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INTRODUCTION

Do you know which public service most of us use most frequently? The answer is straightforward: healthcare.
Yet less than half of my fourth-year Economics students guess correctly. The reason for this is that most of
them are young, and also rather urban, coming to university almost every day by underground, train or bus. At
a certain time in our lives, when we have young children, we use schools a great deal. However, if we take into
account what we do throughout our whole lifetimes, from cradle to grave, the doctor, the hospital and the
pharmacy take the biscuit. The number of times we avail ourselves of these services by the end of each year is
huge. If you are lucky enough to have kept clear of hospitals over the past year, try and recall approximately
how many times you have been to the doctor or the pharmacy to get medicines. Some readers might be
surprised to learn that in developed countries, those of the Organisation for Economic Cooperation and
Development (OECD), people see the doctor on average 6.5 times a year, although in some countries they do so
at almost twice this figure, while in others they do so much less. The Japanese and the Koreans go to the
doctor more than once a month; this is an average, so if a young person has not seen a doctor all year, there
must be someone else who has seen one more than twice a month. In other countries such as Germany and
Spain, people go to the doctor about eight times a year. The British go much less frequently: only five times a
year. Going to the doctor more often is certainly no indication of better health. People in more doctor-visiting
countries are not healthier, but they generate a high expenditure that somebody ends up paying for. The
Spanish seem to love going to the pharmacy to get medicines, and doctors must feel satisfied prescribing them.
At the end of the year the average Spaniard has bought more than 20 drugs prescribed by a public health
doctor – and that does not include doctors who administer or dispense in hospitals.
In most developed countries a patient who goes to the hospital, the doctor or the pharmacy does not pay
anything remotely resembling the whole cost of the healthcare involved. Although in most cases the patient
contributes part of the cost, it is usually quite a modest sum. Have you ever stopped to think how much
healthcare costs you? If you are fortunate enough to have a fairly generous public insurance, you are likely to
fall within the majority of people who think that it costs you very little; it seems almost free. But this is not the
case, not at all. If you are less fortunate and have no public insurance, or if you have to pay for very expensive
private health insurance, as happens in the US, or if you simply cannot afford any type of insurance, then your
opinion of what it costs you will be completely different. In fact, in both cases healthcare has a high cost for us;
the difference between these situations is not what it costs but how it is paid for, or how the cost of care is
distributed. The popular belief that “health is priceless” should continue with a warning: “but it has a high cost
that has to be paid”.
The general purpose of this book is very simple: to show that we can improve our health if we rethink the
way we pay for care and the role of prices in our healthcare decisions. Although they do not constitute the
main source of funding in any developed country, the role of prices, through cost sharing, unleashes fierce
political passions, especially in those countries where healthcare is funded through taxes. As early as 1951,
proposals for modest cost sharing for spectacles and dentures led to the resignation of the Minister of Labour
Aneurin Bevan in the UK, and the fall of the government soon after.
The intention here is not to conclude that cost sharing for healthcare is good or bad, but to provide proof
and scientific knowledge about its effects, so that we can use this information to make better and healthier
decisions. I make an effort to steer away from anecdotes and unsubstantiated opinions, and to use more
objective methods, randomised experiments and natural experiments, to examine the impact of social policies
and in particular healthcare ones. These methods can be of help to get a slightly more scientific idea of the
effects of ways of funding healthcare.
This book deals with healthcare and pharmaceutical cost sharing and how prices also exert their influence
on our care decisions, and hence on our health, and is critical of the politics that leads those who govern us to
make decisions that change our healthcare system without the minimum evidence that is required, for
example, for the approval of a medicinal product. The underlying concept in each chapter is that social policies
too must – and can – be evaluated. An intelligent government is one that is willing to modify its policies when
they are shown to be ineffective in achieving the goals set. We have an inescapable need for more policies and
less politics.
Nevertheless, it would be naïve and uninformed to try to avoid the political and social debate on the role
this individual responsibility should have in the new egalitarian approach to the welfare state by limiting
ourselves to stating the obvious fact that cost sharing is insufficient to ensure the disappearance of
inefficiencies in the healthcare system. Neither efficiency in health service use nor equity nor control over
spending can rest solely on cost sharing, or indeed on any other single magic policy. Its effectiveness is
enhanced when combined with other instruments and incentives. In fact, all European countries combine, in
different doses and proportions, a whole array of instruments that affect the behaviour of the industry,
prescribing physicians and patients.
This book grew in two stages and arose in part out of a long period of recovery from a surgical operation
with a good cost-effectiveness ratio that can be regarded as successful, especially considering the alternatives.
Half of this book started to take shape during a privileged – and very cold – stay as a visiting researcher at the
Department of Economics of the Massachusetts Institute of Technology in Cambridge, MA in winter-spring,
2011. I am indebted to Jeffrey Harris, Professor of Economics three days a week and inquisitive and intelligent
physician the other two, not to mention one of the best teachers on the MIT campus. His generosity afforded
me the privilege of spending an undisturbed and intellectually rewarding trimester in a sober office in building
E52 at MIT overlooking the Charles River, surrounded by marvellous minds, with the Boston skyline across the
river, partly frozen well into spring. I spent unforgettable hours engrossed in long conversations on health

policy research in the Sloan School cafeteria savouring the brilliant minds of Jeff and Beatriz González: food for
thought indeed. The book took on its final shape back in Barcelona in the last term of the 2011-12 academic
year, by which time I was busy once again with my teaching duties at Pompeu Fabra University (UPF) and
immersed in the effort to provide an independent and evidence-based view that has characterised the UPF
Research Centre for Economics and Health (CRES) since its foundation.
The list of people who, some directly and others even unwittingly, have helped me for years to piece
together the topics addressed in this book is too long to reproduce here, quite apart from the almost
inescapable risk of making omissions. However, I must thank and acknowledge all those who, ever since I
joined the Department of Economics at UPF in 1992 and the CRES soon after, have shared with me their
interests and passions in the field of public economics and health economics. The names of some of the
coauthors of academic publications in recent years, whilst an arbitrary criterion, occur to me as an
indispensable reflection of those with whom I have been able to share my enthusiasm for knowledge and
learning: Vicente Ortún, Guillem López, Beatriz González, Marisol Rodríguez, David Casado, Pilar García, Ivan
Moreno, Ivan Planas, Rut Puig, Ramon Sabés, Juan Oliva, Rosa Urbanos, Anna García-Altés, Salvador Peiró,
Ricard Meneu, Jaime Pinilla, Josep Lluís Segú, Joan Ramon Borrell, and many others.
With great patience and generosity, more than I deserve, Assumpta has revised the text and discussed
passages, with more influence than she herself suspects. As always, any errors or omissions are clearly
attributable solely to the author.
Cardedeu, 30 June 2012

PART 1

A TAX ON THE SICK

1

THERE’S NO SUCH THING AS A FREE LUNCH
THE MONEY ALWAYS COMES OUT OF OUR OWN POCKETS

To get a simple idea of what healthcare costs us, let’s set aside for a moment the huge figures in dollars or
euros that are bandied about by economists and journalists. It is difficult to convey accurately what this public
service actually costs with figures of this sort. The true cost is not the millions of dollars but rather what we
give up in order to enjoy medical care. By way of illustration, let’s see how many days’ work per year are
equivalent to what we assign to the funding of healthcare. People in OECD countries dedicate a month of their
working time every year to producing goods and services with which to pay for healthcare. For the United
States – an extreme case – this burden is much greater still: Americans have to work for between one and a
half and two months a year to bear the cost of healthcare.
Healthcare, then, involves a high cost in most developed countries, independently of whether they have
systems with universal access funded through taxes or social security contributions or systems in which private
insurance plays an important part. In many of these countries life expectancy today more than doubles the life
expectancy of a person born a century ago. The ageing of the population, the importance of chronic diseases
and new diagnostic and treatment techniques, together with new drugs, leave little room for doubt that the
need for financial resources to dedicate to healthcare will be more and more pressing as time passes.
Nevertheless, the fact of a growing need to set aside money to care for our health should not be seen as a
problem but quite the opposite, as long as the value we attach to improving our health and quality of life is not
lower than those costs.
If you are lucky enough to live in a country where healthcare is financed primarily with public funds, be
they taxes of some sort or social contributions, it still has a cost. However, when you go to the doctor or the
pharmacy you only pay a token amount, as you have already paid most of the cost before you go in: either
through income tax, deductions from your wages, or other personal taxes, or else through value added tax or
some other tax on the sale of the products you consume every day. Make no mistake: the burden of taxes, no
matter what type they are, always falls on us, inasmuch as we receive income and are consumers. In other
words, public healthcare funding does not actually exist; exaggerating a little, we could say that it is a mirage.
The public sector merely acts as a financial intermediary: it takes your money out of your pocket – or
sometimes before it even gets there, so you can hardly put up much of a fight – in the form of taxes and then
spends it by buying healthcare for all of us from hospitals, health centres, pharmaceutical companies and so
on. When we are among the lucky ones for whom health insurance is financed mostly through public funds, the
difference is not what care costs us but how we pay for it. At this point, two substantial differences appear with
majority public funding. One is that you pay taxes depending on your financial circumstances, your income and
your consumption, but you receive healthcare depending on your needs, with greater or lesser precision
according to the organisation of the health system in each country. Fortunately, this leads to redistribution
from the wealthy to the poor and from the healthy to the sick. Another difference is that when you go to the
hospital, the doctor or the pharmacy, the lion’s share of the bill is already paid. It has been paid by each
individual through his or her contribution to the public collection of taxes of all sorts. So, at the moment you
use healthcare with public insurance you either pay nothing or you contribute by paying a price that is well
below the actual cost of the care you receive. Generally, this is what in this book we will call “cost sharing” by
the patient.
In health systems where private insurance predominates, as is the case in the USA, it is common – in much
the same way as happens with other kinds of insurance: automobile, home, travel, etc. – for the patient to have
to pay out of his own pocket a far from trifling slice of the cost of care as coinsurance when he goes to the
doctor, the hospital or the pharmacy. Health systems where care is predominantly funded though the budget of
some government agency – for example, Canada, Italy, Germany, the UK and Spain – are certainly no strangers
to cost sharing, albeit some at higher rates and some at lower, to the extent that it constitutes the rule rather
than the exception. To simplify, we can say that in practically all health systems, whether voluntarily or
compulsorily, we pay a lump sum for entitlement to care, and subsequently, at the moment we receive each
different type of healthcare, we top up directly from our pockets what is needed to cover the costs.
The lump sum can be paid as the price or premium of a voluntary insurance policy or scheme, but it can
also be compulsory insurance if the state has established that all citizens with sufficient income have to be
insured. In many countries the compulsory lump sum has traditionally taken the form of the payment of
general taxation (income tax, or indirect value added tax or sales tax) or also the payment of the social security
contributions that wage earners are required by law to pay. On payment of these taxes or social contributions,
as the case may be, the state or the social security agency allocates a part of this revenue to the payment of
health insurance on behalf of the citizen entitled to care.
At the end of the year, the average or representative citizen will have paid with his public or private
insurance and directly from his own pocket the sum of the initial price in the form of a fixed amount plus cost
sharing or the price paid at the moment he uses the services. From this point of view, the funding of each
health system can be characterised as one combination out of the infinite possible combinations of the weight
or importance of the lump sum paid for entitlement to the insurance, regardless of whether or not the services
are used, and the variable amount paid in the form of cost sharing, which depends on the use made of the
insurance.
The main issue and the question to be asked in all health systems will be quite similar in this respect: what
is the most appropriate distribution of funding sources between taxes or premiums on the one hand and cost

sharing or user participation on the other? The absence of insurance and supposedly free universal access to
care are no more than the two extremes of this combination of resources: completely free care at the moment
we go to the doctor or the hospital is equivalent to zero cost sharing, while the absence of any insurance to
cover the cost of dental care is the same as 100% cost sharing for this care.
In the face of the need and the preference to obtain a little more money to fund healthcare, whatever the
size of the healthcare bill, and assuming that society can afford to pay that bill, the question to ask could be
very similar in all cases: in order to achieve the best possible outcomes for citizens’ health and quality of life
with those financial resources, is it more suitable to obtain an additional dollar or euro by making all
individuals pay equally, regardless of the use they make of the health services, or by making patients pay a part
when they use the services and benefit from the care?
THE BENEFIT PRINCIPLE

Direct and indirect taxes that serve for the general financing of the activities of the public sector, but without
any direct relationship between the existence or level of the contribution and entitlement to the services, are
not the only alternative for funding public services. There are other complementary systems of funding based
on the benefit principle, either directly (user participation in the cost of services) or indirectly (tax revenue
earmarked for a particular public service).
User participation in the cost of public services (cost sharing, user charges or tickets modérateurs) is an
attempt to establish a direct relationship – unlike in general taxation – between payments made and the benefit
gained by using the service in question. Cost sharing mechanisms imply the introduction of the benefit
principle into public funding: he who pays, albeit for only part of the total cost of the service, is he who
benefits from the provision of the service, rather than the taxpayer. User charges and tickets modérateurs
represent voluntary payments – although this is not always so – for the use of public services that seek to
transfer part or all of the cost of the service to the user. The copayments are voluntary in the sense that they
depend on the use of the services that the user decides to make, although they are a necessary condition to
access the service in question (e.g., a car park or a motorway): unlike in general taxation, without use there is
no payment. If payment is independent of whether the individual uses or desires the service, then we are not
dealing with a cost sharing mechanism as such, but rather tax revenue earmarked for a particular public
service.
The function of the benefit principle through cost sharing is, among others, to make up for the absence of
opportunity cost signals – a market mechanism – for economic agents that characterises the production and
use of public services not intended for sale. In the provision of public services in which price signals are
absent, when the monetary price is zero or near zero for access to and use of the services, there may be
overconsumption in comparison with the desirable level in terms of the costs and benefits for society. The
absence of opportunity cost owing to the inexistence of a price at the moment of use – which is equivalent to
almost full insurance coverage – may thus lead to a higher level of consumption than would have been the case
if users had to take into account the cost to society of their decision to consume. Examples of this can be found
in some cases of choice of several university courses and their disproportionately long duration, improper use
of hospital emergency services, no-shows to appointments, improper consumption of medicines, and many
others.
Cost sharing mechanisms can be applied in most services funded basically by the public sector: education,
healthcare, transport infrastructures, local public services and so on. Public revenue based on the application
of the benefit principle accounts for four out of every ten euros collected by local government in Spain, for
example. In the Nordic countries, public revenue based on making the user pay part of the cost of the service –
the benefit principle – is much more common and more substantial than in southern Europe.
Price mechanisms in the economy in general, and in public services in particular, can play several roles that
can easily be related to the application of user cost sharing systems in public services. First, prices act as a
simple mechanism for coordinating exchange decisions; for example, when transferring intermediate services
within the same organisation, such as a hospital. Second, they are an expression of the willingness to pay
shown by patients or users, to which service provision organisations must be sensitive; for example, how much
users are willing to pay to access hospital emergency services for non-urgent conditions. Prices can also
constitute a representation of the unit cost of service production and the predominant market conditions
(approximation to the opportunity cost of the decisions made). And lastly, prices are in themselves a funding
instrument based on the actual use made of the service, as opposed to the right to access to it.
The presence in public services of price-based signals does not mean that we should ignore the presence of
market failures that may advise public funding, and still less that we should neglect the redistributive goals of
tax-based funding. A universal right is not tantamount to a completely free one. The absence of prices results
in losses of efficiency owing to lack of cost consciousness in the form of overconsumption and social costs such
as congestion, long queues, waiting lists and so on. The vital necessity to correct market failures and
redistribute to those most in need and the underprivileged has more to do with guaranteeing universal access
to services and keeping prices as low as these circumstances demand specifically for each service, which
should not be confused with forgoing price-based signals such as the various forms of cost sharing, as long as
they do not amount to a barrier to access.
Cost sharing mechanisms as price signals in public services, in keeping with the general functions of prices,
have three basic purposes. Firstly, cost sharing can fulfil the function of rationing the consumption of certain
public goods and services the supply of which is scarce or insufficient to meet consumers’ demand. Secondly, it
can provide information about individual preferences and how users value public services. And thirdly, it
represents an additional funding instrument for public services.
A well-designed cost sharing mechanism holds several advantages that indicate that it can contribute to a
potential improvement in efficiency. We will see in due course that if it is incorrectly designed and applied the
cure will be worse than the disease. As we mentioned earlier, cost sharing establishes a direct relationship

between the services obtained and their cost (or at least it forces individuals to compare costs with benefits)
and may encourage preference revelation, thus facilitating the optimal provision of goods and services. Cost
sharing heightens responsibility insofar as it enhances the visibility and transparency surrounding the cost of
public services. Furthermore, it reduces the need to create or increase other taxes that produce greater
distortion in the economy.
The level of cost sharing can be set either in the form of a percentage of the cost of the service or of its
selling price, or in the form of a fixed charge per unit of service, or else in mixed forms, with deductibles or
limited cost sharing, etc. The level of cost sharing also depends on whether it is applied indiscriminately to the
whole range of services available to users or selectively; moreover, cost sharing can be selective in terms of
services (e.g., applied to non-compulsory but not to compulsory education; applied to hospital catering services
but not to medical ones) or in terms of the type of users affected (e.g., exempting certain population groups
from cost sharing: children and teenagers, or pregnant women, or the elderly, or the poor of any age, and so
on).
In general, the level of cost sharing is set below the production cost of the good or service. Therefore, the
problem of determining the level of cost sharing is similar to the problem of determining the most suitable or
beneficial level for society for the public subsidisation of a service. In this case the funding problem would
adopt a solution along the lines of tariffs or prices in different parts, in which one part of the cost is covered
through general taxation, regardless of the level of use, and another is funded by means of cost sharing and
depends directly on the use of the service. Examples of tariffs in two parts or more are to be found in many of
the private services we use every day. In the bill for the water or the electricity you consume, you pay a fixed
charge, even if you do not consume as much as a drop of water or a kilowatt of electricity: it is what entitles
you to have access to that service. As soon as you start to consume a little, you start to pay an additional price
for each cubic metre of water or each kilowatt. This is a classic example of a two-part tariff. Then there are
cases in which you pay a certain price, say, for the first few cubic metres of water you consume, but as of a
particular amount the price is slightly higher in order to discourage overconsumption. And so we have a
service with a three-part tariff: the fixed charge, the price of the first consumption block and the price of the
second block.
The fact that cost sharing is based on the principle of benefit received – the actual use made of the service –
makes it necessary to take some important considerations into account in the case of public services in order
to define which way of applying it might be most conducive to the improvement of efficiency; the impact of cost
sharing is going to depend on the type of services to which it is applied, type of users, level of cost sharing,
exemptions, method of collection and other variables. At first sight it might seem to be a policy that is easy to
define, but the details render it complex.
What potential advantages can be gained from cost sharing mechanisms as opposed to funding exclusively
through general taxation? First of all, they favour the internalisation of costs and benefits associated with the
decision to consume; the user will stop using the service or will use it less if it is not worth what it costs him,
even though the cost sharing makes him pay only a part of the total cost. Second, they encourage individual
responses based on one’s own tastes or preferences; if the service is of poor quality or does not meet our
needs, we will make little use of it. But we have to be careful, because the potential advantages are, as the
name itself implies, something that can only be achieved by making proper use of the medicine, namely cost
sharing. In Parts 2 and 3 of this book we will take a look at the good and bad conditions of application and use
of this medicine in public healthcare under real conditions.
One of the arguments traditionally wielded against cost sharing mechanisms is their negative effect on
equity insofar as they replace the principle of contribution according to capacity with that of use. The
characterisation of a cost sharing system on this matter cannot be in the form of outright disqualification, but
rather depends on the specific characteristics of the system itself and how it is applied. It is important to bear
in mind that we cannot talk of “cost sharing” as such, as if it were a single policy; in fact there is a varied menu
of types of cost sharing that differ substantially.
Cost sharing systems allow the introduction of exemptions and deductions for individuals and social groups
on the basis of characteristics generally associated with their income or their needs. The negative effects of
cost sharing caused by individuals’ heterogeneity can be dealt with or corrected at relatively little cost through
mechanisms such as fiscal expenses (deductions or allowances) in taxes of a progressive nature such as income
tax. Nevertheless, situations may exist for which deductions and exemptions give rise to serious problems in
their application (administrative costs of the system, stigmatisation of social groups, etc.) that may cancel out
the advantages of applying cost sharing mechanisms and advise against their use.

