost of an in-network office
isit either before or after meeting the deductible), more than 75%
f respondents answered correctly. However, accuracy rates were
uch lower – approximately 40% – for a number of other services

nd tests, such as an MRI  (before or after meeting the deductible)
nd out-of-network services. On average, respondents gave correct
esponses to 58% of the multiple choice questions. Finally, only 11%
f respondents gave the correct response to a relatively simple fill-
n-the-blank question about the cost of a 4 day hospital stay (14%
ame within plus or minus $1000 of the correct number; approxi-
ately the same fraction who estimated incorrectly overestimated
nd underestimated the correct value).
To determine what demographic characteristics were associ-

ted with respondents’ understanding of health insurance, we
egressed, using OLS, the sum of the number of insurance questions

d

n

In the plan, if you spend money out-of-pocket on
in-network providers, does this spending count
toward the deductible for out-of-network providers?

34%

summarized in Table 2) answered correctly (mean: 2.39, SD: 1.04,
ange: 0–4), and the number of the ten cost questions (summarized
n Table 3) answered correctly (mean: 5.30, SD: 2.27, range: 0–10),
n a variety of demographic characteristics (see Table 4), includ-
ng a dummy  variable based on number of visits they reported

aking to a doctor (greater than or equal to once a month = 1).15

he first regression in the table shows that older respondents
nswered fewer questions correctly, while college educated and
bove-median income respondents answered a higher number
f concept questions correctly. Having more experience with the
ealth care system, however, did not have a significant effect.
he second regression shows that neither of these variables, nor
ny others we included, predicts respondents’ abilities to calculate
osts. Neither comprehension variable was predicted significantly
y the frequency of medical visits variable, failing to provide sup-
ort for the prediction that greater experience with medical care
ould increase people’s understanding of concepts or ability to

ompute costs.
When presented with the concept of a simplified plan, and

sked for their preference between it and a traditional plan,
espondents exhibited a strong preference for the simplified plan.
ourteen percent strongly preferred the simplified plan, 41%
referred it, 31% were indifferent, 7% preferred the existing plan,
15 OLS was  appropriate because the error terms were approximately normally
istributed.
16 Ordered probit was used because the preference response scale is clearly ordi-
al, but not necessarily cardinal in the sense that respondents could interpret the
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Table 4
Predictors of comprehension and preference; Comprehension Study.

Linear Regressions Ordered Probit Regressions

Dependent variable: (1) Number of insurance
concepts identified correctly

(2) Number of cost questions
answered correctly

(3) Preference for
simplified plan

(4) Preference for
simplified plan

Male (SE) 0.05 (0.15) −0.32 (0.32) −0.29 (0.16)* −0.29 (0.16)*

Age (SE) −0.11 (0.06)* −0.11 (0.13) 0.05 (0.01) 0.09 (0.01)
Age2 (SE) 0.00 (0.00)* 0.00 (0.00) −0.00 (0.00) −0.00 (0.00)
≥College (SE) 0.31 (0.15)** 0.36 (0.34) 0.09 (0.16) −0.00 (0.16)
≥Median income (SE) 0.33 (0.15)** 0.04 (0.34) 0.14 (0.16) 0.08 (0.16)
Visit  >= once per month (SE) 0.20 (0.15) −0.73 (0.49) 0.03 (0.23) 0.03 (0.23)
Number  of cost questions

answered correctly (SE)
– – – 0.05 (0.04)

Number  of insurance concepts
identified correctly (SE)

– – – 0.24 (0.08)***

Adjusted R2 0.05 0.00 – –

Overall  test of parameters F(6,192) = 2.74, p = 0.0141 F(6,192) = 0.95, p = 0.4593 X2(6) = 5.88,
p = 0.4366

X2(8) = 22.15,
p = 0.0068

Standard errors in parentheses.
* Significant at  ̨ = 0.10.
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** Significant at  ̨ = 0.05.
*** Significant at  ̨ = 0.01.

emographic differences. Adding variables for the number of cost
uestions answered correctly and the number of insurance con-
epts identified correctly (column 4 of Table 4), we  find, somewhat
urprisingly, that the number of concept questions answered
orrectly has a positive effect on preference for the new plan; those
ith a better understanding of health insurance concepts show a

tronger preference for the simplified plan. One possible explana-
ion for this effect is that people who did not understand health
nsurance concepts may  not have been aware of their ignorance
nd, as a result, under-appreciated the benefits of simplification.