2

A PRICE IN TWO PARTS
A COST SHARING MENU OR A PRICE IN SEVERAL PARTS

In this book I use the expression “cost sharing” as an umbrella term for any kind of user participation in the
cost of healthcare and pharmaceuticals, although, as I will explain presently, this participation can take
different forms and receive different names in the specialist literature. In the Anglo-Saxon literature the
expression “copayment” is reserved for the payment of a fixed charge by the user, while the expression
“coinsurance” is used to describe a payment based on a proportion of the price of the drug. The one feature
common to all cost sharing systems is that they are policies in which the insurer – be it public or private – and
the patient share to some extent the responsibility for the cost of medicines or medical visits.
The real problem facing public healthcare in many countries is the social desirability of the high cost of
medical care. Even when we can afford certain increases in expenditure, the relevant question to ask, at the
right time and place, is whether they are worth what they cost. Regardless of their magnitude, as time passes
it becomes indispensable not only to increase the funding (public and private) but also to improve the
performance of the healthcare system, the ratio between the quantity and quality of life gained and the
resources used.
It is important to avoid the passivity of the patient and introduce the benefit principle – cost sharing and
publicly controlled (why not?) supplemental premiums – wherever the relevant issue is individual preference
rather than need from a societal perspective.
User participation in the payment of health services, in general, and pharmaceuticals, in particular, is also
given three names in the literature, which help us to understand their various functions: copayment, cost
sharing and ticket modérateur. The term “copayment” comes from the field of insurance. The coinsurance rate,
or cost sharing rate, in a free market is decided by the insured party as one of the parameters of the health
plan or insurance offered. The expression “cost sharing” alludes to the share of responsibility that the patient
should have in the management of his process and the logic of distributing the financial burden between the
two parties: insurer and insured. Lastly, when we talk of a ticket modérateur we are referring to the abuses,
the overconsumption, that inevitably comes as part and parcel of the moral hazard associated with the
existence of a third-party payer, with the consequent loss of efficiency and welfare: some cost has to be laid at
the patient’s door in order to moderate his consumption of pharmaceuticals or doctor visits.
We define the coinsurance rate or cost sharing rate as the percentage of the amount the insured party has
to pay out of his own pocket at the time of purchase. Some authors use the term “copayment” to designate the
fixed charge per item that is paid by the user, independently of the price. Another concept that is intended to
spread the financial burden of pharmaceuticals is the deductible (D), also known as the franchise fee, which is
the sum of money the patient must pay out of his own pocket before effective insurance coverage is activated.
In other words, come what may, the patient has to pay the first D monetary units. Above that figure, the insurer
starts to bear the financial burden of the medicine, its corresponding share of which depends on the cost
sharing scheme concerned. In addition, maximum or minimum charges are sometimes established in order to
limit the risk for one of the parties.
One way of discouraging the user from falling into overconsumption, although not of getting him to share
the costs, is the concept of prepayment: the user advances the money, paying the provider, and after making
the corresponding claim is then reimbursed.
A rise in health spending through increased private funding could occur by means of higher cost sharing,
higher spending on direct payment to private providers, or higher spending on health insurance. If a public
health system wants to maintain access to services on the basis of need rather than capacity to pay, private
spending should remain at a level that does not damage present levels of equity. This should not serve to give
support to across-the-board disqualifications of user participation in the cost of care (benefit principle) but
instead to encourage analysis based on knowledge and proof rather than on pure opinions and prejudices.
The universal right to healthcare cannot – and should not – be dissociated from individual accountability in
relation to health (obesity, exercise, unhealthy eating habits, etc.) and access to services (unnecessary use of
emergency services, non-compliance with treatment, no-shows to appointments, purchase of pharmaceuticals
that are then left unconsumed, etc.). Guaranteeing and ensuring the sustainability of public policies requires
mechanisms that, without distorting the welfare model, provide for beneficiaries to share responsibility for
their funding. It would be nonsensical to provide greater social protection if citizens failed to act more
responsibly in the face of health risks.
On the other hand, the higher the patient’s copayment, the more this measure will be in conflict with the
objective of guaranteeing equal access to healthcare for the same need regardless of financial means. In this
respect, although it is neither the most effective nor the most efficient instrument with which to achieve this
objective, many cost sharing systems are justified in practice as an instrument at the service of an intended
redistribution of income; for example, by granting pensioners free care instead of decent pensions.
Cost sharing systems are pharmaceutical and healthcare funding policies that can take on any one of a
large number of concrete forms, with the result that their implementation, the incentives they create and their
impact on consumption, expenditure and health status may be very different in each case.
Four main elements go to make up the design of a system for user participation in the cost of
pharmaceuticals (cost sharing): the value of the direct financial contribution made by the patient; deductible
amounts; the maximum limit the patient and/or the insurer can be required to pay; and services excluded from
insurance coverage.

The patient’s direct financial contribution can be established in at least two different ways, which can also
be complementary. In the case of pharmaceuticals, for example, we can have a fixed charge per item dispensed
in a pharmacy or a certain proportion of the selling price of the drug (for example, 40% of the retail price).
Obviously, a fixed copayment is equivalent to a larger proportion of the price of cheap medicines and a smaller
proportion of that of more expensive ones.
When there are deductible amounts (D), individuals pay the total cost of the first prescriptions dispensed up
to D. After the amount D has been spent, the insurer takes responsibility for either the totality or a certain
proportion, depending on the form taken by the patient’s contribution, of the pharmaceutical expenses
incurred by the individual. In this element, the observed effect on expenditure is a tendency towards reduction
when the insured individual’s expenditure does not exceed the amount fixed beforehand as deductible, but
does not constrain consumption above that figure.
Cost sharing systems can also include limits to the maximum risk taken by either the user or the insurer.
The former case is a way of reducing the financial risk that the cost sharing system shifts, for example, to the
chronically sick or to the acutely sick with a high cost concentrated in a short period of time (for example, a
maximum monthly contribution), or in relation to the maximum charge payable per item. The insurer can also
put a limit on coverage, in such a way that by means of this element the patient will have to cover any
expenses above a certain maximum level established in the insurance coverage.
Another element that can form part of the design of a cost sharing system is the definition given in the
catalogue of medicinal products or health services (selective funding measures as opposed to paying
everything indiscriminately) included in insurance coverage: excluding medicines from this coverage – e.g., a
negative list with drugs excluded from public funding – is equivalent to imposing 100% cost sharing on the
price of the drug. Another aspect to take into account, and which exerts an important influence over the
incentives associated with the cost sharing system, is whether or not individuals are allowed to purchase
reinsurance to cover the financial risks that the cost sharing system forces them to share.
The value of the financial contribution made by the patient, established as either a fixed charge or as a
proportion of the price, can be uniform for all medicines and individuals, or it can be multiple and
differentiated. In the event of it being multiple or differentiated, the value of the contribution can be
established following any one of several criteria.
The most common differentiation criteria when establishing the value of the contribution are: the personal
characteristics of the patient (e.g., differentiated percentage contributions of the price depending on the
patient’s level of income, which may include exemption from cost sharing for low-income groups); the type of
health problem for which the pharmacological treatment is indicated (e.g., coinsurance of 10% of the selling
price for drugs indicated for chronic diseases, HIV/AIDS, etc.); and the efficacy and cost-effectiveness of each
drug included in the insurance coverage (e.g., zero cost sharing for drugs that are regarded as essential and
highly effective, and high cost sharing for new and more expensive drugs that are no more effective, or only
slightly so, than the former).
WHY IS IT SO IMPORTANT HOW THE PRICE IS PAID?

Where should the additional resources to fund the increase in health expenditure come from? Make no
mistake: they will inevitably come out of the patient’s pocket. However, the way each additional euro comes
out of that pocket can be just as important as the euro itself, if not more so. For the time being, let’s set aside
the part of the funding that comes from taxes and insurance premiums and focus on the impact it may have if
we pay the additional euro through one sort of cost sharing or another; whether we pay it, for example, in the
form of a set copayment of €1 per visit or in the form of a certain percentage of the cost of the visit.
As we have seen above, to sum up, we may be faced with three different forms of cost sharing or user
participation in the cost of healthcare: fixed copayments, coinsurance and deductibles. Fixed copayments
require patients to pay a lump sum per medical service sought or medicine purchased (for example, €5 for a
visit to the doctor). Cost sharing in the form of coinsurance requires patients to pay a set percentage of the
cost of care, for example, 20% of the cost incurred during their hospital stay. The deductible or franchise fee is
the amount they must pay out of their own pocket each year before the insurance coverage begins to pay part
of the costs they incur. The insurance coverage often also includes other ways of financing expenditure, such
as ceilings or upper limits on spending. Lastly, some insurance plans feature a ceiling on the expenditure that
can come out of the patient’s pocket.
This is the classic cost sharing menu that we can regard as compulsory: fixed copayment, coinsurance,
deductibles, and maximum limits. They are the most common forms of cost sharing, and we find them in almost
all health systems. But fortunately the cost sharing menu does not end here. These forms of cost sharing are
compulsory insofar as if you are ill and need medical attention and drugs, you have no choice but to pay them.
The conditions of application may vary in each case – exempted population groups, services covered by the
insurance, higher or lower charges or percentages, and so on – but if you are ill and need medical care there is
nothing you can do to avoid this cost sharing, as if it were a tax on the sick. We can imagine – and indeed find
in real life – forms of cost sharing, of contribution by the patient, that are not compulsory and can be avoided,
depending on the decisions made by the patient on the advice of his doctor. Let’s take a look at an example
that is widely used nowadays by both public and private insurance in the US: differential cost sharing, with
payments in several parts. In a differential cost sharing system there could be, for example, zero cost sharing
for the cheapest generic drugs and those considered to be most essential, a €5 copayment for branded drugss
considered to be preferred on the basis of their effectiveness and their price, and a €10 one for branded drugss
not considered to be preferred. In 2009 the average copayment made by a Medicare patient in the US for one
month of treatment stood at $7 for a generic drug, $38 for a branded drugs on the preferred list and $75 for
non-preferred branded drugss. In a system of this kind, insurers have the possibility of negotiating the price
with producers and distributors of branded drugss in order to facilitate their product’s inclusion on the
preferred list, to which a lower copayment is applied.

Let’s now go back to the world of compulsory cost sharing, as it is the most widespread type, found to a
greater or lesser degree in any health system. Cost sharing for medicines is the most common case, and hence
it is very useful for seeing how the different theoretical types of compulsory cost sharing actually work.
Suppose your insurance requires you to pay a certain fixed charge, say between €1 and €5, for each
prescription written by the doctor, regardless of the pharmaceutical concerned. The Germans pay between €5
and €10 per item, the Austrians nearly €5, the British just over £7, the French €1, and so on. No matter how
highly you value the medicines your doctor has prescribed for you, even assuming you can afford them all, if
you already have one of these drugs at home and you are not going to use it just yet, you will probably prefer
only to pay for those that you do not have and you are going to take over the next few days. In other words,
paying a fixed charge per prescription, independently of whether it is high or low, encourages you to curb or
reduce the number of prescriptions you fetch from the pharmacy at the insurer’s expense. If you discover that
there is also a box of 28 pills of the medicine you have been prescribed by the doctor, assuming you need 28
pills, you will prefer to be prescribed the large box instead of two small ones in order to avoid paying the fixed
sum twice. Since you pay a fixed sum per prescription, you will be at a disadvantage if you need a large
amount of medicines, unless there is a ceiling, but it will make no difference to you whether the drug is
cheaper or more expensive. The first idea (that you pay the same price even if you need an expensive drug) is
an advantage: if you do not need it for the time being and you still have some at home, you will prefer not to
get any; yet if the drug is very expensive but necessary, the copayment does not affect you adversely as a
patient and provides you with what you need at the same price as if you needed a cheap treatment. The second
idea (that you are indifferent to the price of the drug because you always pay the same) is a disadvantage. If
the doctor has prescribed ibuprofen, at the pharmacy they can dispense a branded product with a higher price
than most generic alternatives. The generic is the same medicine as the branded product, the same chemical
substance, but it usually has a lower price, as any laboratory can make it once the patent period of the
innovator that markets the brand has expired. Such a simple fixed copayment provides you with no incentive to
prefer equivalent drugs at lower prices, unless the fixed copayment is lower.
Cost sharing in the form of coinsurance consists in paying a percentage of the price of the drug, in much the
same way as, for instance, many countries calculate part of the special duty we pay on petrol and cigarettes,
also known as ad valorem tax. The Belgians pay between 15% and 80% of the price; the Danish and the
Swedish, from 10% to 100%; the Spanish, from 40% to 60%, etc. Whatever the percentage charged to the
patient, if the drug is more expensive, the price you are going to have to pay will be higher. The first effect of
coinsurance will probably not be very different from that of a copayment: if you are not going to use the
medicine or you still have some at home, you will prefer not to buy it; in other words, coinsurance too
encourages you to reduce the number of prescriptions you fetch from the pharmacy. The difference in this case
is that if the treatment you need for your illness is expensive, then you will have to pay a price that may also be
high, but if there is an equivalent and equally effective alternative that is cheaper, it is more likely that you will
prefer it, unlike in the case of fixed copayment.
When there is a franchise fee or deductible, you the patient pay the first euros of expenditure up to the
threshold marked by the deductible, and above that figure the insurance takes care of all the expense, or a
certain proportion of it if there is coinsurance. The deductible protects against excessive or catastrophic
spending by the most sick, as the need for health expenditure is concentrated in a small number of individuals:
the most sick. Danish adults have to pay out of their own pocket the first 850 kroner of pharmaceutical
expenditure, and Swedes pay the first 900 kronor; only above that amount does the insurance begin to pay part
of the expenditure. Nobody is surprised by this, and most of us are used to having a deductible in our car
insurance. When you need few medicines, the fact that you have to pay 100% of what they cost will ensure that
you will try not to consume more than you need and that you will be inclined to go for cheaper substitutes, if
there are any. This changes as you see that your spending comes close to the deductible limit. When you have
paid the amount of the deductible out of your own pocket, if the insurance takes responsibility for all extra
spending, you will no longer care whether you are prescribed more medicines or whether they are more
expensive even if cheaper substitutes exist. The explanation is straightforward: once you have reached the
deductible amount, the additional cost for the patient is zero. In reality, if the patient already expects from the
start to spend a large amount of money on pharmaceuticals, his perception is that the additional price is zero
and he will make no effort to cut spending.
WHO PAYS THE FIRST OR THE LAST EURO?

In June 1990 elderly people in Nova Scotia, a province on the Atlantic seaboard of Canada with just over a
million inhabitants, stopped getting their medicines free. The public insurer imposed a fixed copayment of $3
per prescription up to a maximum out-of-pocket limit or deductible of $150 a year. Above that figure they
1
retained the free medicines to which they had been entitled since the 1970s. A team of Canadian researchers
described quite precisely the changes in the decisions to consume two groups of drugs taken by patients
affected by the cost sharing measure. In order to understand the effect of the deductible, let us distinguish two
groups of individuals: those who had a high probability of spending more than $150 on medicines and those
who had a low probability of reaching that figure. For the first group, the marginal price of the drug (the price
they paid for consuming one more medicine) was zero, as they expected to end up spending well over the
deductible amount, above which the insurance paid for everything. On the other hand, for those who expected
to spend very little the marginal price was above zero, as they paid $3 per prescription. How did the
researchers know whether a patient belonged to the group with a high or a low probability of spending more
than $150? As it is impossible to read the mind of each affected individual, let us apply a fairly simple
statistical criterion. If we know what a patient has spent on medicines in the last three months, we can forecast
his expenditure for the rest of the year assuming he spends at the same rate. If that figure equals or exceeds
the deductible amount, then we consider that the patient belongs to the group of those who expect to spend
more than $150. If the figure for annual spending projected on the basis of the last three months is below the

deductible, then we consider that he belongs to the group with a very low expectation of spending more than
$150.
The Nova Scotians behaved as the theory predicts. When the fixed copayment and the deductible were
introduced, those who had a low expectation of spending up to the deductible limit, and therefore had to pay
$3 per prescription, reduced their yearly number of prescriptions by 5%. The reaction of those who had a high
expectation of exceeding the deductible was rather different: the cost sharing measure hardly concerned them.
They behaved in the same way as they did before, consuming neither more nor less after the change from free
medicines to a fixed copayment with a maximum deductible. The decision whether or not to continue the
treatment seems not to have been affected by the loss of free medicines; in contrast, what is affected is the
quantity of medicines consumed. This is consistent with the fact that the decision to receive treatment depends
on the doctor, but that on the other hand the patient has some influence over the quantity he consumes of the
medicine prescribed to him by the doctor. We will come back later to the question of whether this is good or
bad for his health and for the welfare of society as a whole.
The following year, in July 1991, the Nova Scotian insurer decided to switch from a fixed copayment per
prescription to a coinsurance scheme, and made them pay 20% of the price of the drug, with a $3 minimum
charge. However, the deductible was kept at $150, and as soon as the patient went beyond that figure the
insurer took responsibility for the entirety of the expense, as before. The maximum risk for the patients
remained the same. Considering what happened in 1990, you will probably have little trouble guessing what
happened the following year with this change to 20% coinsurance. The elderly with a low probability of
spending above the deductible consumed 15% fewer medicines in both drug types studied by the researchers.
Nor does it come as any surprise that the population group with a high probability of going over that figure
consumed the same amount of pharmaceuticals as they did before the change.
The difference here, in 1991, is that the elderly reached the deductible threshold more quickly, since
instead of paying $3 per prescription they had to pay 20% of the price, whenever this figure exceeded $3. If an
elderly person has to meet a higher cost sharing bill – 20% coinsurance – then with the same drug consumption
the probability of reaching the $150 threshold will be higher. When they paid $3 per prescription, two thirds of
the elderly cut their drug consumption. When they switched to paying 20% of the price, only a third decided to
consume less. It is easy to see what happened: more and more people expected to exceed the deductible limit
and reach free additional spending, and therefore fewer and fewer people modified their decisions, despite the
increase in cost sharing.