Not surprisingly, respondents were less positive about the sim-
lified plan when it came with copay fees that were 50% higher.
ith this modification, 7% strongly preferred the simplified plan,

1% preferred it, 34% were indifferent, and 29% prefer the original
lan and 9% strongly preferred the original plan. The 50% differ-
nce does not represent the likely cost-consequence of eliminating
eductibles, but was chosen somewhat arbitrarily to determine
hether respondents would be willing to make a substantial sacri-
ce on another dimension to enroll in a simplified insurance plan.
his reduced the percentage who stated they would prefer a simple
lan from 55%, in the case in which higher copayments were not

ndicated, to 28%.

. Choice study: the impact of health insurance
implification on healthcare decision making

The choice study was conducted to assess the impact of a sim-
lified health insurance plan on choices between medical tests and
ervices, and also to measure the relative appeal of a traditional or
implified insurance plan both before and after respondents had
een asked to compute the cost they would incur for obtaining a
outine medical expense.

Working in a collaborative team of academics and insurance
ndustry professionals at Humana, we designed a simplified
nsurance product that reduces cost-share variance and elimi-

ates deductibles and coinsurance, two components of standard

nsurance policies that are least well understood by policy
olders, as indicated by prior research and corroborated by the

ifference between, e.g., “strongly prefer S” and “prefer S” as having greater signif-
cance than the difference between, e.g., “prefer S” and “No preference.”
omprehension study just discussed. The simplified plan consisted
nly of a series of copays for different services. The simplified
nsurance product, which is presented in Appendix A, includes
arger copay differentials between higher cost/lower value ser-
ices and lower cost/higher value services, with the goal of driving
nsured individuals toward the latter. The simplified insurance
lan poses a stark contrast to the “consumer-driven” health

nsurance plans that are currently popular among insurers and
mployers that incorporate high deductibles that apply to most
but typically not preventive) services.

.1. Methods

Respondents (n = 413; demographics presented in the right-
and columns of Table 1) were randomly assigned to answer
uestions in one of two orders. Half were first assigned to make
ypothetical healthcare choices imagining they had the same
raditional plan that had been shown to respondents in the compre-
ension survey (see Appendix A). The plan was presented to them
n the bottom part of their computer screen, and they were also
sked to print it out for ease of perusal. They were then asked to
ake the same decisions again, but this time assuming they had a

implified plan (see Appendix A). The simplified plan was  designed
y Humana actuaries to have the same premium as the traditional
lan (assuming a similar client base, rate of profit, and, conser-
atively, that the plan did not change healthcare utilization). The
ther half of subjects made the same decisions, but in reverse order.

The decisions, which were presented in the form of scenar-
os, were designed to determine if respondents would choose the
ption encouraged by the incentives embedded in both plans. For
xample, the first scenario asked respondents to choose between a
ermatologist who  was in-network but whose office was  far away
nd one who  was  out-of-network but closer and highly recom-
ended:

Q111 For this question, imagine that you have not had any med-
ical expenses to date. You need to see a dermatologist for a spot
on your back that you are worried about. Dr. H is a board-certified

dermatologist who  is in your insurance company’s network. He
is 10 miles away, and you don’t know much about his reputation.
Several friends of yours have highly recommended Dr. O,  a derma-
tologist who is only 2 miles away, but is not part of your insurance
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plan’s network. You know that both doctors charge $150 for an
office visit. Please remember that your insurance plan is <PLAN>.
Who  will you make an appointment to see?

 Definitely Dr. H
 Probably Dr. H
 Not sure
 Probably Dr. O

 Definitely Dr. O

Q112 In answering the previous question, did you take account of
what you would end up paying, out of pocket, depending on what
you chose to do?

 Yes
 No

Q113 How did your insurance plan affect your decision? (open-
ended response)
Q114 How difficult was it, or would it be, for you to understand
how much you would have to pay if you went to the in-network
versus the out-of-network dermatologist?