3

CONVENTIONAL MORAL HAZARD
INSURANCE THAT INCREASES THE RISK

It never fails: the cheaper something is for us, the more we want it. If somebody else, someone other than
ourselves, foots the bill, we are much more likely to end up buying either a larger quantity or the same
quantity at a higher price than if it were all charged to our bank account. If I am going to buy some trainers for
my teenage kids and they find out that I am prepared to spend up to €80 a pair, they will probably only be
interested in those around that price or indeed higher, and those priced below that figure will cease to be of
any interest. It is easy for them to find out what I am prepared to spend; there is no need for me to tell them
explicitly. They work out my willingness to pay on the basis of what they managed to get me to spend last time
we shopped for the same item. The outcome always coincides with one of the latest models of the fashionable
brand of the moment.
Let’s suppose that instead of going to the shop with them and paying for their trainers directly with my
credit card I take a different course of action: I give them the €80 so that they can choose whichever trainers
they prefer and tell them to keep the change. In this way I am not going to spend any more than I planned, as I
was already prepared to part with the €80, and experience tells me that I can never get them to spend less
than that amount when it is time to renew their trainers. The situation is different now, even though the money
available and the trainers in the shops are still the same. What has changed is the buyer’s incentives to take
into account the price of what he is buying and whether for him it is worth what it costs. Suppose that the shop
stocks trainers of a very similar quality at prices that range from €40 to €100. Some teenagers will buy the
same trainers (costing €80) as they would have bought when I was paying. These are the ones that blow the
budget: they have no interest in saving in order to be able to buy other items; they probably have access to a
considerable amount of money and do not have the feeling that if they had more money they could buy
something they are more interested in. But others are going to come out of the shop with a cheaper pair of
trainers, because they no longer want to spend the whole budget. Have their preferences changed? Probably
not; they are the same as they were before, but now they realise they can save up to €40 if they buy a pair of
trainers that are similar but cheaper, and that they can then spend that money on going out to dinner with
their friends, for example.
A problem of incentives involving the relationship between what something costs and the value it really has
for us arises in the purchase of many more goods and services than you might reckon. I suggest that you think
about all those goods and services for which you have insurance, whether public or private, and for which you
only have to pay a small part or nothing when you buy them or use them. Let’s take the classic case of home
insurance against fire or theft, or car insurance. If you have no fire insurance for your home, you are more
likely to take more precautions such as buying an extinguisher. In contrast, comprehensive insurance against
fire and theft will cause many people to take fewer precautions. The incentives to buy an extinguisher or have
an alarm installed are less pressing for those who have insurance. In the event of a fire or a burglary, the
insurance will generously take care of all the expenses. It is true that if the insurer has to meet claims for
many more fires or burglaries among its policyholders the premiums are going to increase, but the cost will not
be borne by you, but rather will be shared by all the policyholders. The idea is that the more comprehensive
and generous the insurance, the less careful those who hire it will be, and the greater the cost will be for the
insurer in comparison with the cost incurred when each person paid his or her expenses directly. We will be
amply protected against fire or theft, yet the cost incurred due to fire or theft is quite likely to be greater than
it would have been if we were uninsured. Imagine housing suddenly loses value and the value of the insured
capital in the event of fire adjusts to this drop very slowly. As a result, the market value of many insured homes
may be lower than the amount the insurer has to pay in the event of destruction by fire. Something similar
happened in the US in the second half of the 1960s, and it was precisely in that period that claims paid by
insurance companies for fires grew by 55% in just four years.
Similar behaviour occurs in the case of car insurance. For example, someone whose insurance does not
cover theft is likely to be more cautious about where she parks her car. She will prefer to leave it in a secure
car park rather than a rough neighbourhood, she will install an anti-theft alarm, and she will make an effort
not to leave objects of value in view. Then again, we find a similar situation when excessive risk in financial
institutions’ investments and loans is left unpenalised. The bailouts for banks on both sides of the Atlantic since
the beginning of the recession have enlightened many citizens about the risk involved in over-comprehensive
insurance. If bankers who make risky investments get large profits when things go right for them, and then,
when they go wrong, instead of going bust and losing their jobs and their stock, they are rescued by the state,
supposedly to prevent worse evils, do the rest of the banks have incentives to be careful in their loans and
investments? This comprehensive public insurance against the risk of bank failure hardly seems to be a good
example for the rest of the banks. Any Irish or Spanish citizen will have heard his neighbours saying that they
are not worried about having his savings deposited in a bank that is going bankrupt; and the politicians are
sending out the same message. The state guarantees the capital they have deposited in the bank, at least up to
a certain sum. In this way no one has incentives to put their savings in cautious and responsible banks, which
would take time and effort, but rather quite the opposite: those banks that have offered high returns from a
position of bankruptcy are those that come out on top. Many small savers even prefer them, as they provide a
bigger return on their savings, and if there are any problems they know they have their capital guaranteed.
This behaviour when one is protected by insurance was already known as early as the 17th century, when
the actuaries of insurance companies began to observe what they felt to be unethical or immoral behaviour in

their policyholders. This change in behaviour – taking higher risks – when the risks are covered is known in
economics as “moral hazard”. So the term is far from new, and in the field of economics it has little to do with
morality. Nor is it related to fraud. The term, as used today in conventional economic theory, has no ethical or
moral connotations and is used to describe the increase in the probability of a loss or expense occurring, or of
it being of a greater magnitude when it does occur: an excessive expense, if the individual has very
comprehensive insurance that saves him or her from having to pay that expense personally. It is not a theory
but rather a hypothesis about behaviour that must be dismissed or confirmed in each case with facts and
figures.
The possible existence of moral hazard is much more widespread in our individual decisions, and goes
beyond buying insurance. Adam Smith is granted the merit of having introduced the concept into the field of
economics in 1776 with the publication of The Wealth of Nations. Adam Smith already observed at that time
that managers of companies owned by a large number of small shareholders with little ability to control them
are less careful with other people’s money than they would be with their own. The modern economic concept
of moral hazard is the work of Kenneth Arrow, winner of the 1972 Nobel Prize for Economics. Generally, moral
hazard can appear when one party (a policyholder or an employee, for example), whose actions are not
observable by the other party, influences the likelihood or the size of a payment. This is what happens with fire
insurance or car insurance when the insured party is less careful or less cautious but the information available
to the insurance company is limited, and when it cannot be determined whether a burglary that happened
when the insured party was away on holiday could have been prevented with a little effort on his or her part.
Assuming it exists, is there a solution for moral hazard? Or should insurance no longer be offered in order
to prevent risk from increasing? The problem associated with the economic concept of moral hazard is that the
cost of the insurance will get higher and higher. This higher cost would be unnecessary if individuals were just
as careful or cautious as they were before they had insurance; in this sense, it represents an inefficiency, an
excessive cost. It is beyond any doubt that in the face of risks that can cause a very high cost and that are
unpredictable, such as the risk of fire, theft or a road accident, the most appropriate way of protecting
ourselves from this risk is to buy insurance. In order to reduce the excessive cost caused by moral hazard,
insurance companies endeavour to create incentives for the insurance buyer to be more careful and more
cautious. Car drivers, for example, get an automatic bonus or discount if they have not had an accident for a
certain number of years. Many insurance policies include a clause whereby the insurer will pay the value of the
losses only above a certain sum. Thus, for example, the car owner might have to pay the first €100 of a repair
bill after an accident and the insurer would pay the rest. The contract of an insurance policy to protect a
building against burglary will usually require it to be equipped with suitable locks and latches on doors and
windows.
What we are interested in seeing now is whether healthcare is different, or whether moral hazard can also
exist when patients have health insurance that pays for the totality of the cost of care.
IS HEALTHCARE DIFFERENT?

If you have comprehensive health insurance that pays for all the expenses you cause in healthcare, you can go
and see your doctor more often than if you had no insurance. We have already seen how the concept of moral
hazard refers to situations in which the existence of insurance coverage of a risk increases the likelihood of
incurring expenses due to covered risks and/or the amount of those expenses. In the case of health services,
the existence of moral hazard leads individuals to use services more when they have insurance than when they
are without it. The fact that healthcare is a service of a different nature from other goods and services is not
sufficient reason to suppose that when we are fully insured we will not make greater use of it than would be
the case if we had no insurance.
Let’s suppose that someone has spent €500, paid by the insurance, on medicines prescribed by his general
practitioner. The coverage offered by the public insurance is very comprehensive, and provides free
pharmaceuticals. Last time he took his son, who likes sports, to the doctor he came out with two prescriptions,
which he went to fetch from the pharmacy before going home. For the slight swelling on his son’s elbow, the
GP prescribed an anti-inflammatory gel and a 300 mg dose of a painkiller that she advised to be taken only if
the pain persisted and no more than twice a day. When the father got home he realised that he already had an
almost full tube of the anti-inflammatory gel that he had bought nearly a year before. He also had a box of the
painkiller, purchased less than a year before, but with a dose of 600 mg per tablet. Incidentally, by then his son
was saying that his elbow didn’t hurt so much anymore. Imagine for a moment that it were possible for the
insurance to work like this: instead of giving him free pharmaceuticals, it gives him the €500 to spend on
pharmaceuticals when he needs them. Do you think he would spend the same amount on pharmaceuticals as
when they are dispensed free at the pharmacy? Now he has the possibility of keeping some of the money and
not spending it all. Instead of buying the new tube of anti-inflammatory and the new box of painkillers he might
decide to check his bathroom cabinet and use the ones he already has at home, the only drawback being that
he has to split the tablets of painkiller in two, in the event of actually needing it. If he behaved like this, he
would be telling us the value of the two pharmaceuticals he has just got from the pharmacy on the insurance:
in this rather extreme case they would have no value for him at all, as he achieves the same health
improvement by simply checking what medicines he already has at home. As this solution is not feasible, the
insurance is going to have to pay the price of the two new items he has fetched from the pharmacy. There is
nothing immoral or illogical in his behaviour: buying the two new packs is the quickest and most comfortable
solution, and moreover he has every right to do so, because he has paid plenty of taxes all these years. If he
decided not to buy them, nobody would come and offer him a tax rebate. The trouble is that because of all this
the insurance pays a high price for pharmaceuticals that for him are not worth what they cost; but the insurer
has no straightforward way of finding this out.
First of all, let’s take a closer look at the conventional approach to moral hazard in healthcare and the
consequences that derive from it for our health insurance. Moral hazard in healthcare has nothing to do with

any immoral or strange behaviour, and if it exists it is simply the result of the rational behaviour of the
individual: since the cost of an additional unit of service is shared by all the individuals that fund the insurance,
whether this is in the form of premiums or general taxation, it is easy enough to predict that individuals will
attend these services more than if they had to pay the full cost of care. In principle we could consider two
types of cases in which moral hazard can appear in healthcare. The first case could occur if the
comprehensively insured individual takes less care of her health, has a less healthy diet, stops doing exercise,
adopts a more sedentary lifestyle, and so on. This is what economists call ex ante moral hazard. If it were the
case, it would increase the likelihood of becoming obese, with a higher risk of suffering chronic diseases or of
being diabetic in the future. Now that we are delving into the world of possible scenarios, this would be the
hypothetical case of the non-smoker who, having secured himself a very comprehensive insurance, starts
smoking when he had no intention of doing so before he had the insurance. On paper this is feasible, and I am
not going to say this case is entirely impossible, but we know from the results of scientific research that almost
no one actually behaves in this way. So this ex ante moral hazard is of very little interest for the purpose of
helping us to see which health insurance is best for governments to offer people.
The second case, however, occurs when we are sick and the use of the healthcare could be greater if we
have a very comprehensive insurance. Unlike ex ante moral hazard, which as we have seen is of very little
importance, here we are dealing with ex post moral hazard: this occurs when we are sick or suspect we have a
health problem, and we think that more care is always better, and as it is free or costs us very little, we want
what we believe to be best for our own health or that of our nearest and dearest. When this happens – although
we are still not very sure to what extent it happens and by means of what psychological decision mechanisms –
price will also affect the use of medical visits, emergency services, X-rays, tests, pharmaceuticals and so on.
Yes, I know, nobody asks for a liver transplant for fun, or a round of chemotherapy for all the family just for the
sake of it. There is nothing to argue about on that score: such an interpretation is simply nonsensical, and the
concept of moral hazard may be oversimplistic but it is not so naïve; for the moment, then, when I talk about
the conventional approach to moral hazard I am not referring to treatments for serious illnesses but rather to
the more routine, run-of-the-mill use of healthcare, which is the way almost all of us use it much more
frequently throughout our lives. There is plenty of scientific evidence on this subject – the price effect in
healthcare – based on such rigorous social experiments as clinical trials on a medicinal product: if the price is
very low or we pay nothing, again when we are sick we want more and better quality healthcare than if we
have to pay a higher price.
The price effect of this ex post moral hazard would mean, in practical terms and with certain precautions I
will discuss presently, that the amount of healthcare is also to some extent (be it greater or lesser) higher than
when the price is lower or zero. Well, what’s so bad about that? If this price effect serves to give us better
health, in line with the belief that more care is always better, we achieve a benefit and there is no reason to
worry. It is possible that in some cases a little more healthcare provides us with better health, but the opposite
may also be true, because in healthcare there is absolutely no guarantee that more is better. However, the
conventional approach to moral hazard is not based on this. The real problem is that if there is moral hazard
due to insurance that offers healthcare free or at an excessively low price, then we are going to be poorer than
we were before; we will all end up losing out. Do you remember the anti-inflammatory and the painkiller for
the individual at the beginning of this section, who went to fetch them from the pharmacy just because he was
entitled to get them free even though he could have used those he already had at home? They had no value for
him, beyond the convenience of not having to go home to get them, and not having to split the tablets of
painkiller in two. The insurer – i.e., all of us – pays the full price of two medicinal products that are not worth
what they cost for our individual. Society as a whole – all those insured, including this user – has lost out with
this moral hazard behaviour: we are poorer than we used to be. Those two medicines might cost the insurer
€30, but the patient would pay nothing for them: he only goes and gets them from the pharmacy because they
are free. This behaviour has impoverished us; it amounts to overconsumption in an economic sense. This is the
conventional idea that moral hazard causes inefficiency or that it has a welfare cost. The price effect would
lead us to make greater use and incur expenditure on healthcare that is not worth what it costs: for each
additional euro spent, we would really only be prepared to pay a lower figure, perhaps a few cents, but never a
euro. The acid test is that when we have to pay a little out of our own pocket, we do not spend that extra euro
in its totality but only, say, ten cents. If this is the daily behaviour of a million insured individuals, the social
welfare loss, the measure of our increased poverty, will stand at €0.9 million (90 cents times 1 million) a day
and €328.5 million a year. Imagine what could have been done with all that money to improve the welfare and
the health of those most in need.
The conventional approach to moral hazard in healthcare would appear to lead to a political
recommendation as to how comprehensive the insurance should be: a reduction in the insurance coverage so
that treatment is no longer completely free, for example through a suitable cost sharing system, may help to
reduce the welfare loss associated with overconsumption. Here there are at least two issues that deserve
attention. One is the advisable magnitude of that reduction of the insurance; in other words, the cost sharing
amount. The other is whether, even in the hypothetical world of ideas and theories, cost sharing is the only way
of solving the impoverishment caused by the moral hazard behaviour of our insured population when the price
is near zero for routine healthcare use, excluding treatments for more serious or critical situations.
The solutions offered by the conventional theory to a problem of ex post moral hazard such as the one
illustrated here can in fact be complementary and of two kinds, depending on whether they are aimed at trying
to influence the behaviour of the physician or that of the patient. The concept of moral hazard tells us that the
problem lies in the change in behaviour of the insured party when the insurance company does not have the
necessary information to realise that the individual is “abusing” the insurance. In healthcare, the insurer often
uses the doctor as an agent to look after its interests and mitigate this overconsumption, and the examples are
innumerable in health systems all over the world: many patients cannot access a specialist directly but first
have to go to their GP, who will value the need for a specialist to intervene; many GPs have to follow clinical
practice protocols that prevent them from requesting, for example, a magnetic resonance imaging study rather

than a regular X-ray when attending a patient who has a slight pain in the sole of his foot and wants an MRI
just like his neighbour was given; there are doctors who cannot afford to be indifferent to the cost of the
medicines they prescribe to their patients and cannot “wrap up” the visit of a patient who has come to demand
some very expensive drug when the clinical assessment indicates that this pharmacological treatment is not
the most appropriate course of action, because the insurer monitors and analyses the appropriateness of what
they prescribe by means of drug use reviews which, differences aside, would be rather like audits of the
prescriptions they give to their patients.
The other conventional solution to the problem of moral hazard is some sort of cost sharing, which is
applied in almost all countries along the lines of what economists call a demand-side strategy, but all the same,
I have never heard of any health system that has forgone implementing measures of the first kind, those aimed
at the providers of healthcare: physicians and health centres. In social policies there is never a perfect
solution, but making patients pay something out of their own pocket is not the only solution to the problem of
moral hazard in healthcare, not even from the viewpoint of the conventional explanation. The purpose of health
policy is to seek the best combination of measures on both the physician side and the patient side in order to
make healthcare use more efficient.
As we already know, according to the conventional theory, reducing the right to free care with some sort of
cost sharing arrangement is not the only solution to the overconsumption and impoverishment that lead on
from the concept of ex post moral hazard. Even if for now it is only from within the world of ideas and theories,
in order to turn the concept of moral hazard in healthcare into something practical we need the conventional
theory to enlighten us with regard to two important issues in the design of a healthcare cost payment system.
The first is whether we have some sort of guide to know when the magnitude of the patient’s contribution
should be greater and when it is better for everyone if the insurer bears the total cost of care. The second is
that we cannot turn a blind eye to the need to mitigate the negative effect of moral hazard for society with the
social agreement that has brought us to create health insurance. The purpose of this social agreement is none
other than to reduce the risk of not being able to pay an unpredictable expense – an expense that is probably
huge when we are sick. Even in the framework of the conventional theory, we already come up against a
conflict that obliges cost sharing to fall within a fairly moderate magnitude: the interest in reducing moral
hazard, which would lead to sizable cost sharing, clashes with the interest in reducing the financial risk of
individuals and families in the face of sickness, which points to the advisability of government guaranteeing
that citizens are provided with health insurance, as Professor Kenneth Arrow set forth eloquently in a brilliant
2
if somewhat tedious narrative paper in the American Economic Review in 1963 that is regarded as the seminal
paper that gave birth to health economics as a scientific discipline. Curiously, Arrow had never written
anything about health economics before, and has done so only very rarely since.
In the conventional view, the greater the price effect, the higher the social cost of the moral hazard will be.
If, for example, pharmaceutical use and expenditure rise sharply when the patient pays nothing or very little,
yet the number of hospital admissions remains unchanged, then it is in the former case that there is a strong
price effect and we are losing money by paying for something that is not worth what it costs. In this illustrative
case, cost sharing would be advisable for pharmaceuticals, whereas hospital admissions should continue to be
free or priced near zero.
First lesson to learn from the conventional approach: the magnitude of the cost sharing should be greater in
those services that show most moral hazard; if there is no moral hazard or very little, there is reason to replace
free treatment with a cost sharing system. The price the user would be made to pay would not be the same for
all forms of healthcare provision; if no one with sufficient income would stop paying for chemotherapy because
of having to pay a few euros per week of treatment, then there is no convincing theoretical justification for
making someone pay part of the cost of treatment out of his or her own pocket.
Second lesson to learn from the conventional approach: the out-of-pocket cost sharing amount the patient is
made to pay must be moderate, so that the insurance can maintain the purpose that justifies it, namely to
mitigate the large and unpredictable financial risk involved in being ill. We must make sure that the value of
what is gained by reducing overconsumption when cost sharing is implemented is higher than what is lost by
increasing the risk of some individual or family being unable to access high-value care that would make a
major improvement to their survival and quality of life. Hence the amount the patient is required to pay should
have a stop-loss clause, a limitation on losses, a low ceiling for the total out-of-pocket amount payable in one
year, because if we did it any other way the patient would cease to have access to care; it is the financial
protection that the insurance seeks to guarantee him or her. So as not to upset the balance between the aim of
reducing the financial risk involved in illness and that of mitigating the cost of moral hazard, the out-of-pocket
limit should be very low or even non-existent for the poorest members of society. Therefore, the optimal cost
sharing – a technical term used by economists to refer to the most desirable level – should be higher for those
medical services or care in which there is a notable price effect, but should be moderate and with a fairly low
limit for all, without ruling out the possibility of free treatment for the poor.
Beyond the sphere of the scientific, the myth of moral hazard has been used repeatedly as a political
weapon against universal health insurance or in favour of insurance with extremely high deductibles or
franchise fees that prevent access to care for those who need it most. If there is moral hazard in healthcare it
has to be suitably proved with facts and figures. If this moral hazard exists, we are still a long way off being
able to make good policy recommendations; first we have to be sure that it makes us poorer, as nearly free
provision of healthcare is not the same as nearly free provision of any other good or service. And if we are sure
that it makes us poorer, then we have to prove which solution is most appropriate for mitigating the moral
hazard, in such a way that it strikes a more even balance on a scale in one of the pans holds the effects of
greater financial risk, especially for the sick and the poor.
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A TAX ON THE SICK
WHEN DOES MORAL HAZARD MAKE US POORER?

More is not always better in healthcare, and fortunately many health systems found this out a long time ago. In
countries such as the UK and Australia the concept of disinvestment in healthcare has gained much favour in
the debate on the future of public healthcare in a context of limited resources, especially after the beginning of
the first financial and then fiscal crisis, that began in 2008. Disinvestment means eliminating medical practice,
medicinal products or technologies for which there is scientific evidence that little or no health benefits result.
For several years now, the website of the British evaluation agency – the National Institute for Health and
Clinical Excellence (NICE) – has provided lists of clinical procedures that should not be conducted for certain
diagnoses, and cases in which the patient should not be referred to a specialist. Neither more medical care nor
more resources always mean better health; quality of care is much more likely to be preserved by eliminating
low-value clinical interventions than by slashing indiscriminately. In March, 2010 the prestigious British
Medical Journal asked 13 leading clinical experts in different medical and surgical specialities what could be
done to disinvest in their clinical practices. The result was a concrete list of clinical procedures conducted on
patients that they saw on a daily basis were not recommendable, in view of either the risk involved or the little
or no impact they had on health. Recommendations for clinical disinvestment pinpoint issues such as excess
diagnostic tests, unnecessary spinal surgery, and inappropriate medication in psychiatry or in patients with
respiratory failure. In the health systems of developed countries – those that spend most – there is evidence
that, in many cases, less can be better in healthcare. This is not to say by any means that we should defend
sweeping cuts in public health insurance budgets, but rather that we should avoid paying for that which lacks
value or is not worth what it costs, and that means resorting to scientific tests and clinical trials.
It is also true that when public insurance is highly comprehensive and features very low cost sharing, many
patients – at the same time taxpayers – are of the opinion that excessive use is made of healthcare when it is
the patient who makes the decision to initiate the request for care. Rather than serious diseases, we are
talking about repeated visits to the doctor for the same symptom when very few days have passed since
treatment began, or when we are not following the doctor’s recommendations; or visits for minor symptoms
that clear up when we exercise a little caution and self-care; or visiting emergency services for problems that
are clearly not urgent simply because it is less time-consuming for us and they provide better quality care than
our primary care centre does; or asking for more medicine during the visit to the doctor even though we do not
need it right now or still have some at home, and so on. Fortunately, knowing whether this happens in
healthcare is not a matter of faith but of facts and evidence, and some of the chapters later on in this book are
dedicated precisely to this.
Is it really true that we are always made poorer by the overconsumption that occurs – according to the
conventional approach to moral hazard – when the price of care is zero or too low? Even though we now know
that in many cases clinical evidence tells us that more care is not tantamount to better health, and even that
many users consider free care to be open to abuse, health is too valuable a commodity to go trying out cost
sharing schemes without being sure that by making patients pay a small sum out of their own pocket we are
not going to reduce the life years of the insured population. Before anything else, there are two points that
must be stressed about the conventional approach to moral hazard in the behaviour of an “over-insured”
patient. The first is that the economic concept of “overconsumption”, which occurs when the price is zero or
too low, is not the same as consumption that is unnecessary or without any health value. And the second is that
it is essential to correct the lessons of the conventional approach to moral hazard insofar as the savings made
on one side today – less pharmaceutical expenditure if there is a fixed copayment per prescription – may in
some cases become much more spending in the future, if ultimately as a result of non-compliance with the
pharmacological treatment the disease progresses and the patient ends up in the intensive care unit.
In the conventional approach to moral hazard, what is called “overconsumption” is such from an economic
viewpoint, and this does not always coincide with the clinical perspective. Going to the hospital emergency
services for a slight back pain that we felt in the morning when we bent down to put our shoes on might be
slightly useful for our health and quality of life, but at the same time it can be seen as “overconsumption”.
There is nothing contradictory about this. A lot of people suffer from recurrent back pain, and this problem
causes a great deal of doctor visits and days off work, and also an excess of inappropriate surgery. This is not
to say that in such cases an emergency visit is not effective, as the emergency medical team will no doubt
examine us properly and make a correct diagnosis. The trouble is that we would probably get the same
outcome by going to see our general practitioner tomorrow – that is if the pain has not cleared up
spontaneously or eased notably with a little rest and self-care, at a much lower cost than the emergency visit.
The emergency visit is useful for our health – that is not in dispute – but for us it is not worth what it costs. If
when we are made to pay a small price for the emergency visit, say €10, we immediately change our mind and
decide we are prepared to wait until tomorrow and visit our GP, then the additional value of the emergency
visit is not worth as much as €10. This is how the conventional approach to moral hazard should be
interpreted: “overconsumption” is not useless or inefficacious – it is just not worth what it costs. For this
reason it is important to bear in mind that reducing moral hazard, assuming for the time being that moral
hazard does indeed make us poorer, can have some cost in health terms. Nevertheless, the right solution in our
example is not for us to forgo seeking medical attention but rather for us to seek more appropriate attention,
and for us to be taught some physical exercises and postural habits with a view to improving the self-care of
our backs. If this “overuse” is reduced with a measure that encourages us to change our behaviours, then, on

paper, it is possible to replace low-value care – care that is worth less than it costs – with very effective and
necessary high-value care for another patient who would not be treated if the resources were taken up by lowvalue “overuse”.
The price effect on healthcare depends on people’s incomes. For a high-income individual, it is very likely
that paying a high price for access to care poses no problem. This person will not change his behaviour
because of the price. The conventional approach will find little moral hazard among people with high income.
On the other hand, a high price is a serious problem for the poor when they are ill. A price that is excessively
high in relation to their incomes may dissuade them from seeking the care they need, or may leave them
without money for other basic needs. All this is too probable to go unnoticed when judging whether moral
hazard always makes us poorer. The additional care received by lower-income patients when they have more
comprehensive insurance – especially if their previous insurance imposed large deductibles and cost sharing
contributions – may on most occasions be necessary and effective care that is worth more than it costs. If more
comprehensive insurance enables a diabetic to pay for his or her insulin, the price effect in the form of greater
pharmaceutical expenditure ceases to represent a moral hazard that makes us poorer; quite the opposite, it
can be a necessary and very efficient use.
Someone who is uninsured might have a serious illness yet decide to put off a visit to the doctor today so as
not to be left short of cash, considering that tomorrow she might have a much more pressing need. If she had
been insured she probably would have gone to the doctor today. Comprehensive insurance improves the
patient’s financial situation, and the fact that she makes more use of healthcare does not necessarily always
reflect overconsumption. Elisabet has just been diagnosed with breast cancer. If she had no insurance, she
would only be willing to pay the $20,000 that the mastectomy costs. Her health insurance costs her $4,000 a
year; with this diagnosis she has free access to the mastectomy, and also another $20,000 for the breast
reconstruction. Without insurance she would not have been willing to pay for the reconstruction, because she
did not have the extra $20,000. Therefore, having insurance can be likened to having more income when you
have to meet a health need. If the insurance gave Elisabet the $20,000 in cash, she would decide to pay for the
reconstruction, since for her it is worth more than this. Here we are not faced with a case of moral hazard:
there is no overconsumption. Rather than becoming poorer, we have gained from this increase in health
spending. But as the insurance does not give her the $20,000 but instead provides her with free access to
breast reconstruction, the problem we are faced with is that when we look at Elisabet’s behaviour from
outside, as observers, we have no easy way of knowing whether or not she is abusing the zero-price insurance
by getting herself a reconstruction for which she would not pay the cost if we sent her a cheque for her to
spend as she pleased. The hypothetical case of Elisabet yields some important lessons to help us design more
moderate and less broad cost sharing systems that do not make us poorer.
The conventional approach to moral hazard does not fit neatly into the case of serious diseases, the financial
risk of which is high and unpredictable. The price effect and moral hazard have more to do with the case of
doctor visits for common ailments, drug prescriptions, dental care and so on, than with the case of a liver
transplant or a coronary bypass. The hypothetical case of Elisabet offers us a good indication for high-cost,
effective treatments for serious diseases, such as organ transplants, traumatology, some cancer treatments and
so on, that we can only afford with comprehensive insurance. In these cases there is little point in observing
the price effect: what makes us poor is not moral hazard, but the absence of insurance; what makes us poor is
to impose very high cost sharing for treatments for serious diseases.
The evidence on the effect of cost sharing on medicinal products shows that in general it affects the
consumption of both less necessary drugs and more necessary and effective ones, causing potential negative
health impacts. What really makes us poorer is when we have comprehensive insurance to pay for ineffective
services, those with least clinical utility. If cost sharing also reduces the use of necessary and effective care,
then what happens is that there are individuals who do not always have enough information to make
healthcare use decisions. Again, the issue must be based on facts and proof, not mere guesswork. Many studies
indicate that an increase in the price reduces the quantity demanded, but that there is no difference in terms
of the level of effectiveness of the services. That is, in a great deal of cases cost sharing can reduce both
effective and ineffective services. If cost sharing also turns out to diminish the demand for care that provides
most health benefit for the patient – that is worth more than it costs – then the most appropriate course of
action will be to avoid those sorts of cost sharing that impose the same burden regardless of the type of care,
and instead make the patient pay for the care with the least benefit, according to objective measurements by
clinicians. If the capacity of patients to evaluate the benefit of care is confirmed in reality to be limited, the
optimal cost sharing should be based on the value of the care: lower or zero the more effective and necessary
the treatment is, and higher the less effective and necessary it is. In other words, we should be talking about
more finely tuned cost sharing, based on value, and value is not determined by either economists or politicians,
but by scientific evidence and clinicians.
IS THE PATIENT AN INNOCENT VICTIM?

In many health systems it is the patient who decides to make the first visit to his GP, but after that, few
decisions seem to be made by the patient of his own accord. It is the GP who prescribes him drugs, refers him
to a specialist, requests diagnostic tests for him, or sends him to the operating room. The patient also decides
whether to go to the emergency unit, and whether to go to the pharmacy to pick up all or only some of the
drugs he has been prescribed. There would appear to be more room for “risky” behaviour from physicians than
for moral hazard from the patient. As we have already seen, cost sharing is not the only solution to
conventional moral hazard; there are also other ways of trying to achieve similar results by adopting measures
that influence physician behaviour. Some cost sharing enthusiasts seem to forget part of the theory lessons.
When cost sharing represents high patient participation in the cost, we are effectively admitting the failure
of the insurance. On the subject of high cost sharing, even such a leading theoretician of the conventional
approach to moral hazard as Wharton School Professor Mark V. Pauly is willing to acknowledge that it should

be the last resort: “We should […] not be eager to have high cost sharing in health insurance; rather we should
only use it, kicking and screaming, if other less painful methods to limit benefits to care that is worth its cost
(and no more) have failed. Cost sharing may well end up being the best game in town, but it is not a happy
game.”
Physicians in health systems where most patients get free medicines, as has been the case for several
decades in Spain and to a less general extent also in other European public health systems, are strongly
inclined to support some small cost sharing contribution to reduce overconsumption. Although few of them
have heard of the conventional approach to patient moral hazard, they hardly need to have heard of it; I have
always had doubts about the multiple causes of this attitude of the prescribers, so opposed to zero pricing. By
way of illustration, this is the opinion of a Spanish doctor in a blog on the effects of free drugs for insured
pensioners: “Because there are patients who pick up more medicines than they need, because obviously we
hand them over to them and they stockpile them out of some sort of atavistic fear. Not long ago on Twitter
someone reported that a large number of boxes of insulin had been deposited in a pharmacy (we assume that
the patient had died). A box, which costs €70, is supposed to last a certain amount of time depending on the
units that are used, and the pensioner is supposed to pick it up only when he needs it. Recently, I discovered
that a patient of mine had been given 22 boxes of Spiriva in a year, instead of 12. If she had had to pay €2.60 a
box, she would only have asked for it when she needed it.” Both the insulin and the Spiriva were prescribed by
doctors to patients with chronic health problems. Spiriva is the trademark for tiotropium, an active ingredient
administered in powder form through an inhaler and indicated for people with chronic obstructive pulmonary
disease. The selling price of each box is over €50. The doctor is complaining about the “open bar”, zero pricing
for patients, which encourages them to stockpile. But it is not just the patient who has an open bar: neither
does this doctor face any financial risk regarding the cost of everything he prescribes to his patients. If those
who consume pay nothing, and those who demand (i.e., prescribe) on behalf of the patient are indifferent to
what it costs, while the insurer is a passive agent who pays for everything it is told has come out of the
pharmacy, it is hardly surprising that there is moral hazard and pharmaceutical expenditure ends up being
much higher than it would be if physician and patient had incentives to take costs into account. Seemingly this
patient’s overspending on tiotropium is in excess of €500; the patient has picked up 22 boxes at the pharmacy
when she needed only 12. But who cares about this? In a situation of this sort the moral hazard lies not only
with the patient; if the doctor can hand out as many free dinner tickets as he likes, without it costing anything
either for him or for the diners, the moral hazard lies with patient and doctor alike. At this restaurant nobody
pays; if the prescriber has an unlimited right to invite, if the patient eats for free and if the insurer pays for all
the meals, the financial incentives derived from establishing some sort of pricing are nowhere to be seen. Is it
any surprise to find that the insurer pays a huge bill at the end of the month?
The physician’s moral hazard can be just as damaging as the patient’s, if not more so. This is nothing new.
When George Bernard Shaw wrote his celebrated play The Doctor’s Dilemma in 1906 he was thinking about
physician moral hazard, in the same way as Adam Smith himself had already taken note of the moral hazard of
directors of companies with multiple owners, none of whom has effective capacity to control the behaviour of
the managers. Shaw’s play illustrates that in healthcare too, we get what we pay for. Shaw’s doctor is attentive
when he is paid and neglectful when he is not. It is not a question of morals; it is a question of incentives. If
Shaw’s doctor were paid a certain set fee per leg amputated, the country would be full of legless people. If the
doctor is not paid for prescribing the treatment with the best ratio between cost and health outcomes –
effectiveness – then he lacks incentives to take care that the insurer pays for no more medicines than are
necessary.
Have you ever thought how both the amount and the price of the drugs you are prescribed depend not only
on your illness but also on the way your doctor is paid? Peter and James are two patients with chronic
obstructive pulmonary disease and are almost the same age. They live in the same middle-class
neighbourhood, but they go to two different health centres that are geographically close but organisationally
quite far apart. Peter’s doctor is paid a fixed amount by the insurance per visit attended in her practice at the
centre. If this doctor’s patients are very healthy and stay away from her practice, the doctor will receive little
payment. If the doctor is lax with her patient’s demands for expensive medicines, since this is charged to the
insurer’s budget it will have absolutely no effect on the fees she receives. All the financial risk of the cost of the
pharmaceuticals lies with the health insurance, except for a small fixed copayment that must be provided by
Peter.
James also has to provide this small copayment out of his own pocket for the medicines he is dispensed at
the pharmacy, but his doctor works under quite different conditions. James’s doctor’s pay does not depend on
the number of visits made by his patients; he is paid a fixed sum each year from the insurance, no matter how
many visits he receives. The healthier his patients are, the fewer visits they will make. But it’s not so simple.
This fixed sum for taking responsibility for James’s healthcare includes not only the cost of the visits made by
the patient but also any medicines he might need, and furthermore all specialist visits and hospital admissions
are also charged to this physician’s capitation budget. James’s doctor is no longer indifferent to whether the
patient consumes more medicines than he needs. James cannot be allowed to pick up 22 boxes of tiotropium
from the pharmacy when he only needs 12; the overspending this entails is at the doctor’s expense; he pays it
out of his own budget and is left with a much smaller sum. One might then rapidly retort that this doctor will
prefer to prescribe James nothing at all so that he will incur no pharmaceutical expenses, but he has no
incentive to do this. If James fails to receive appropriate treatment his health will deteriorate, he will suffer
complications or relapses of his illness, and attending to this worsening of his health state in emergency
services or by admitting him to hospital will prove very expensive. Remember that the doctor is responsible for
this expenditure, so he has incentives to provide James with the right amount of the most effective medicine,
and to ensure that James makes proper use of the nebuliser with which the tiotropium is administered. Peter’s
pharmaceutical expenditure is probably considerably higher than James’s, with absolutely no guarantee that
Peter’s health is any better. These are the facts; now, are they the result of James’s moral hazard? They can’t
be, because they are both liable to the same copayment; the difference lies in their respective doctors’