 Very difficult
 Somewhat difficult
 Not particularly difficult
 Somewhat easy
 Very easy

The second scenario asked respondents to imagine they had a
ainful ear-ache and to choose between the emergency room or
rgent care. In the third scenario, respondents were presented with

 scenario in which they went to the pharmacy and were told by
he pharmacist that their doctor had prescribed a name brand drug
hen a generic was available. They were asked if they would want

he pharmacist to call the doctor if he/she offered, and whether
hey themselves would be willing to make such a call.

For each scenario, there were pros and cons for each alterna-
ive choice, but one choice was designed to minimize costs, and we
ere interested in whether making these costs more transparent
ould increase respondents’ sensitivity to them. While the costs

f making different choices were quite different across scenar-
os (approximately a $100 difference in the dermatology scenario,
200 in the Urgent care/ER scenario and $35 in the medication
cenario), they were not very different between the two  insur-
nce policies ($5 greater difference for plan T in the dermatology
cenario, $50 greater difference for plan T in the Urgent Care/ER
cenario and $10 greater difference for plan S in the medication
cenario). Thus, the main determinant of choices between the plans
as not differences in the incentives provided by the plans, but

ather the respondents’ ability to understand the incentives.
After each of these sets of questions, they were asked follow-

p questions about whether they took account of what they would
ave to pay when they made the decision and whether the insur-
nce policy made it easy to understand the cost ramifications of the
ecision. After each, they were also asked an open-ended question,
o express in their own words, “How did your insurance plan affect
our decision?”

In a final section of the choice survey, respondents were asked
hich of the two plans they preferred, and which they thought

as easier to understand. Their responses were recorded on a (−5

o +5) scale using a slider. They were then asked to compute how
uch a single service would cost under the two  plans. The ques-

ion asked them to imagine, “You have personally incurred $2000

t
o
d
Y

ig. 1. Cumulative proportion correct by percent absolute error in cost calculations
nder traditional and simplified plans, by frequency of doctor visits; Choice Study.

n out-of-pocket medical expenses this year. You go in to an in-
etwork hospital for 4 days. The hospital stay costs $100,000. If you
ad Plan , how much would the hospital stay cost you person-
lly?” The correct response under the simplified plan was $1050,
nd under the traditional plan it was $2500. Having attempted to
nswer the question, but without being given feedback about the
orrect answer, respondents then used the sliders to again answer
he questions about plan reference and which plan was  easier to
nderstand.

.2. Results

Table 5 summarizes respondents’ answers to the questions just
escribed, irrespective of ordering (since order turned out not to
atter). For all decisions, respondents are directionally more likely

o make the lower cost choice if they had the simplified plan, but
he differences relative to the traditional plan are small (2–3 per-
entage points) and not always statistically significant. Differences
n whether respondents would take account of what they would
ave to pay are all close to zero and not significant. Finally, differ-
nces on the question of whether the simplified plan made it easy
o understand the cost ramifications of a particular choice all favor
he simplified plan, are somewhat larger (8–21 percentage points),
nd are all statistically significant at the 0.01 level.

Supporting the idea that the simple plan was  indeed simpler,
3% of respondents gave the correct answer to the cost of the hospi-
al stay question for the simple plan, but only 2.2% gave the correct
nswer for the traditional plan. For the simple plan, 38% of those
ith a high school education or less gave the correct answer, com-
ared to 49% of those with a college degree or higher (p < 0.001).
he equivalent numbers for the traditional plan were 1.3% for those
ith a high school education or less and 3.6% correct for those with
ore than a high school education (p of difference = 0.14). Thus,

hose with more education were more likely to answer the ques-
ion correctly under either plan, but a larger effect is that, regardless
f education, people were much more likely to answer the ques-
ion correctly for the simplified than for the traditional plan. The
ncreased probability of correctness with the simplified plan was
he same regardless of how often the respondent reported visit-
ng the doctor (based on adding a variable for frequency of doctor
isits to a logistic regression of probability of correctness on plan,

 = 0.47).
To investigate more generally whether respondents are able to

nswer more precisely under either plan, we  calculated the percent
bsolute error (or PAE, |answer-correct|/correct) of each answer to

he hospital stay question. Fig. 1 shows the cumulative distribution
f respondents exhibiting different levels of absolute error, broken
own between less- and more-frequent visitors to the doctor. The

 intercepts shows the different proportions exactly correct (i.e.
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Table 5
Hypothetical choices stratified by traditional or simplified insurance plan coverage; Choice Study.