financial incentives. The moral hazard in this case belongs to Peter’s doctor, not to the patient.
Up to now, both Peter and James have had to pay $2 out of their own pocket for each prescription. Under
these conditions Peter’s annual pharmaceutical expenditure has been almost 30% higher than James’s. This
difference in spending, assuming their health is similar, would have to do with their doctors’ incentives to take
into account or otherwise the cost of the drugs they prescribe to their patients. The health insurer has now
decided to increase the fixed copayment that it charges for each prescription in an attempt to curb the growth
in pharmaceutical expenditure. The new copayment is now fixed at $8 per prescription, for Peter and James
alike, as they are both insured through the same health plan. The increase in the copayment changes the
incentives affecting the behaviour of both patients, but it does not affect the way the doctors are paid. In view
of the price, Peter is now much more careful about how many prescriptions he picks up from the pharmacy,
because the price in the form of copayment has risen… by 400%! The change in his behaviour attributable to
the rise in the copayment leads him to cut his annual spending by almost 30%, without increasing the
frequency of his hospital stays or emergency visits. The price rise at the pharmacy is the same for James as it is
for Peter, yet James picks up the same number of prescriptions and at the end of the year consumes the same
amount as he did before.
How come, faced with a price rise that multiplies the price of prescriptions by four, James remains
indifferent while Peter has made a substantial reduction in the number of prescriptions he has picked up from
the pharmacy? The end result is that now, with the increase in the copayment, the two patients have very
similar spending on pharmaceuticals, and their health-related quality of life is not very different. The
explanation for this apparent paradox is to be found in the interaction of each patient’s incentives with those of
his doctor. Right from the start, James’s doctor has financial incentives to ensure that the patient will not
spend more than necessary, so this patient’s expenditure hardly changes when he is made to pay a few dollars
more per prescription in the form of a copayment. There is no need to penalise James with a larger copayment,
simply because his doctor already has incentives to prevent him from wasting money on unnecessary
medicines. On the other hand, Peter’s doctor has no incentive to control unnecessary spending. It is not that
her behaviour is immoral; it is just that she is not paid to control expenditure. This is why it has been necessary
to penalise Peter with a copayment increase in order to reduce the overconsumption, which is none other than
the result of patient and prescriber behaviour with moral hazard. Peter’s expenditure is reduced only when he
has been penalised with the copayment, but we do not know whether this outcome is the product of a change
in Peter’s behaviour or also his doctor’s. Peter’s doctor might, in fact, be sensitive to the price paid by her
patient; if he pays nothing or very little, she merrily prescribes him more expensive drugs, but if she knows
that now Peter has to fork out a considerable sum for each prescription she might put herself in her patient’s
shoes, take pity on him and prescribe him only what she considers to be really necessary and reasonably
priced. In this situation Peter’s doctor is behaving as if she had insurance protecting her from all responsibility
for the cost of the medicines purchased by her patients, whereas James’s doctor would have insurance with a
very high copayment chargeable to the doctor himself. Unfortunately, these decision-making mechanisms have
merited very little attention from researchers, but there are indications that this indirect effect of cost sharing
on the physician does actually exist, as we will see presently. Once again, the way to reduce moral hazard
would be to penalise the physician so that he or she takes more notice of the cost of care. Is this indirect form
of cost sharing the best solution?
In health systems with a majority public insurer for most prescriptions, the doctor can have easy access to
information on the size and type of cost sharing borne by the patient. Thus in these cases it is more likely that
prescribers’ decisions will take into account what their patients pay than when those patients are covered by
multiple and varied private insurance plans. This situation, which is more common in the US, does not help
doctors to be good advocates for their patients and try to prescribe what is going to cost them least money,
even supposing they actually want to protect their patients’ wallets.
A team of researchers from the University of Pennsylvania have studied the drug spending decisions of
135,000 people aged under 65, some of whom had a doctor like Peter’s and others one like James’s. In the
early 1990s these people had health insurance with United HealthCare Corporation (UHC), which then
provided coverage to 1.4 million people in 20 US states. UHC health plans offered coverage for
pharmaceuticals with a fixed copayment per prescription that, depending on the plan, ranged from $2 to $10.
Some of the doctors who treated patients under this insurance received a fixed payment per medical service –
i.e., per visit – and had no responsibility for the drug spending incurred by their patients (independent practice
association or IPA model). Other doctors who treated patients with the same type of insurance belonged to an
integrated healthcare organisation (health maintenance organization or HMO model) and received a payment
from the insurance in the form of a sum for each person which included the cost of medicines, so in this case it
was these HMOs that paid the pharmacies, and not the insurance itself as happened in the case of the IPAs.
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These researchers, one of whom was Mark V. Pauly , have provided evidence regarding the paradox of the
behaviour of the doctor/patient combination in terms of the generosity of the insurance. If the UHC insurance
increases the fixed copayment per prescription by 50%, from $5 to $7.50, the drug spending of patients under
the IPA model decreases by 12%; however, the same price rise for the patient is of no utility for reducing
expenditure when the doctor works in an organisation within the HMO model. In fact, no matter what the size
of the copayment amount, for any two patients in similar conditions the expenditure per person is always
considerably higher in the IPA model than in the HMO model. This study stands as proof that the incentives
work, but not only on the patient. We would effectively be penalising Peter in order to encourage both him and
his doctor to make more responsible drug use decisions. The explanation given by the researchers on the
economic meaning of these results confirms that moral hazard in healthcare can be tackled not only on the
patient side but also the physician side. “If physicians’ motivation to curb drug spending is low, as in the IPA
plans in our study, their willingness to write prescriptions will be relatively high. In that case, patients’ drug
copayments can have an important impact, as patients may request fewer prescriptions or decide not to fill
prescriptions they regard as discretionary. Conversely, direct financial incentives for physicians to control drug
use, as in the network plans in our study, may have encouraged them to prescribe only essential drugs. In that

case, patient cost sharing would have had little or no impact, because the level of discretionary and elective
drugs would have been low already.” In short, there are cases in which an appropriate physician incentive
policy can achieve the same effect as the copayment, with the advantage that the patient is not penalised.
A TAX ON THE SICK

What happens if cost sharing fails to reduce healthcare use? All that happens is that the individuals see a
reduction in the financial protection of the least healthy without any reduction in the cost. Perhaps the ultimate
outcome will be a tax on the sick. If we adopt the conventional approach to moral hazard, we could say that in
this case there is no price effect, so there is no justification for applying cost sharing measures if the aim is to
mitigate overuse. This is what happens with treatments for serious illnesses in the case of people with
sufficient income. If this cost sharing does not serve to reduce healthcare use, what it actually does is to
directly reduce the financial protection of those individuals who have the worst health status. The costs are
transferred from the patient’s account to that of the insurer, who in this way saves costs; but this has nothing
to do with spending less. To some extent we would be faced with what some critics like to call, almost
derisively, a “repayment” or “re-copayment”: paying for the same thing twice.
Up to now we have practically limited our attention to the reduction of overuse caused by moral hazard
behaviour – the reduction of inefficiency – as a justification for imposing patient cost sharing. We must
recognise, however, that the political will and the motives for introducing or increasing healthcare cost sharing
mechanisms are far removed from this supposed improvement in efficiency. Often, especially in health systems
with majority public funding via direct and indirect taxation or social security payments, budget constraints
lead those responsible to seek alternative funding sources. Before questioning this motivation – which has
become increasingly common in many European countries, especially since the beginning of the financial crisis
in 2008 – we should stress that nothing of what we have said above about the best way to apply cost sharing
when there is moral hazard is of any use for a tax on the sick. If we change the aim of the cost sharing, the
logic about the most appropriate way to apply it changes too. The best cost sharing is the sort that raises little
revenue, if we are seeking to mitigate overuse without harming the financial protection of the sick. If it were
possible to apply cost sharing only to overuse and this cost sharing were successful, not a euro would be raised
through patient cost sharing, simply because overuse would disappear. In the real world things are not quite so
clear-cut, but the idea is the same, if cost sharing is implemented properly and benefit is achieved by
mitigating care that is not worth what it costs rather than by raising money from the patient’s pocket. But this
recommendation is of little use to the politician who is only interested in increasing public revenue, and to this
end has thought up a new tax: a public price on healthcare or cost sharing. The politician will soon come to the
conclusion that if the ideal cost sharing measure – the optimal cost sharing, in the economists’ jargon – is the
sort that raises no revenue, clearly the right direction must be the exact opposite from that recommended by
these people who know nothing about finance. There’s no doubt about it: in order to increase revenue, what
you have to do is impose cost sharing on the sort of care that patients are definitely not going to forgo even if
they have to pay a higher price: the more necessary and useful the care is, the easier it will be to get patients
to pay the tax. This is the exact opposite of efficient cost sharing, and making money involves targeting
services with little price effect, those that patients cannot go without or substitute with others.
The services of podiatrists, physiotherapists and even dentists are excluded or very poorly covered by those
European health systems with the most comprehensive universal public coverage. Are these services not
healthcare? The feet, the muscles and the mouth deserve just as much attention as any other organ or part of
the human body, and our health and our health-related quality of life depend on them, too. The usual
explanation for these and other exclusions from comprehensive universal coverage is that public resources are
limited, which is obvious, and that these aspects of our health are left to each individual’s self-care, giving
priority to other more important types of care. In fact, it is highly debatable whether foot, muscle or mouth
problems are less important for our wellbeing than those regularly treated in our health centres, but let’s not
go into that now. There is less debate, however, about charging for that which is not healthcare but is
associated with its use. The car park near the health centre is not free, and neither is the hospital car park. By
the same token, there is no good reason why a hospitalised patient should not be required to pay a modest sum
for part of the catering costs of his or her stay, as long as the less advantaged are treated appropriately.
Nevertheless, this would not be healthcare cost sharing as such, but rather a charge for non-health services.
Suppose the public insurance has managed to secure a large enough budget to introduce foot care into its
coverage, but that this amount is entirely insufficient to provide the service free or nearly free like the rest of
the visits to the centre. Imagine that with the available public budget it can only finance a quarter of what it
would cost to provide foot care for all those insured. If the service is provided free, the treatment capacity will
be limited by the available resources and we will have excess demand resulting in a long waiting list to get
treated, during which time either the problem will get worse or the patient will decide to pay the whole cost
out of his or her own pocket outside the insurance coverage, and the expectations of the insured population
will be dashed. In this case, the simplest course of action would be to make the decision to extend the
insurance coverage to podiatrist visits, for health reasons and not purely aesthetic ones, with a 75%
coinsurance. Those who believe that they are entitled to everything, and that it should all be free, are going to
complain about this decision, throwing their hands up in horror, accusing the policy maker of conspiring
against the welfare state. The appearance of high cost sharing like this will enable them to drag out the
phantom of the privatisation of healthcare and repayment. In fact, nothing could be further from the truth.
What the public insurer has just done is precisely to reduce the cost sharing amount that existed up to now, but
the funds do not stretch to totally free treatment. Seen from this perspective, the extension of coverage to foot
care is not a repayment but quite the opposite: it is a reduction of the patient’s contribution to the cost of care.
Moreover, if the price is 25% subsidised, patients who could not afford this care before will now be more likely
to be able to access the services of a podiatrist, a physiotherapist or a dentist. And, if the covered population
with a little more income is made to pay a little more than 75% of the cost, this will provide some extra

revenue that could be ploughed back into improving the quality of the care provided at the health centre,
assuming that revenue remains at the local level and is not swallowed up into the central pool of public money.
When a service is not covered by the insurance, we are effectively dealing with cost sharing that requires
patients to pay 100% of the cost of care if they need it. There is no greater cost sharing than that resulting
from a service that is not covered. When a drug is not included in the insurance this means that if you need it
you have to pay the whole price: a 100% coinsurance.
In order to assess the role of a fundraising cost sharing measure we would need to look into the causes of
the public revenue bottleneck and the health budget constraints. How do governments decide to allocate
budgetary resources to public healthcare as opposed to other items of expenditure? What type of tax is used –
or could be used – to obtain one more euro, if the tax burden is increased today, to dedicate it to public
healthcare? No health system, be it public or private, can avoid suffering some sort of inefficiencies, to a
greater or lesser extent; reducing them in order to have more resources is a necessity in good times and bad
times alike. Eradicating tax fraud is a priority at all times, not just when public finances, especially for
healthcare, are short of cash.
If we reduced public spending inefficiency and tax fraud, might this be sufficient to forget about the
financial limitations of universal public insurance once and for all? Would it enable us to avoid having to resort
to cost sharing aimed at fundraising rather than dissuading overuse? Obviously, it would help to some extent,
although it is the obligation of all those who manage public finances, no matter when or where. One thing is for
sure: with free access to care, and with constant technological progress that provides us with new diagnostic
techniques and treatments for previously untreatable diseases, or more effective medicines with fewer adverse
effects, the demand and expectations of the insured population are going to overwhelm the capacity to provide
care with the available resources, even if we manage to reduce inefficiency and tax fraud. Public coverage will
be forced, as happens widely in practice, to exclude those services that are considered to be payable by the
user because they are of less value for his or her health, which, as we have seen, is tantamount to a 100%
coinsurance; and, it will be forced to manage long waiting lists for necessary care, and to try to give priority to
those patients who need care most within those waiting lists. No matter how much priority is given to
healthcare by a generous welfare state, there are also other high-value public services – education, social
services and public infrastructures – that compete for limited public resources.
Remember that nothing comes free, especially healthcare. The citizen who embraces the logic of the
universal right to totally free healthcare of all sorts, especially in Europe, tends to have a simplistic answer to
this situation: all we have to do is increase the taxes paid by those who have most, and dedicate them to
funding the improvement in public healthcare. In those countries that have suffered most from the dramatic
fall in public revenue since 2008, such as Italy and Spain, the main cause of resource constraints is, in many
cases, not low rates for direct taxes (income tax, corporation tax), but rather that there is too little base left to
tax. With this expansive logic for public revenue, with the implicit acceptance of the misconception that in
healthcare more is always better, there is never room for cost sharing to help to maintain public revenue
dedicated to healthcare. There may be cases in which the defenders of this position are partly right, but not
always; despite the intuitive appeal of this logic, more expenditure does not always result in better health, nor
is it always socially desirable to raise more taxes instead of the patient paying a modest part of the cost of
care. The administrative response with universal eligibility, uniform provision and free treatment, assuming
that funding through taxation is a guarantee of equality or equity, is not a good guide either for the
improvement of equity or for an increase in shared individual responsibility.
Let’s suppose that in the Republic of Drugonia there has been a sudden drop in revenue raised through
public taxation, used to fund an efficient public health insurance. Drugonia has one of the highest corporation
tax rates of countries with comparable income levels, but this does not enable it to raise much revenue through
this tax, as fewer and fewer companies are making a profit. Income tax is very high and makes those who earn
most pay a great deal; the highest-paid wage earners can pay considerably more than half the last euro they
earn. Although income tax rates were put up only recently, even this seems to have failed to raise more public
revenue; there are more and more unemployed and fewer and fewer wage earners, and therefore fewer and
fewer taxpayers. The Republic is in the throes of a deep economic recession with several causes: some have to
do with mismanagement by politicians and bankers, while others are more external, although the debt figures
of the public sector are still moderate. However, neither the international banks nor the Drugonians’ rich
neighbours are prepared to lend them even a euro unless it is at an interest rate that smacks more of a loan
shark trying to force them into bankruptcy than a partner willing to help them out of the recession. Up to now
public healthcare has been funded through direct taxation and also the indirect sort: those that we pay when
we consume, such as value added tax or special taxes on hydrocarbons, tobacco and alcohol.
For some time now, surveys conducted by the Ministry of Finance of the Republic of Drugonia have
indicated that taxpayers are of the opinion that healthcare is the public service that most justifies the high
taxes they pay, but almost half of them also consider that they themselves and the rest of the population abuse
healthcare because it is free. At the last elections, all the manifestos of the political parties boasted that they
would be the only ones who, if they were voted in, would keep public healthcare free and give priority to
spending on health and education. They all declared themselves to be against any form of cost sharing. Soon
after the elections, the party in power recognised what everybody knew from long before the elections: the
Treasury coffers are empty. Income tax and value added tax rates have both been increased, but even so, less
and less tax is collected; there is no choice but to get the axe out and start hacking away at expenditure willynilly, and for good measure, to light a candle in the hope that a miracle will bring economic activity back to a
level that will enable citizens to pay taxes again. There is little point now in preaching about reducing the
shameful amount of tax fraud when no one hurried to do anything about it in previous years and the problem
today is that there is no money left in the Drugonian kitty to pay for pharmaceuticals and tests for hospitalised
patients, or insulin for diabetics, and, just like the shopkeepers, no one will give them credit any more: the
suppliers, too, want to be sure that they will get paid. The situation is not easy, but some alarm bells should be
ringing at the fact that both government and creditors, and even outraged activists, seem to agree that the

solution is to flatten the accelerator: more taxation for those who have most, and more taxes on sin (i.e.,
tobacco and alcohol) and petrol. Although many people do not realise it, increasing taxes takes its toll on
society, as it reduces economic activity and consumption or saving. The margin for increasing direct taxation in
Drugonia is already limited. The biggest earners are not salaried workers – a dying breed – and those who do
enjoy a high wage pay more than half of it to the Treasury as soon as their back is turned. Increasing the tax
burden of those who have most is a tricky business: capital, unlike wage earners, is fleet of foot and won’t
hesitate to move to neighbouring countries that charge less. As for tax fraud, there is little to say: the
clampdown that shamefully was always shelved in the past must now finally be implemented, but it will not
yield miraculous revenue in the short term. The government has just one card left to play – increasing special
taxes and value added tax – before succumbing to the inevitable and charging for healthcare use, at the risk of
finally losing the little popular support they have left only six months after winning the elections.
Without relinquishing the goal of reducing tax fraud and not wasting even a euro of public money, the
financial situation of Drugonia is exceptional and serious. Let’s take a look at the two options being weighed up
by the government this week in an attempt to get enough cash together before the end of the month to be able
to afford medicines and pay doctors’ and nurses’ wages.
The first alternative, which generates little social opposition, is to make a substantial increase in the socalled “health cent”. This item, which has already been in place for some time in the form of a surcharge on the
consumption of hydrocarbons, is earmarked in its entirety for public healthcare. The second alternative is
ruled out because the Minister of Health of the Republic knows it might cost him his head, as it amounts what
many people describe as repayment or a tax on the sick: charging a fixed sum for each visit to the GP,
specialist or emergency unit and for each day of hospital stay, with an amount ranging from €10 to €30
depending on the type of care. Will it be fairer to collect the extra euro for healthcare if it comes from an
indirect tax than if it comes from a copayment? It is often taken for granted that a euro obtained from taxation
is fairer and more equitable than a price, levy or copayment for a public service. This is something that needs
to be proved, as it is not always the case. We know that indirect taxes, the sort paid in the supermarket or the
restaurant, require a greater effort from those who have less. The are regressive taxes: low-income individuals
spend almost everything they earn – or even more if they can borrow – on consumption in order to cover their
basic needs, whereas high-income individuals consume more than the poor, yet spend a proportionally smaller
part of their income on consumption and are still left with a part of it to save. If this is the way things are, as
they are in Drugonia, the amount paid at the end of the month by low-income citizens in the shape of taxes on
consumption constitutes a larger proportion of their income than is the case with wealthy individuals. This is
quite the opposite of a progressive tax, such as the income tax currently in force in Drugonia: on every euro
earned, the poorest who earn something pay next to nothing in income tax, and the richest pay more than half.
So if the extra euro for healthcare comes from indirect taxes it will cause the income distribution to become
even more unequal.
Would it be possible, in Drugonia’s present situation, to design a type of cost sharing that would enable us
to obtain that same extra euro for healthcare in a much less unfair way? On paper, the answer is not only “yes,
it is possible,” but, moreover, that at the same time we could mitigate overuse… although this is no guarantee
that we can rely on the Drugonian government to do it properly, or that they would even want to. In order to
obtain an extra euro for healthcare without making the income distribution even worse than it already is, it
would be enough to have good public managers: charge all healthcare users in Drugonia a small fixed amount
per prescription, physician or emergency visit, hospital stay, X-ray or analytical test, with absolute
transparency, and demonstrate explicitly that this money will be used to maintain the quality of care in the
patient’s local area; charge less for more effective and necessary drugs and treatments, and charge more for
more expensive drugs and treatments when cheaper equivalents exist (avoidable cost sharing); don’t charge
children or people who have no or very low income; don’t charge for preventive care like vaccines or regular
checkups for high-risk patients; be capable of managing a personal account at low cost, just like banks have
always done, to guarantee that no one pays more than a certain amount per annum, say, €100 or €200; and in
the income tax return, refund anything the patient has paid above 1% of his or her income, except for
avoidable cost sharing that the patient chose not to avoid. If Drugonia’s politicians and public managers go for
the soft option of putting up the health cent, which amounts to just a little bit more of the same old story, it is
because they are afraid of the possible electoral cost or because they are not prepared to make the effort;
either they can’t or they won’t.
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WHY LESS INSURANCE CAN BE BETTER
COST SHARING AS SOCIAL INTERVENTION