Scenario/Decision outcome Traditional Plan (Plan T) Simple Plan (Plan S) Significance of difference between
respondents’ answersa

Dermatologist
Chose to go in-network 78% 80% p = 0.24
Took account of what you would pay? 91% 93% p = 0.62
Found it easy to understand cost ramifications? 73% 81% p = 0.01

Care for Ear-ache
Chose urgent care over ER 74% 77% p = 0.04
Took account of what you would pay? 87% 87% p = 0.43
Found it easy to understand cost ramifications? 79% 88% p = 0.001

Blood pressure medications: name brand vs. generic
Would ask pharmacist to call doctor 78% 81% p = 0.09
Respondent would call doctor (only asked if “no” above) 70% 77% p < 0.001
Took account of what you would pay? 88% 88% p = 0.43
Found it easy to understand cost ramifications? 69% 90% p < 0.001
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a McNemar’s test on unweighted data.

ith zero error) – as reported above, the simplified plan has signif-
cantly more correct answers in both cases. Among less-frequent
isitors, we see that almost 90% are able to answer the simple plan
uestion with 500 PAE or less, compared to around 60% with the
raditional plan; furthermore, the simple plan seems to outperform
or any error level below 800 PAE. The picture is similar among

ore-frequent visitors, although performance there is uniformly
etter, and the traditional plan seems to be less relatively disad-
antageous (Kolmogorov-Smirnov tests of equality of the weighted
istribution functions all with ps < 0.001). Interestingly, the tradi-
ional plan seems to outperform for about the 10% of respondents
ith the highest errors in both visit-frequency groups (above about

00 and 1700 PAE respectively). However, since only 6 respondents
eached these levels of error in either group, this comparison may
e especially sensitive to individual- and question-level effects (for

ikely examples of the latter, note the discrete jumps at about 700
nd 3100 PAE in only the traditional plan, regardless of frequency).

Responses to the open-ended questions about how the insur-
nce plan affected each decision (available from the authors, on
equest) were more interesting than the open-ended responses
o the comprehension survey. Two differences between those
esponding for plan S and plan T were salient. The first was that
espondents used many more words in their responses when
xplaining their decision under plan S than plan T. For plan S,
ncluding only those who saw plan S first and summing over the
hree questions (corresponding to the three scenarios), respon-
ents used an average of 172 words to explain their decision
S.E. = 13.8), but with plan T only a mean of 133 (S.E. 10.4), a signif-
cant difference (p < 0.01). Even more striking, though admittedly
necdotal, were the differences in the nature of the explanations.
xplanations for decisions made under plan S were much more
oherent and more likely to cite specific numbers than those made
nder plan T.

Respondents were asked two questions, both before and after
hey had attempted to compute the cost of the hospital stay: (1)
hich plan they preferred, and (2) which of the two plans they

ound easier to understand. Fig. 2 presents the distribution of
esponses to the two questions, both before and after computing
he cost of the hospital stay. Initially, prior to computing the cost
f the service, there was a slight, although statistically insignifi-
ant, preference for the simple plan (mean = 0.12 on −5 to +5 scale,

.d. = 3.77; t(412) = 0.54, p = 0.59). There was, however, a strong
elief that the simple plan was easier to understand (mean = 1.64
n −5 to +5 scale, s.d. = 3.29; t(412) = 8.07, p < 0.001). After respon-
ents attempted to compute the cost of the hospital stay, the

e
o
t
b

elief that the simple plan was easier to understand, which was
lready strong, did not change significantly; however, there was a
ery substantial shift toward preferring the simplified plan (mean
hift = 0.99, s.d. = 3.88; t(412) = 4.17, p < 0.001).

Finally, we  categorize the plan preference variable both before
nd after respondents attempted to compute the cost of the
ospital stay, which could take on 11 values, into three ranges
preference for the traditional plan, “not sure”, and preference for
he simplified plan). We  then estimated ordered probit regressions
f respondent characteristics on this ordered preference outcome
Table 6). Belief that the simplified plan was easier to under-
tand is a very strong predictor of preference for that plan prior
o attempting the cost computations; after attempting the calcula-
ions, actual success in doing so is an additional strong predictor of
reference for the simplified plan. After controlling for these two
ariables, posterior preference for the simpler plan is greater for
omen and those without a college degree.

. Discussion

Our analysis of the results from the two surveys highlights a
umber of benefits of a simplified insurance plan design. The com-
rehension study shows that people have a limited understanding
f traditional health insurance. Only 14% of the sample was able to
nswer correctly 4 multiple choice questions about the four basic
omponents of traditional health insurance design: deductibles,
opays, coinsurance and maximum out of pocket costs (‘MOOP’).
imilarly, many respondents were unable to calculate the cost of
asic services covered by the traditional insurance plan. Most stri-
ingly, only 11% were able to correctly answer a fill-in-the-blank
uestion about the cost of a hospitalization.

Second, respondents reported that they would be somewhat
ore likely to engage in some cost-reducing behaviors – specifi-

ally, going to urgent care instead of the ER, and contacting their
octor to ask for a generic drug – if they were covered by a
implified insurance plan than if they were covered by a tra-
itional plan. One explanation for why  we  don’t find a striking
ifference in choices between the traditional and simplified plan
ay stem in part from the fact that people are already aware

hat traditional plans incorporate incentives for seeing in-network
roviders, avoiding the emergency room, and taking generic drugs,

ven if they can’t quantify the consequences of choosing one option
ver the other. Indeed, the fear induced by such ambiguity – that
he more expensive options may  be much more expensive – may
e an even more potent motivator than the knowledge of actual
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ig. 2. Relative preference for, and self-perceived understanding of, traditional and

ost-differences that the simplified plan makes it so much easier
o assess. In sum, these results suggest that simplification is likely
o have a substantial effect on individuals’ understanding of their

wn insurance policies, but raises questions about the magnitude
f the effect such an increment in understanding is likely to have
n healthcare choices.
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able 6
redictors of preference for simplified over traditional insurance plan; Ordered Probit, Ch

Dependent variable: (1) Preference for simplified
insurance plan before
computing hospital cost

(2) Preferenc
insurance pla
computing ho

Male 0.04 (0.11) 0.01 (0.11) 

Age 0.02 (0.01) 0.05 (0.01) 

Age2 −0.00 (0.00) −0.00 (0.00) 

≥College −0.05 (0.12) −0.07 (0.12) 

≥Median income −0.08 (0.12) −0.14 (0.12) 

Visit  >= once per month (SE) 0.09 (0.15) 0.11 (0.15) 

Simplified plan is easier to understand – 0.09 (0.02)***

Estimated cost of hospital stay with
simple plan correctly

– 0.11 (0.12) 

Overall test of parameters X2(6) = 2.78, p = 0.8355 X2(8) = 38.02,

tandard errors in parentheses.
* Significant at  ̨ = 0.10.

** Significant at  ̨ = 0.05.
*** Significant at  ̨ = 0.01.
lified insurance, before and after computing cost of hospitalization; Choice Study.

Third, respondents preferred the simplified health insurance
lan when it was described in general terms (in the comprehen-
ion study) and presented in detail (in the choice study). In the

hoice study, however, the strong preference for the simplified
lan emerged only after attempted to compute the cost of a single
ervice, contingent on being insured under each plan. Moreover,

oice Study.

e for simplified
n before
spital cost

(3) Preference for simplified
insurance plan after
computing hospital cost

(4) Preference for simplified
insurance plan after
computing hospital cost

−0.10 (0.11) −0.21 (0.12)*

−0.06 (0.01) −0.02 (0.01)
0.00 (0.00) 0.00 (0.00)
−0.18 (0.12) −0.29 (0.13)**

0.05 (0.12) −0.11 (0.13)
−0.04 (0.15) 0.06 (0.16)
– 0.46 (0.02)***

– 0.46 (0.13)***

 p < 0.001 X2(6) = 8.66, p = 0.1938 X2(8) = 185.6, p < 0.001
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Diagnostic lab/test $0
Primary care office visit $35
60 G. Loewenstein et al. / Journal of 

ased in part on responses to the open-ended question about
hy they preferred the plan they expressed a preference for, it

eems that some respondents were put off by the high prices of
ervices that the simplified plan made it easier to perceive. This
oints to a potential pitfall or marketing a simplified plan; people
ay  prefer the devil they don’t know in this context. Perhaps as a

esult of optimism bias or a dislike for being confronted by painful
nformation, consumers may  be attracted by the traditional plan’s
hrouding of the prices they will have to pay should they require
arious medical services.