It is true that the particular institutional and cultural characteristics of each country make the health system
different in each case. But the social debate about whether health insurance should be more or less
comprehensive, or to say the same thing differently, whether there should be less or more cost sharing, always
deals with the same issue. Basically it is about how patients’ healthcare use criteria and decisions are altered
when we are insured. This is the point on which our attention should focus whenever the key objective is to
reduce unnecessary use: the sort of use that contributes least to health improvement, the sort that is not worth
what it costs even if the price we patients pay at the moment of use is close to zero or well below the cost
price. The lower unnecessary use is, the less costly health insurance will be for all of us.
Let’s take a closer look, then, at this healthcare and economic objective of cost sharing, far removed from
pure financial interest in making cash by increasing revenue in the same way as a tax or a private insurance
price rise would. In this context, it is a case of deciding on the most appropriate degree or intensity of
treatment, that is, higher or lower cost sharing. It is not just a simplistic choice between the extreme of
supposed totally free treatment and the other extreme of a cost sharing contribution of 100%, which would be
tantamount to the elimination of the entire health insurance.
Come what may, whichever the right dose or intensity of the cost sharing treatment, the best guide to the
adoption of health insurance policies should be the knowledge provided by experience in the extensive
application of cost sharing in the various different types of health services that make up our health systems. If
patients with access to over-comprehensive insurance make excessive use of GP visits, emergency services or
pharmaceuticals unnecessarily and without taking into account whether they are worth what they cost because
thanks to the insurance they pay nothing or almost nothing, this is something that should be elucidated
scientifically by means of the statistical study of what actually happens.
When health insurance is very comprehensive and the cost sharing amount charged to the patient is
nominal or non-existent, the social debate around growing healthcare funding needs often polarises into two
uncompromising camps: vindication of any form of cost sharing, on the one hand, and radical rejection of any
change or introduction of cost sharing, on the other. The first group only sees the advantages of proposals to
make health system users pay a little more – or a great deal more in the more radical proposals – to stop them
abusing insurance that is paid by all citizens. For the second group, abuse and unnecessary use are simply not
possible; they only see the fact that the cost sharing increase may prevent poorer and unhealthier patients
from obtaining necessary treatment, thus aggravating those patients’ health problems, which end up being
even more expensive.
In the extreme case of absence of any form of public insurance, a proposal to introduce cost sharing may
have the opposite connotation to that which it has in health systems with comprehensive insurance coverage. It
means that now, in contrast with the situation up to now, the insurance is going to pay part of the cost of care.
In this way, the patient ceases to pay the totality of the care, and access barriers to necessary treatment due to
its high price are lowered.
The reality of the political discussion is a little more complex, since the terms of the debate are coloured –
especially in insurance with public funding – by the illusion that what patients do not pay directly when they
use the care is free. It is only common sense to bear in mind that we should be comparing cost sharing with the
amounts paid through taxation, contributions or insurance premiums, rather than comparing cost sharing with
free treatment.
This is not a discussion that should interest only accountants, public finance experts and insurance
actuaries. Nor is it merely a distributive discussion between the sick and the healthy about who pays for what.
Health economics provides reasonable arguments to know that whether the scales are tipped to a greater or
lesser degree towards either the extension or the withdrawal of cost sharing will affect not only the patient’s
pocket but also the cost of care for society as a whole, and our health status may be better or worse than it
would be if we used the same resources differently.
The impact of a particular dose of cost sharing, with a higher or lower proportion of the cost charged to the
patient, and how a change in funding policy influences patients’ healthcare decisions, needs to be observed in
real life. Two interesting relationships arise here, knowledge of which may help to draw lessons for the
practice of cost sharing and the comprehensiveness of the insurance. The first is whether the level of cost
sharing or insurance comprehensiveness affects or alters the use decision and health expenditure of sick
people who go to their GP or the hospital. If the price rise caused by cost sharing affects healthcare use, then
the second important causal relationship appears: the effect that the cost sharing has on the patient’s health
and quality of life due to the reduction in use. Knowledge of these causal relationships in real life situations
does not exhaust the questions that we need to answer to make cost sharing more positive than negative, but it
is a prerequisite for a more informed debate.
Let’s get away from theories and assumptions and try to observe what the facts tell us about the impact of a
social policy that consists of providing patients with medical and hospital treatment completely free of charge
at the moment of using the services (e.g., paid through taxation) or only partly free of charge (e.g., with some
sort of cost sharing). It is not very difficult, at least on paper, to imagine what an ideal experiment for
examining the effects of free treatment or cost sharing might be like. Ideally, we could proceed in the same
way as has been done in medical research for many decades, with the design of experiments known as
randomised clinical trials for pharmaceuticals, new surgical techniques, diagnostic tests, prostheses and so on.

In a double-blind randomised clinical trial the researcher randomly assigns the individuals to a group to be
treated with a new drug, for example, for the control of high blood pressure, or to another group, called the
control group, who are administered simply a placebo or another previously existing treatment for high blood
pressure. The randomised distribution of a sufficient number of individuals into the two groups ensures, under
certain conditions, that their characteristics are very similar, and that, therefore, they are comparable. In this
way, the effect of the new medicine can be deduced by comparing the health of the individuals in the treatment
group with that of the individuals in the control group. For the case that concerns us here, by way of example,
the treatments to compare in our experiment could be different types of cost sharing in visits to emergency
services as compared to free treatment or absence of cost sharing in the control group.
The design and performance of experiments revolutionised the natural sciences during the 16th century; it
made it possible to confirm, correct or refute theories and, at the same time, to improve on knowledge of the
relationship between observed effects and their causes. Traditionally, and until relatively recently, economics
was regarded as a non-experimental science, more akin to astronomy or meteorology than to physics or
chemistry. While not an experimental discipline as such, since the 1970s economics has nevertheless been no
stranger to the performance of experiments designed to evaluate the impact of public policies.
In recent years, there has been a boom in so-called experimental economics, with randomised experiments
aimed at providing better knowledge of the effectiveness of programmes and policies. Thus, we have gleaned
some surprising results about the effectiveness of development aid programmes; for example, de-worming
children in rural villages in Kenya is far more effective for improving their schooling than hiring more teachers.
But, there are still few politicians and public decision makers who are willing to change their policies on the
basis of these results.
A GREAT SOCIAL EXPERIMENT

Going back to before this recent boom in randomised experiments, as early as the 1970s some outstanding
experiments of this type were being conducted in the US on the impact of social policies (negative income tax,
housing subsidies, electricity prices, aid for the underprivileged, employment programmes, etc.). The most
extensive, most ambitious and most expensive of all of them was the RAND Health Insurance Experiment
(henceforth HIE), which was conducted from 1974 to 1982 and has gone down in history as the landmark
experiment on the effects of cost sharing and free treatment in healthcare.
In the absence of universal public insurance, individuals who know that they are less healthy and are going
to have greater need to use healthcare, if given a choice between health insurance or plans with different
degrees of comprehensiveness and different cost sharing levels, are likely to be inclined to subscribe to more
comprehensive private insurance with lower cost sharing. Conversely, the healthy and the young are likely to
prefer insurance with a low premium combined with high cost sharing when they use the services. In other
words, the insurance choice decision depends on the information on the care need that the individual expects
to have. When we observe individuals who, in this situation, have subscribed to more comprehensive insurance
or higher cost sharing, there is no way we can compare them as if the choice of one type of insurance or
another had been random, as in the experiment in a clinical trial.
Those who expect to have to go to their GP or the hospital more frequently have incentives to take out more
comprehensive insurance. The fact that individuals with lower cost sharing are found to use care more than
those who have purchased less comprehensive insurance, and moreover are less healthy, cannot be attributed
to an effect of free treatment or more moderate cost sharing. What is happening is that this is strongly
influenced by how patients have decided on one sort of insurance or another according to their needs. These
comparisons are not useful to establish how cost sharing affects decisions to go to the doctor or the hospital. If
anything, they can lead to confusion. Even if a higher price through cost sharing failed to reduce the number of
physician visits, we would still see that the group of individuals with more comprehensive insurance and less
cost sharing go to the doctor more frequently, simply because that is where the least healthy individuals have
spontaneously come together. Clearly, if we want to know the effectiveness of cost sharing we need some sort
of experiment.
A great randomised experiment funded by the Department of Health was initiated in the US in 1974 and
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continued until 1982 . The principal and most ambitious objective of the HIE experiment was to determine the
most effective way to fund health services with more or less comprehensive insurance. To what extent does the
introduction of cost sharing alter the use of the health service itself (e.g., physician visits) and that of other
services (e.g., hospital admissions)? If use is reduced through higher cost sharing, how does this reduction in
use contribute to the deterioration of the health status of the population?
It is curious that the experiment, commissioned at the beginning of the 1970s from a group of RAND
Corporation economists headed by Joseph Newhouse, was initiated in a political environment marked by
proposals to extend insurance and ended at a time when the political scene was more concerned about
containing the cost of healthcare than about a reduction in cost sharing. The length of the period for which
families were monitored, the range of different types of cost sharing under observation and its randomised
design have together made this experiment the main piece of knowledge available on the most suitable way of
applying cost sharing. The data analysis stretched well into the 1990s, and it is very possibly the experiment to
have generated the largest number of academic papers in leading scientific publications in medicine and
economics alike.
Most relevantly, the lessons learnt from the experiment have gone way beyond its temporal and
geographical limits: the HIE has also become the gold standard for assessing the impact of cost sharing on
health systems with universal public coverage outside the US.
This experiment involved the participation of more than 2,000 families from six regions of the US totalling
around 5,800 people aged under 62, including some very high-income individuals and others whose very low
income depended on public subsidies. The families who agreed to take part in the experiment were randomly
assigned to health plans with different coinsurance percentages on the price of the services and an upper limit

on the cost sharing amount each individual could be required to pay out of his or her own pocket.
These families were assigned at random to insurance plans with five different types of cost sharing: no
coinsurance (free access), 25% of the price, 50%, 95%, and an initial deductible charged to the patient of $150
per person or $450 per family, with free hospital care. Coinsurance as a percentage of spending was randomly
combined in all cases with an upper limit on the expenditure that each individual could incur, calculated as a
proportion of his or her income: 5%, 10% or 15% of income. An individual’s expenditure could in no event
exceed $1,000; above that amount, set as an upper ceiling, the cost of care was paid by the insurance for all
individuals. These families were covered by the insurance for physician visits, emergency and dental services,
hospital admissions and pharmaceuticals.
Let’s suppose that a person with an income of $20,000 has been assigned to the HIE plan with 25%
coinsurance, including hospitalisation, with an upper limit of 5% of her income. This year she has gone to the
doctor quite often due to respiratory problems; she has even used emergency services twice, and, on one
occasion, she had to be admitted to hospital, although only for a couple of days. The bill for all the care she has
received this year is $6,000. Let’s see what she will have had to pay out of her own pocket with the
coinsurance in this health plan.
One simple way of describing how an insurance or coinsurance contract of this type works in practice is to
consider that there are two tranches of expenditure, each with its own distinct coinsurance rate. For the first
$4,000 spent, the insurance pays three quarters and the patient contributes one quarter: 25%. This quarter
costs the patient $1,000. Above the threshold of $4,000, all the spending incurred by this person will be
charged to the insurance and will be free (or with zero-rate coinsurance) for the patient, as the $1,000 paid by
way of coinsurance has already brought her up to 5% of her income, and, in this case, also the upper limit on
coinsurance. To summarise, this person has paid $1,000 out of her own pocket and the insurance has paid the
remaining $5,000; so the patient has paid one dollar out of every six, a little over 16% of the spending.
The key aspect of the experiment is the random assignment of families to insurance that varies in the
coinsurance percentage charged to the patient and the maximum proportion of each person’s income,
regardless of his or her healthcare use, that he or she can be required to pay towards healthcare. This random
assignment guarantees that the groups of individuals in each type of insurance are, on average, similar and
comparable, although the lessons drawn from the experiment are not applicable to the elderly, as they were
excluded. Thus, it is important to note that the HIE does not include the elderly.
PRICE MATTERS IN HEALTHCARE TOO

The results of the experiment show very convincingly that the frequency with which care is used by the
average individual representing each of the five health plans is highly sensitive to coinsurance rates. Below we
present the physician visits, drug prescriptions, emergency visits and hospital admissions registered in the
course of one year by the average individual in each health plan in terms of coinsurance rate:
Coinsurance rate Physician visits Pharmaceuticals Emergency visits Hospital admissions
Free

4.55

5.4

0.304

0.128

25%

3.33

4.4

0.240

0.105

50%

3.03

4.3

0.249

0.092

95%

2.73

3.6

0.198

0.099

Deductible

3.02

4.3

0.243

0.115

An average individual with a similar income but less comprehensive insurance that requires him to pay 95%
of the cost of visits, unless the accumulated coinsurance amount exceeds a certain percentage of his income,
makes 40% fewer physician visits than the individual who pays nothing when he goes to the doctor. The
reduction in the number of medicines and emergency service visits is considerable: around one third. The
impact of coinsurance on hospital admissions is less noticeable, but the difference between the plan without
cost sharing and the plan that applies 95% coinsurance is slightly over 20%. The effect of the plan without a
percentage coinsurance but with a deductible is quite similar to that of the plan with 50% coinsurance.
All the health plans with cost sharing take into account patients’ available income and limit the financial
loss that cost sharing can cause them. When individuals reach the annual upper limit on spending, whether
this is the $1,000 per annum or the maximum percentage of their income, their expenditure increases,
because, as of that point, they have free access to all services. In all the health plans, there are a small number
of patients who accumulate high levels of spending. A large part of this expenditure occurs without any cost
sharing at all, as it is above the annual limit. Among other things, this means that the average individual in the
plan with 95% coinsurance does not actually pay 95% of the cost but 31%, because with high coinsurance the
annual upper limit is soon reached. In fact, patients with a nominal coinsurance rate of 95% effectively ended
up paying a total percentage of the cost of care that was “only” double that observed in the group with 25%
coinsurance.
Let’s see how this effectiveness of the five types of cost sharing in reducing the use of all services also
influences total healthcare expenditure. Annual per capita spending for the insurance without cost sharing was
$982 (in 1991 dollars), while the expenditure incurred by the individual with a nominal coinsurance rate of
95% was $679. So patients generated almost one third less total expenditure on healthcare when faced with
the highest coinsurance, adjusted to their financial circumstances, than when they have free access to the
services. For individuals who do not reach the upper limit for each plan, the influence of cost sharing on their
expenditure is considerably greater. The annual expenditure of those who are required to pay a 95%
coinsurance rate is barely more than half that of individuals who get all services free.
The random assignment of policyholders to plans with higher cost sharing gives rise to much lower use.
There is no room for doubt that coinsurance, by acting as the price paid by the patient, affects use decisions, in

much the same way as happens with many of the products we consume when their price increases, although,
in this case, less strongly. The RAND experiment consisted in submitting individuals to five health plans with
very different cost sharing levels that simultaneously affected all services at once, from pharmaceuticals to
oral healthcare and hospital services.
The coinsurance rates charged to the policyholders in the HIE experiment are the same within each
insurance plan for all services, with one or two exceptions for hospitalisation. The percentage of the cost they
have to pay before reaching the upper limit is identical for physician visits, pharmaceuticals and emergency
visits. The sensitivity of patients’ use to uniform cost sharing of this type is likewise very similar for all
services. In fact, the only difference observed is that hospitalisations are reduced a little less than the rest of
the services when the coinsurance rate is increased, except in the case of child hospitalisation, which is not
sensitive to higher prices or cost sharing.
Not only are these results important, but, at the time, they were novel, as they provided scientific evidence
about what type and what level of cost sharing is most appropriate to offer patients in a health system with the
aim of doing as little damage as possible to both their pockets and their health. It is worth bearing in mind that
as late as 1971 the expert health economist Rashi Fein – now Professor Emeritus at the Harvard School of
Public Health – stated in the US Congress that there was no scientific evidence available on whether the price
or cost sharing contribution paid for physician visits had any influence on patients’ decisions to go to the
doctor.
When we all have different health plans and we are made to pay a larger part of the cost of care (a larger
cost sharing contribution), if we decide we can do without some of the GP visits, particular medicines, certain
visits to emergency services and even the odd hospital admission, it means that offering healthcare totally free
of charge is not the most suitable policy for our pockets. We pay nothing, but healthcare is more expensive for
all of us because we use services much more when their price is zero than when we weigh up our use decisions
taking into consideration what those services cost us.
Use being affected by cost sharing is a necessary condition for this price or cost sharing amount to be
useful in limiting use that is unnecessary or has a value that is not worth what it costs. Naturally, if the
different levels of cost sharing in the HIE had not affected care use, then the lesson learnt would be that cost
sharing does not serve to cut use that is excessive, unnecessary or worthless for our health. In this case, cost
sharing would become simply a tax on the sick. However, although a change in use is a necessary condition to
justify the application of some sort of cost sharing to medical services, we cannot say that it is a sufficient
condition.
We still need to know whether or not cost sharing caused harm to those policyholders of the five different
health plans in the experiment who decided to seek medical attention less often. This means that we have to
find out whether the patients cut down on less necessary physician visits and medicines – for example, going to
the doctor or taking an antibiotic for a common cold or a bout of flu – or whether, in fact, they also sought less
help from the healthcare system when it would have been fully justified by the severity of the illness. And, to
get to the core of the matter in a more general sense, the economic justification for imposing some sort of cost
sharing on patients when they use the system needs to undergo, like any other policy, the test of comparing the
cost and the benefit.
One of the benefits of a higher level of cost sharing is the reduction in per capita expenditure, which
becomes greater as the level of cost sharing in the HIE health plans increases. Furthermore, one of the
benefits of lower healthcare use that we should mention is that it helps to reduce the harm that can be caused
by excessive and unnecessary use of medicinal products. Thus, for example, the inappropriate consumption of
antibiotics when they are not needed not only implies a cost but can also harm our health by creating bacterial
resistance rendering these antibiotics ineffective when we really need them later on.
On the other pan of the scales we have to put the effects on policyholders’ health of being randomly
assigned in the experiment to health plans with higher cost sharing. The conventional economic justification of
healthcare cost sharing does not guarantee that it will not have negative effects on health. What we can say,
however, is that if individual decisions to reduce healthcare use, which are plain to see in the experiment, were
to eliminate medical care and pharmaceuticals that are less necessary, less effective and contribute less to
health improvements, then the health loss attributable to higher levels of cost sharing should be very low or
imperceptible. In the event of cost sharing affecting health status, then we may have to put on the cost side of
the equation the extra cost of treating patients in a more advanced and more severe stage of illness.
Chronically ill patients requiring continuous drug therapy might stop taking their necessary and effective
medicines as a result of excessively high cost sharing. Treatment discontinuation can lead them to develop
exacerbated symptoms of their illness. For example, patients with asthma or chronic obstructive pulmonary
disease might have to attend emergency services more often and end up being hospitalised.
A balanced comparison of costs and benefits for the average policyholder of each of the five health plans in
the HIE brings us to wonder about the effect on health status of each level of cost sharing. But, perhaps more
importantly than this, leaving the average individual aside, we need to know the costs and benefits of higher
cost sharing on those groups of individuals that evidence seems to suggest could be most seriously affected:
what happens to the healthcare use and the health of the poorest and unhealthiest people in each health plan?
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WHY CHEAP INSURANCE ONLY WORKS IF WE ARE HEALTHY
FREE CARE DOES NOT ALWAYS BUY BETTER HEALTH