Inevitably, the research has limitations. Respondents may  not
ave been very motivated to answer the comprehension questions
orrectly, since they were not incentivized to do so. More seriously,
he choices respondents made in the choice survey were hypothet-
cal, and may  not well represent how respondents would behave if
onfronted with similar, real, choices. On the one hand, the qual-
ty of the information they received was probably as good as most
nsured individuals face when they are making healthcare deci-
ions, and the predominant multiple choice questions in the survey
ay have made it easy for respondents to guess the correct answer,

o the results may  overstate both the impact of the insurance pol-
cy on medical choices as well as on ability to estimate costs. On
he other hand, the hypothetical nature of the choices, and the
ack of incentives for responding correctly, may  have decreased
espondents’ attentions to details, which could have attenuated
ifferences between the surveys that might be greater in the real
orld. In addition, some of the factors incorporated in the scenar-

os, such as recommendations from friends, the convenience of a
octor who is geographically closer, and the stressfulness of con-
acting a doctor to change a prescription, seem likely to have a
reater impact in reality than in hypothetical choice, although this
s not so important for understanding the impact of the insurance
olicies since these factors were held constant between the two
ersions of the survey.

Although simplified insurance might help consumers make
etter choices between policies, and perhaps better healthcare
ecisions given the policies they end up selecting, the overall

mpact of simplification is likely to be more subtle and complex
ecause employers are unlikely to be a static part of the equa-
ion. Prior research on automatic enrollment in retirement plans
ound that it led workers to save more, but also led employers to
ut back on the match rate so as to maintain the same approx-
mate payout (Soto and Butrica, 2013; Butrica and Karamcheva,
012). Thus, the main net effect was to redistribute wealth from
ore affluent workers to poorer workers who hadn’t been sav-

ng previously or receiving the match (arguably a good thing), but
ecreasing the match, as well as the savings rates, for more affluent
orkers. The impact of health insurance will therefore depend not

nly on the responses of different groups of workers, but also those
f employers.

The impact of simplification is also likely to depend on the
pecific form that simplification takes. Almost surely, the single
argest mistake that most insurance purchasers make is to purchase
olicies with overly low deductibles (Sydnor, 2010). Indeed, such
istakes are so severe that in some cases they violate dominance

 e.g., when someone pays more than $250 to drop the deductible
n a medical insurance policy by less than $250. Based on this find-
ng alone, it might seem that lowering deductibles to zero would
e lead to even more suboptimal choices, but this is not necessar-

ly a correct inference. If copayments are raised as deductibles are
ropped, this could decrease moral hazard – one of the factors that

aises the cost of low deductible policies.

In addition, if all workers faced the same zero deductible, this
ould eliminate adverse selection, at least on deductibles, which

s a major contributing factor to the low pricing of high deductible
 Economics 32 (2013) 850– 862

olicies. If making choices simpler makes it easier for consumers
o find good matches in coverage, however, is unlikely to help,
nd might even have adverse effects, when it comes to the other
spects of adverse selection. For example, better decision making
n the part of consumers could lead to a greater concentration of
nhealthy consumers in high cost, high benefit, plans, which would
end to raise the costs, and prices, for such plans, and, as a result,
o reduce risk-sharing between healthier and sicker individuals.