The almost uniform change in healthcare use in terms of type of care (visits, pharmaceuticals, emergency
services, etc.) that we saw in Chapter 5 in the HIE experiment indicates that patients react to price somewhat
indiscriminately with regard to the type of care received. The conventional view of economic theory on the
effect of cost sharing is that patients, when forced to pay a price in the form of a cost sharing contribution,
react by cutting back on those services that are unnecessary or of least value. The results of the HIE show very
clearly that this discernment does not occur in the case of medication, whereas patients discern the value of
medical attention a little better, although even then they do so rather imperfectly in the case of emergency
visits.
The average individual in each health plan with cost sharing reduces his spending on visits to emergency
services because he utilises these services less often. When a patient goes to casualty with a serious problem it
is much more likely that he will end up being admitted to hospital. People with coinsurance rates of 25%, 50%
and 95% go to the emergency department only twice a year and end up being hospitalised three times less
often than people with free care.
This result merits a closer look because we ought to assume that the emergency department, as its name
suggests, is reserved for serious problems that can’t wait. If those who have to pay a fraction of the cost also
stop going when they have a serious problem, then cost sharing might be doing more harm than good. The
RAND researchers divided the diagnoses of patients treated in the emergency department into two groups: one
for diagnoses requiring more urgent attention, the other for less urgent diagnoses. Problems such as fractures,
trauma, infected wounds, urinary infections, asthma, burns and allergic reactions were included in the group
of more urgent causes for the visit. Flu, viral symptoms, back pain, headache, acute bronchitis and minor
burns were classified in the less urgent group.
Individuals with free access to emergency services, as would most commonly be the case in health systems
funded primarily though taxation, went to casualty almost twice as often as those who had to pay a cost
sharing contribution, for problems that were not really urgent. For less urgent visits, this much reduced use by
those who paid was achieved without having to apply excessively high charges; in fact, 25% coinsurance was
sufficient to obtain this response. However, for visits that were genuinely more urgent, patients with free
access used the emergency department 30% more than those who paid coinsurance, and furthermore, in this
case, the higher the coinsurance the greater the effect on urgent visits.
The use of antibiotics was 85% higher among people with free access to pharmaceuticals than among those
who were in one of the cost sharing plans. In order to observe whether the drop in consumption of antibiotics
in plans with cost sharing corresponded to patients who did not need them or for whom they were less
appropriate, the antibiotic consumed in each case was associated with the patient’s diagnosis. Here, those who
had free pharmaceuticals consume almost twice as much as those who pay, both for health problems in which
antibiotics are generally indicated (bronchitis or pneumonia) and for those in which they are inappropriate (flu
or cold). Unlike what we find with emergency services, people covered by plans with cost sharing reduce their
consumption with respect to those with free treatment without drawing any distinction between more effective
and less effective care.
The economists in the RAND research team were able to compile a very extensive list of measures of the
health status of all the patients in each of the insurance plans with different cost sharing levels. The list of
measures of health status was really very complete. Several groups of health measures were used for each
individual: general health measures, including physical, mental and social health; physiological health
measures (presence and effect of chronic diseases such as respiratory failure, cardiovascular failure, high
blood pressure, high cholesterol level, etc.); dental health; health habits (lack of physical exercise, smoking,
drinking, body mass index, etc.); prevalence of symptoms (pain, loss of consciousness, breathing difficulties,
etc.) and disability days; and risk of death from causes related to certain risk factors (cholesterol, blood
pressure). By obtaining these health measures, a crucial aspect of the experiment, the researchers were able
to compare the health of the average individual in the plan with free access with that in any of the cost sharing
plans (25%, 50% and 95% coinsurance).
The most important result of the HIE, considerably more remarkable than the observation of the necessary
and predictable reduction in healthcare use, is that, in general, the average individual in the plan with free
access to all services does not enjoy better health than the average individual who has had to pay some sort of
cost sharing contribution. The most notable exception is that individuals with free treatment show better
outcomes in control of high blood pressure, nearsightedness and oral health. In these three cases, the
individuals with the worst values for these indicators are poor. The worst values of all correspond to the
poorest individuals with high blood pressure in cost sharing plans, who have a higher risk of death associated
with this risk factor. In oral health, it is observed that a cavity is more likely to be treated in the group that has
free access to dental care. The results of the comparison using more concise indices that summarise the long
list of physiological measures point to a very similar health status in individuals who pay nothing, despite the
fact that they use around 40% more health services. Moreover, for some of the health measures we even find a
slightly more favourable outcome among those who pay a certain percentage of the cost, which could be
interpreted – although this is no more than speculation – in terms of the negative effect on health of
overconsumption by those who pay nothing. For example, individuals in the group that pays nothing have a
larger number of disability days and days off work.

This data on the effect of cost sharing on health is incontestable, at least for the average individual, but still
rather surprising. The experiment tells us that, in the US from 1974 to 1982, the extra expenditure incurred by
the average individual who paid nothing had practically no effect on his or her health. At first sight this result
is not only surprising but seems to be at odds with the reduction in use that fails to distinguish between the
sort of care that is necessary and effective and the sort that is not, or is much less so. The RAND researchers’
response to this contradiction was to interpret that cost sharing did not harm the patients’ health because of
the negative effect of medical overuse, which is ultimately detrimental to health and offsets the possible
negative consequences of the reduction in effective services.
We know that if we take 100 people at random within the age group studied in the HIE (under 62), we will
probably find that most of them are fairly healthy and hardly need to use healthcare. But at the same time we
are going to find a small proportion of these people who are less healthy and are going to need attention from
health services quite often. This small group of individuals who suffer from more serious illnesses are the main
consumers of health services in any country – without taking into account the elderly for the time being. The
same happened with the HIE population. As we have seen, the average individual in the HIE with free access
spent much more on healthcare and yet did not have better health than the individual who had to bear cost
sharing. However, let’s go a little further than the effectiveness of cost sharing in influencing individuals’
decisions and focus our attention on the decisions of those individuals who common sense tells us may be most
vulnerable to cost sharing: the poorest and the least healthy.
COST SHARING WITH AN INCOME CEILING

The four types of coinsurance plans in the HIE – the fifth being the one in which everything was free – placed a
limit on the cumulative cost sharing amount a person had to pay when he or she used a health service. The
limit was not the same for everyone. Depending on the plan, each person was guaranteed that he would not
pay more than 5%, 10% or 15% of his income. And those who were unlucky and incurred soaring healthcare
costs would never be required, no matter what their income, to pay more than $1,000 (in 1960s dollars).
Fortunately, the HIE experiment recruited a sufficient number of low-income people to be able to observe
whether the limit on cumulative coinsurance payments affected their health. In light of the decisions of these
individuals in the experiment, we can deduce whether the income ceiling, higher in dollars the higher the
income, is a suitable way of preventing cost sharing from being detrimental to the health of the poor.
Let’s divide the individuals who took part in the HIE experiment into three groups: the poorest third, the
richest third and the middle third. We can compare the decisions made on average by the individuals in the
poorest third with those of the richest group when, with a similar health status in the two cases, either they get
free treatment or they have to dig in their pockets. If cost sharing is more detrimental to the poor, then the
expenditure of the poor in cost sharing plans ought to be notably lower than that of the rich, whereas with free
access there should be no difference, or, if there is any, it should not be unfavourable to the poor.
When the insurer pays everything (zero pricing for the patient), the richest third spends $1,060 (in 1991
dollars) and the poorest third $1,033, a minor difference that may in fact be simply irrelevant. If treatment is
free, income is not an issue: if they think they need to, they will go equally promptly to the doctor, the
pharmacy or the hospital at the first symptom. When they have to pay something, things may be different.
Members of the poorer third who pay 25%, 50% or 95% incur slightly higher healthcare expenditure than the
richest third, although the differences are very small. This appears to be contrary to what we would expect. It
would be desirable to understand how this result is reached, as this would help us to design cost sharing
schemes that are not to the detriment of the poor.
The random nature of the HIE means that someone with a rather low income – $10,000 per annum – has
been placed in the group of individuals with 95% coinsurance and a maximum limit of 15% of her income. With
this income ceiling, this poor person is guaranteed to never pay more than $1,500 towards the cost of the care
covered by her health insurance plan. When she has health problems that are relatively minor and would clear
up more quickly and definitively with a visit to her GP and some medicines, she thinks twice… because the
insurance pays only 5% of that care! No wonder there are a considerable number of poor people in the HIE
without free care who neither go to the doctor nor have ever taken any medicine. But these people get the
insurance to provide them with everything free once they have paid 15% of their income out of their own
pocket; beyond that threshold the insurance covers 100% of what they spend. When they have an illness that
requires admission to hospital, the bill for the care received there rapidly takes them over this limit. The most
expensive and most necessary care is what comes cheapest for the poor in this type of insurance.
When the healthcare bill is high, then the insurance comes to the rescue of our low-income patient, while a
patient with higher income will continue to pay 95%. This is precisely what is inferred from observing the
decisions of the poorest and the richest patients with cost sharing and an income-related upper limit: the poor
go to hospital more often than the rich, yet they go to the doctor and the pharmacy less. The logic of price
sensitivity or free access in health decisions provides quite a good explanation of what happens with the effect
of the cost sharing plans in the HIE regarding the use made by the poorest fraction. They go to the doctor and
the pharmacy less but to the hospital a little more, so the lower expenditure they incur on lower-cost out-ofhospital services is offset by the extra cost they cause in hospital access, and in the end the expenditure of the
poor and the rich is fairly similar.
In one of the health plans in the HIE all patients had to pay a deductible of $150 per person or $450 per
family. Regardless of whether the patient is rich or poor, with this insurance it is the patient who has to pay the
entirety of the first dollars of expenditure out of his or her own pocket until the deductible amount is reached.
It is interesting to observe the decisions of the poorest and richest policyholders with the deductible and
compare them with those who pay nothing, as this can enlighten us about the impact that cost sharing has on
the poor when a lower cost sharing limit is not implemented for the underprivileged. The individual deductible
for the first $150 is a copayment that reduces use and expenditure considerably for rich and poor alike. For
every $100 spent by the richest patients who pay nothing, when their insurance includes a deductible they

spend $17 less. The deductible causes the poorest patients to go to the doctor and the hospital less, thus
spending $23 less for every $100 spent when they get everything free. The same deductible amount for all can
represent a great deal of money for a very poor patient and a trifling amount for a very rich one. Insurance of
this sort, with a uniform copayment for all individuals, is detrimental to the poor, whereas a maximum limit on
cost sharing depending on the individual’s income eliminates this adverse effect on the health of the poor quite
satisfactorily.
Six out of every hundred individuals who took part in the HIE experiment could be considered both poor
and sick. This combination is disastrous for the pocket and for one’s health too, as low purchasing power is
added to high health service use. As we already know, the decisions of the average individual are more
representative of the majority of healthy people who rarely go to the doctor – especially when the elderly are
not included in the experiment – than of this 6% who are regular visitors to the health centre and the hospital,
and generate very high expenditure. The effect of the use reduction when costs are shared has not affected the
health of the average individual, but the health of this 6% of the population who are both sick and poor does
indeed suffer. Patients with high blood pressure at the beginning of the experiment manage to get their blood
pressure down considerably better when the price is zero than when they have to pay. And the worst of all is
that this affects the risk of death of poor hypertensives: they have a 10% higher risk of death with cost sharing
of any kind than with free treatment.
In the light of the results of the experiment with regard to the healthcare use and the health of the poorest
and sickest, it is inappropriate to quote the HIE – as has been done on more than one occasion by the
unconditional enthusiasts of cost sharing – to justify implementing equal copayments for all individuals in all
health systems. The more negative effects of cost sharing on health are concentrated on those with low income
and chronic diseases. Making this small population group pay the same as the rest has negative consequences
on their health and increases inequality. For those who were healthy at the beginning of the experiment, free
care does not lead to any improvement in their health status.
Clearly, for those people who are really less healthy and have low income, any of the health plans in the HIE
that does not offer free treatment can have negative health consequences. These patients may go to the doctor
less, or stop taking effective and necessary medication, and this saving may turn out to be expensive if they
end up in the emergency department or a hospital ward. The HIE experiment does not enable us to know
whether there is some compensation for the saving made by these patients, because in the plans with
coinsurance the percentage provided by the patient is the same for all services, be they physician visits or
hospital admissions. In the plan with deductibles, cost sharing was not applied to hospital admissions, which
would have shown whether these people went to hospital more than those who had free access. The
experimental data is of little use for this comparison, as it was not very clear that all policyholders who paid
deductibles were actually aware that they did not have to pay if they were admitted to hospital. This point is
far from trivial, even though in the HIE this only affected the decisions of that least healthy 6% of the
population. If an insurance plan increases, for example, the cost sharing amount payable for visits or
pharmaceuticals, we would like to know whether or not this is going to bring about a reduction in expenditure,
but on this point the HIE is of no help. For the expenditure to end up being higher there was no need to impose
cost sharing on the least healthy.
The director of the HIE experiment, Joseph P. Newhouse, had already studied some years earlier at the
RAND Corporation, together with economists Jay Helms and Charles E. Phelps (now Professor Emeritus at the
University of Rochester), the behaviour of poor families with children faced with the elimination of completely
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free access to physician visits and pharmaceuticals . In the 1970s, free care was cut back for a group of poor
families with children covered by the public programme Medicare in the state of California. These families
were receiving assistance from social services, and two out of every three members were aged under 18. The
sample comprised more than 40,000 families, a quarter of whom were required, as of January 1972, to pay $1
for each of the first two physician visits per month and 50 cents for each of the first two prescriptions per
month. All other healthcare, especially hospital services, continued to be free of charge. As the population
consisted of quite poor individuals, the treatment group was not selected randomly. Instead, the measure
simply singled out those within the group who had slightly more income or property: the least poor. The
poorest families remained in the group with completely free access to medical care without cost sharing.
The two groups of poor people were not selected at random, as they were in the HIE, and differed from
each other, so it is entirely inappropriate to interpret the differences between their healthcare decisions with
the same value as the results of the HIE, and conclusions cannot be generalised. The population group from
which free treatment was withdrawn is very special, as it is poor and highly vulnerable, and includes many
children. The results of this experiment indicate that when the price was raised through cost sharing, the
individuals affected reduced their number of physician visits by 8%, but their hospital admissions increased by
17%. Hospital treatment was still free, whereas now they had to pay a small amount for physician visits. The
end result was that the total expenditure of those who now paid something for GP visits and pharmaceuticals
was the same as, or even slightly higher than, that of those who still had free access. And we can assume that
the greater the need for hospital admissions, the worse the health status of the population will be.
POLITICAL LESSONS FROM A SOCIAL EXPERIMENT

Both opponents and all-out advocates of cost sharing in healthcare have often misinterpreted the results of the
HIE experiment. Its randomised method, the number of people and health plans with different coinsurance
rates, and the long period over which these people’s decisions were monitored, lend these results a high
degree of trustworthiness. Still today it is the most robust yardstick for recommending the most appropriate
way of implementing a cost sharing system. What lessons have we learnt from the most ambitious randomised
experiment ever conducted to measure the effectiveness of a social policy as the most appropriate level of
health insurance or cost sharing?
Across-the-board free treatment from the first dollar or euro of health expenditure for all individuals is

unjustified, as it increases the cost of care for society as a whole without yielding health benefits. Cost sharing
is an effective way of diminishing the use of all services: GP visits, drug prescriptions, hospital admissions,
visits to the dentist and visits to mental health services. The only exception is hospital admissions for children.
The magnitude of the cost sharing amount will be greater for services or care that show higher price sensitivity
– those that decrease most when the price or cost sharing amount increases – although this is true only as long
as the patient is able to differentiate and reduce only or mostly less necessary care. There is no reason for
totally free treatment even in access to emergency services, in which the HIE observes that this is precisely
where patients are most capable of discerning whether they are using the service for a minor symptom that
can wait to be treated at the health centre or does not even require attention, or, on the contrary, their visit has
a genuinely urgent and important cause.
The HIE tells us that free treatment for most people aged under 62 has high costs and minimal or nonexistent health benefits. It also reports that for the 6% of the population in the experiment who were sick and
poor, free or almost free treatment served to improve their health. The HIE gives us arguments in favour of the
application of cost sharing in health insurance and in favour of selectively providing free treatment.
It is necessary to put limits on the maximum cost sharing amount that a person can accumulate, and they
should be lower for those with lower income. A person’s income ceiling or limit on spending should be set with
respect to total expenditure and not specifically on each visit, prescription or hospitalisation. What we cannot
say from the results of this experiment is the most desirable level or percentage of cost sharing, or the
maximum proportion of income that should be set as a ceiling for individual expenditure. But the existence of
both – cost sharing and income ceiling – is not only justified but actually does more good than harm, as long as
they are properly implemented and can be administered cheaply. The evidence of the HIE does not provide an
intellectual alibi for equal copayments for rich and poor alike, nor does it give any support at all to the
astronomical deductibles and increasingly high cost sharing levels to be found in many private insurance plans
in the US. Those who claim otherwise are either misinterpreting the experiment or simply falsifying its results.
The insurance should cover a larger part of the cost of more effective services and concentrate cost sharing
on less effective ones, those that contribute less to health improvements. Only in this way will cost sharing be
consistent with the results of the HIE and the proposals of conventional economic theory on the utility of cost
sharing, thus reducing low-value use and affecting health as little as possible.
The damage that is seen to be done to the health of low-income hypertensive patients undoubtedly marks
the focal point of the social costs of uniform cost sharing that was not designed to actively promote more
effective care. In the case of these patients with high blood pressure, in the HIE experiment itself we find that
most of the negative consequences, for both costs and health, are attributable to the fact that many of these
patients had not even been diagnosed. The HIE researchers documented that more than half the difference
between the health of poor hypertensives with free treatment and those who pay disappeared after a first visit
to diagnose the patient’s health status.
In any event, conventional theory and this randomised experiment coincide in concluding that cost sharing
amounts should be smaller when the care given is more necessary and effective, i.e., when it can provide
greater benefit for the patient’s health, and they should be larger the less effective the care. This is what takes
the design of cost sharing systems from the economic realm into the clinical realm and clinical evidence or
knowledge about the effectiveness of treatments. When the aim is not simply to make money and raise revenue
by shifting part of the cost to the patient, then it is clinical scientific evidence – which is not the same as
physicians’ opinions – that should indicate what type of care it is most appropriate to charge something for,
where it is advisable to charge a fair amount, and where to charge a lot. The goodness or badness of cost
sharing hinges on the extent to which this is achieved.
The RAND economists who conducted the experiment showed – although I am not sure that at the time they
drew up their conclusions they were fully aware of it – that cost sharing is not for economists. Before you go to
the economists to get the most effective way of introducing a cost sharing system that benefits and does no
harm, you have to ask what they know about the efficacy and effectiveness of pharmaceuticals, vaccines,
surgical techniques, medical technology and prostheses in the ideal conditions of randomised clinical trials and
the real life conditions of the everyday clinical practice of our doctors and hospitals.
If properly designed, along the lines of the lessons taught by the HIE and other subsequent experiments,
the outcome of cost sharing will be the opposite of the picture painted by its most vociferous opponents. If we
reduce less necessary and less effective use, the impact on the health of those affected by the use reduction to
which they are led by rational behaviour in the face of cost sharing will be non-existent or almost
imperceptible, and meanwhile healthcare resources will be concentrated on high-value care. The result is an
improvement in the health of the population at large and in social welfare, but the result depends on the real
life conditions in which cost sharing is applied; and here, more than anywhere else, the devil is in the details.
If, on the other hand, equal copayments are charged to all patients regardless of their income, if more
effective and less effective care are penalised equally, and if those who use emergency services responsibly are
made to pay the same as those who use them without justification for any minor symptom, then we will have
cheap insurance, thanks to the cost sharing which transfers costs to the patients, but it will only work for
healthy people with sufficient income. Just as bad as cost sharing that fails to learn from the lessons of
scientific knowledge is indiscriminate free treatment in all care for all individuals covered by the insurance.
The results of the HIE experiment provide no evidence against universal coverage. Quite the contrary: the
experiment serves to show the effects of variations in the level and conditions of insurance coverage. Rather,
the unfavourable evidence highlights the need to make a clear distinction between universal coverage – leaving
no one outside health insurance coverage – and the “open bar” of totally indiscriminate free access to all
services, regardless of income, effectiveness or need for care.
To the staunch defenders of supposedly free treatment, we would reply that there’s no such thing as a free
lunch, and we would remind them that zero pricing applies none of the lessons learnt from the HIE. Zero
pricing is a uniform and undiscriminating type of insurance, equal for all individuals and the same for all
services, that can only be appropriate in certain very specific cases. For example, effective care for low-income

patients who have had a heart attack after discharge from hospital, but which in other groups of patients has a
high opportunity cost and a meagre outcome. This cost is the waste of resources due to unnecessary use or, at
best, lavish use of resources on care with very little impact on health in situations in which there are patients
with serious illnesses who could benefit from effective care but do not get it, or have to wait a long time for it
on a waiting list, because the health services are overwhelmed with excess free consumption.
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HOW TO EXPERIMENT WITHOUT EXPERIMENTS
NO LESSONS FOR THE ELDERLY