Giving people choices between insurance options they under-
tand is almost certainly a good thing; it is, arguably, inherently
esirable for people to make healthcare decisions with a reason-
ble understanding of what different options will cost. Yet, as the
rior discussion suggests, knowing exactly who will benefit or be
urt by simplification is not at all easy to predict. Like most poli-
ies, therefore, it would be best to examine the consequences of
nsurance simplification beginning with small scale field experi-

ents.
While recognizing the potential problem of insurance complex-

ty, the ACA adopts a somewhat superficial approach to dealing
ith it that revolves around the standardization and simpli-
ed presentation of information about insurance plan features.
owever, presenting simplified information about something

hat is inherently complex introduces a risk of ‘smoothing over’
eal complexities, in effect burying them in the now not-so-
ne print. Rather than trying to explain inherently complex

nsurance plans in simple terms, therefore, a more fundamen-
al approach would be to (1) design health insurance products
hat are truly simple, and (2) require plans to offer identical
eatures that can be directly compared. In this paper, we have
hown that it is possible to develop a cost-neutral simplified
nsurance product that is appealing to consumers. Hopefully,
he market will recognize, and meet, the need for such prod-
cts.
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ppendix A. The two insurance plans

CODE: A67
Plan S

You pay (in network)

PHYSICIAN SERVICES (per visit)
Preventive Services: preventive office visits,

preventive laboratory and radiology,
preventive immunizations, preventive Pap
smear, preventive mammography

$0
Specialist visit $60
Therapies: chiropractor, speech, physical,

occupational
$60

Urgent Care $75
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Plan S
You pay (in network)

HOSPITAL SERVICES (per visit)
Emergency Room $250
Outpatient Surgery $700
Inpatient Stay $350 per day, up to a

maximum of $1050.

OTHER MEDICAL SERVICES (per visit)
Durable Medical Equipment and Prosthetics $375
Ambulance $375
Advanced Imaging (PET, MRI, MRA, CAT) $375

PRESCRIPTION MEDICATION BENEFIT (per 30
day prescription)

$10 Generic/$50 Brand

Maximum Out-of-Pocket/Year – All fees
above apply towards maximum
out-of-pocket. Once maximum hit, all
costs are covered.
Single $5000
Family $10,000

OUT OF NETWORK:
If you go to an Out of Network physician, lab,
or  hospital, services are covered at 50% after
you have paid $5000 as an Individual or
$15,000 as a family.

Plan T

In Network
providers

Out of Network
providers

Coinsurance Values 80% 50%
Office Visit Co pay $30 primary

care/$55
specialist

Not applicable

Deductible
-  per calendar year
- copays do not apply

Single $1500 $4500
Family $3000 $9000

Out-of-Pocket Maximum
- per calendar year

- Deductible and copays do not
apply
Single $3000 $9000
Family $6000 $18,000

PREVENTIVE SERVICES
Preventive office visits
Preventive laboratory and radiology
Preventive Pap smear
Preventive mammography
Preventive prostate screening
Preventive immunizations
Preventive flu/pneumonia

immunizations
Preventive endoscopy 100% 50% after

deductible

PHYSICIAN SERVICES
Office visit 100% after

office visit
copay

50% after
deductible

Diagnostic laboratory and radiology 100% 50% after
deductible

HOSPITAL SERVICES
Inpatient services 80% after

deductible
50% after
deductible
Emergency room visit (copay waived
if  admitted)

100% after
$300 copay

100% after
$300 copay

Outpatient surgery and services 80% after
deductible

50% after
deductible

F

F

G
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Plan T

In Network
providers

Out of Network
providers

OTHER MEDICAL SERVICES
Urgent Care 100% after $75

copay
50% after
deductible

Spinal manipulations, adjustments,
modalities, physical, occupational,
cognitive, speech and audiology
therapy

100% after
specialist copay

50% after
deductible

Advanced imaging (PET, MRI, MRA,
CAT, SPECT)

80% after
deductible

50% after
deductible

Ambulance 80% after
deductible

80% after
in-network
deductible

Durable medical equipment 80% after
deductible

50% after
deductible

Rx Benefit - Retail

$10/$40/$70/25%

70%
after
appli-
ca-
ble
copay-
ment

- Level One: Low cost generic and
brand-name drugs.

-  Level Two: Higher cost generic and
brand-name drugs.

-  Level Three: Brand-name drugs that
have generic or brand-name
alternatives on Levels One or Two.

-  Level Four: High-technology drugs
(certain brand-name drugs, and
self-administered injectable
medications).

ppendix B. Supplementary data

Supplementary data associated with this article can be found,
n the online version, at http://dx.doi.org/10.1016/j.jhealeco.2013.
4.004.
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