Even today, the RAND randomised experiment initiated in the 1970s is still the source of the most valid and
influential evidence available on the effect of free care and cost sharing. But no experiment is perfect, just as
there is no infallible medical treatment for many diseases, and the results of the HIE have their fair share of
problems and shortcomings.
The credibility endowed by the random assignment of individuals is a unique point in favour of the results of
the HIE, as long as they are properly interpreted, as regards the causal relationship between the
comprehensiveness of the insurance (free care, cost sharing and deductibles) and use, expenditure and health
status. There are a few questions that need to be answered to see how far or how close the HIE comes to being
an ideal experiment.
The first question that has to be asked about the randomised experiment is whether certain characteristics
of the individuals at the start of the experiment, such as income or health, are well compensated or balanced
among the five groups or study arms. It is essential that the groups of people must be perfectly comparable,
equal, so that the differences in their use decisions and health status can be attributed solely and beyond any
doubt to the type of insurance to which they have been assigned. The random distribution of the participants
among the groups of each insurance plan guarantees that there are practically no outstanding differences in
any characteristic, although in the free plan there are a larger number of poor children.
While the experiment is being conducted, just as in clinical trials, some participants voluntarily decide to
leave. This is called attrition. This voluntary dropout was very scarce in the free plan – only 0.4% of adults –
but reached 6.7% of the participants in plans with 25%, 50% and 95% cost sharing. This poses a problem, at
least in principle. When patients are diagnosed with a serious illness they can anticipate that they will probably
need to be admitted to hospital and that their expenditure is going to be high. Those whose insurance included
cost sharing might leave the experiment voluntarily to go back to their old insurance, which might be more
comprehensive when it comes to hospital charges. If this is the case, those patients who do not need to be
hospitalised stay in the experiment and those who do have to go to hospital drop out. This would call into
question the main conclusion of the HIE whereby a reduction in use does not affect the health of the average
individual. If the dropouts are very different among the groups in the experiment, what actually happens is
that the population groups cease to be comparable, as they were at the time the individuals were selected.
The HIE researchers have strived to provide convincing evidence that these dropouts do not invalidate the
findings and lessons of the HIE. It is not always possible to anticipate the need to be hospitalised. When a
patient is admitted after going to the emergency department with an undiagnosed illness, the admission
cannot be anticipated. Dropouts from the experiment were on a family basis rather than an individual one. This
means that, for example, when the head of the family leaves the experiment on the grounds that he will need
hospitalisation, the rest of the family leave it too, and there is no reason to suppose that they are all very ill.
The participants in the HIE received a financial incentive for taking part, with guaranteed compensation for
expenses, so the fact of joining the experiment could under no circumstances cost them more out-of-pocket
money that the insurance they had before. This eliminates the possibility of financial incentives for those who
know that they are going to spend a lot as a cause for dropout. In general, in the worst of cases, the rate of
attrition or voluntary dropout had a less than meagre affect on the results, and had no power to cast doubt on
the reliability of the knowledge provided by the HIE.
The most outstanding limitations of the HIE do not lie in these biases but in the type of individuals selected.
The lessons of the experiment cannot be applied to populations other than those included when the experiment
was conducted. The exclusion of the elderly is the main shortcoming that undermines the external validity to
apply its findings in other contexts. The individuals included are for the most part fairly healthy and are either
working age or children. This population does not represent the population at large, which is who would be
insured with universal coverage. Most spending is generated by the elderly and the sick, and we can say
nothing about them, even with a proper interpretation of the lessons of the HIE. With the progressive ageing
we have seen globally over the last 40 years, this shortcoming is serious enough for us to say that the results of
the HIE are inappropriate for wholesale application to the present situation of most health systems.
Forty years after the beginning of the HIE, medical technology has undergone extensive changes. Today
there are a huge number of treatment possibilities, and many more drugs, diagnostic tests and surgical
techniques which have made medicine much more costly but also more effective. The greater the possibility of
treatment with a beneficial effect for the health of, for example, hypertensive, diabetic or high-cholesterol
patients, the greater the future possible damage to health if the appropriate care received by patients is
reduced due to cost sharing. The prevalence of chronic diseases like diabetes, AIDS or mental illnesses has
tended to increase, while that of cardiovascular diseases has decreased. Income has risen over these years, but
health expenditure as a whole has done so even faster for practically all countries without exception. The
situation today in health systems is rather different from what it was in the 1970s, and the changes can also
affect the health decisions of individuals faced with cost sharing. Transposing the conclusions of the HIE in
time requires caution at the very least, and makes it essential to extend considerably, in both space and time,
what we know about the effectiveness of cost sharing and free healthcare.
The amount of time that has passed since the HIE is not the only factor that casts doubt on the validity of its
findings today. The working-age population of the US was well-accustomed to insurance plans with high cost
sharing. The point of departure in these people’s personal history is that healthcare is not a right but is

purchased through a private insurance contract, and that it is common to have to bear large cost sharing
contributions. Seen from this angle, what the HIE was really evaluating was the net benefit of free care once
we subtract the costs of overconsumption, or, in other words, the net benefit of a reduction in cost sharing.
The point of departure of most people covered by public insurance that includes the whole population
(universal coverage) is rather different. The presence of cost sharing has been, at least until a few years ago,
much less noticeable in systems funded through taxation, although none of these systems guarantees
completely free care to all individuals for all services. Cost sharing rates as high as those seen in the HIE
randomised experiment in the 1970s and 1980s would be unthinkable, at least for now, in European public
health systems. The health decisions we make as patients are not necessarily of the same magnitude when the
price or cost sharing contribution is reduced as it is when we are faced with a rise in the price of something
that until then was free.
Extensive coverage of care requirements and mainly public funding is the general rule outside the US. Most
public systems with universal coverage have evolved towards reducing free care by gradually applying cost
sharing schemes, in some cases for token amounts and in others more substantial ones. The point of departure
for patients’ decision making under these conditions is different: here the patient goes from paying nothing or
very little to having to face a modest – or not so modest – cost sharing contribution. The perception that we
have already covered the cost of healthcare by paying taxes may magnify the importance of the contribution
and make us more liable to reject it when making our decisions. Experiments in behavioural economics have
shown that the decisions we make when faced with price changes are not always the same, and that they are
not proportional to the amount of the price variation. For example, zero pricing of a good, representing free
care or the absence of cost sharing, has a strong appeal even for consumers who pay very low prices that do
not quite reach zero.
YOUR DECISIONS ARE MADE BY YOUR DOCTOR

We must also take into account the characteristics of the physicians and hospitals that provided the care for
the participants in the HIE. The physicians who indirectly (through some of their patients) took part in the HIE
also play a very important role in the health decisions of the insured parties. There are two factors that should
be taken into consideration and that bring into question the applicability of the results of the experiment
outside its context.
The first factor is that, at the end of the 1970s and the beginning of the 1980s, the insurance paid those
doctors a set fee per medical service: visit, diagnostic test, etc. The more medical services lavished on the
same patient for the same complaint, the higher the doctor’s income. The decision to go to the doctor when we
have symptoms of illness, be they major or minor symptoms, is made by the patient. What happens next –
further visits, pharmaceuticals, hospital care – depends more on the decisions made by the doctor than on the
will of the patient. As we have seen, if all the patients treated in a health centre or hospital had to pay the 95%
coinsurance of the least comprehensive plan, they would decide to cut down on a sizable part of the visits and
admissions when it is directly up to them to decide whether to go to the doctor.
In this case the doctor’s and the hospital’s income would undoubtedly suffer a considerable drop, since, all
else being equal, fewer visits mean less revenue. The oversight with this sort of reasoning is that many visits
are not decided by the patient but by the physician, and all the more so in the case of hospital admissions. It
would be wrong to expect physicians – who are not employed by any insurance company but are paid for each
medical service – not to react, trying to recover their revenue by increasing the number of times they see each
patient. It is not too difficult for doctors to make decisions that, in effect, lead to an increase in the number of
visits to monitor the development of the disease, and patients have little ability to judge whether the additional
visits are worth what they cost. This is what could happen if the change in cost sharing were applied
universally across the whole population when the healthcare provider has the ability to induce demand, i.e., to
influence the number of visits, tests or hospitalisations we should undergo according to his or her clinical
judgement. This is what is known in health economics as physician-induced demand, as opposed to the patientinduced sort: the supply creates its own demand!
The professionals’ behaviour is not necessarily unethical. This is not the point. When they have more time
because certain patients decide not to go to the health centre with unimportant symptoms, they will be able to
devote more care to those patients who do go, and this will incidentally help them to maintain their income.
When this happens, the decisions of healthcare providers may offset the reduction in use caused by cost
sharing, but this was neither likely nor verifiable in the HIE experiment. The service providers in the HIE –
physicians, dentists, paediatricians, specialists, hospitals –treated not only the policyholders of the five health
plans in the HIE but also many other patients. In fact, the patients in the HIE accounted for only a minority of
their income. Hence, the reduction in use of the individuals affected by cost sharing did not amount to a large
enough threat to the monetary income of the doctors concerned as to make them reach clinical decisions
implicitly aimed at offsetting the loss of income by increasing medical services.
There is a second factor to bear in mind that is related to the working conditions of the healthcare
professionals who treated the participants in the HIE experiment. At that time, especially in the US, it was very
unusual to apply measures that influenced clinical decisions by limiting access to a specialist, restricting the
prescription of expensive drugs or demanding prior administrative authorisations for high-cost diagnostic
tests. Likewise, it was not yet common practice to use budget ceilings on the amount the insurance is willing to
pay to providers for the care of a particular patient. If we pay doctors for patient visits, we will get what we
pay them for: more patient visits. If doctors are paid to keep their patients healthy rather than to see them
more often, the number of visits will decrease and in many cases the outcome will be better health for the
patient. As we all know, we get what we pay for. All this may be closely related to the effectiveness of cost
sharing. In the absence of any other measure that seeks to influence clinical decisions that recommend or
prescribe unnecessary or ineffective care to patients, cost sharing may appear as an efficient tool to reduce
healthcare use. When other measures – measures aimed at rationing or rationalising use without making the

patient pay a price – have already limited overuse, the effectiveness of cost sharing is expected to be lower
than that observed in the HIE experiment.
NATURAL EXPERIMENTS ARE MORE COMMON AND LESS EXPENSIVE

In a randomised experiment two groups of individuals are assigned on the flip of a coin, with no other selection
criterion than pure chance. The HIE has shown us that we can gain knowledge of the effect of social policies in
the same way as medical science has done for the past century with new drugs, by means of clinical trials in
which one group of patients is given the new drug and the other group is given a placebo or some other older
drug. In this way we can almost always be sure that the two groups are totally comparable. One of the groups
will be lucky or unlucky enough to undergo the treatment (in our case a change in cost sharing when using
health services), while the other individuals will act as a control group: they are comparable but do not
undergo the change. It is the eye of the researcher or the evaluator that keeps watch and ensures that it is fate
that decides whether a particular individual falls into one group or the other.
Unlike in medicine, randomised experiments in economics have been, at least until recently, few and far
between, despite the fact that the results they provide are the most reliable. By assigning individuals at
random to one group with higher cost sharing or another without cost sharing or with a lower rate, for
example, we ensure that the characteristics of the individuals who comprise the two groups and are under
comparison are equivalent and do not influence the average of the effect of the cost sharing change. With
random assignment it is not possible for all the healthier individuals to choose the insurance with the lowest
premium or price but with the highest cost sharing if the use the care, and likewise the least healthy are
prevented from choosing a more expensive insurance with lower cost sharing when using the services. If this
were to happen we would be up against what we call selection bias. This problem is mitigated when individuals
cannot choose between health plans, since, as happens in the US for employees, the company only offers them
one single health plan.
The RAND HIE experiment is an exceptional case not only in economics but also in social policy, although
randomised experiments also exist in the evaluation of the effects of measures for the rehabilitation of
prisoners, employee training, labour supply and subsidies for house purchases, mostly in the US. It is often the
case in social policies that when randomised experiments are technically possible they are prohibitively
expensive and require a long follow-up time. If a new randomised experiment like the HIE were conducted
today, it would cost as much as 10,000 observational studies based on real-world data. Hence the need for
health economists to look beyond the HIE and resort to experiments that use data observed in real-world
settings in order to extend our knowledge of the effects of higher or lower healthcare cost sharing.
If we economists are unable to perform a new randomised experiment to monitor the effect of a healthcare
cost sharing change, then natural experiments or quasi-experiments are the next best alternative. Let’s
suppose that in a particular country there is a change in the insurance cost sharing contribution borne by the
patient, towards either a higher or a lower rate, and that no other variation occurs that might influence
patients’ decisions to use health services. This is the hypothesis that economists describe as an exogenous
variable, while everything else remains the same. The most desirable situation is when there is a group of
individuals affected by the change in cost sharing (treatment group) and another that is not affected (control
group) and the healthcare use decisions of the two groups can be observed both before and after the cost
sharing change.
Let’s assume that until today the population aged over 65 has had access to medicines prescribed by a
public health service physician totally free of charge, regardless of their price. But, as of today, the insurer has
decided to charge all patients, whether they are pensioners or not, €1 per prescription up to a certain
maximum amount per year; e.g., up to 100 prescriptions. However, the poorest patients, regardless of age, will
not be charged anything. So, people with no income, the unemployed, the disabled, and those who receive
pensions or allowances of any sort below a certain amount will all be entitled to free medicines. It is already
easy to think of this situation as a potential natural experiment. A change has taken place in the policy of free
pharmaceuticals for pensioners. Medicine prices have changed for a large number of them and their decisions
have had no influence in maintaining their right to free drugs. The loss of this right depends on their income
last year, so they could not anticipate that the insurer would make this change. No other change has occurred
in access to public healthcare. It is possible for the evaluator to know individuals’ use of pharmaceuticals for a
fair number of months both before and after free medicines were withdrawn from pensioners with sufficient
income. And – very importantly – the evaluator can create two groups of pensioners that will serve to make the
comparison. One group consists of those pensioners who now have to pay €1 per prescription; they are
affected by the cost sharing change and will form the so-called intervention group. But there is another group
of pensioners – those with least income – who are still guaranteed free medicines. These individuals are not
affected by the measure and retain their right to free medicines, unless they receive more income. Thus, this
group – that of those individuals who are unaffected by the intervention – is going to serve as the control
group.
When, for whatever reason, we cannot design a randomised experiment, economists and other social
scientists resort to data on observable changes in individuals’ decision making in real-world settings when
changes occur in the coverage offered by public or private insurance, and get this data to do the talking. Here,
the individuals who take part in the experiment are not assigned to one group or another at the toss of a coin;
rather, we take advantage of the creation of groups formed almost randomly in the real world, without the
controlling eye of the researcher having any power to intervene. The treatment group will be the group
affected by the change to either a higher or a lower cost sharing contribution. The control group will be made
up of the rest of the individuals, who are unaffected by the change. In this case we will be dealing with a
natural experiment: the researcher takes advantage of the fact that there has been a change in some policy –
cost sharing in our case – and observes its effects on the behaviour of the groups of individuals affected by the
change both before and after it is applied.

For the results of the comparison in a natural experiment to be reliable, the two groups must also be
comparable in all the aspects that might have an influence on care use: age, sex, diseases, risk factors, income,
etc. This comparison will always be imperfect, so it is important to make an effort to find the most comparable
control group possible. Although it is less elegant than a randomised experiment, observing with experimental
eyes the multitude of cost sharing changes that have affected the elderly and the sick in many countries is
much more useful than mere well-intentioned (or ill-intentioned) guesswork to be able to tell politicians and
patients whether a change has or has not worked as expected, and what outcomes it has had, not just on health
service use but even on the health of the population, which, after all, is what we are interested in.
It is a sign of political intelligence, and democratic maturity, for governments or political decision makers to
adopt changes in social policy when scientific knowledge has shown that the policies they implement do not
yield the expected results or that the adverse or unintended effects are overwhelming.
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HEALTH MAY BE PRICELESS, BUT VISITS HAVE TO BE PAID FOR

Randomised experiments like the HIE are unusual in economics. They are expensive and take years to carry
out, but fortunately we can use cheaper and more easily available alternatives to get more in-depth knowledge
of the effectiveness of cost sharing and free care. In some cases, as we have seen, data on patients’ decisions
when a public (or private) insurance has modified their cost sharing conditions, albeit data observed in
practice rather than the results of an experiment, can be studied as if in an experiment. The statistical
precautions are much stricter here, in order to ensure that, insofar as it is possible, the group of individuals
affected by the change – the treatment group – and the control group are as identical to each other as they
would be in a randomised experiment. We are going to see how economists have profited from studying the
impact of changes in insurance and cost sharing policies in which they have not participated by experimenting
without an experiment. In short, we will deal with natural or quasi-experimental experiments.
Enthusiasts and opponents of cost sharing tend to choose results of scientific work on the pros or the cons
of cost sharing as it suits them, à la carte, depending on which side they have chosen to fight. The truth is,
given the never-ending scramble to publish to which academic researchers allow themselves to be submitted
nowadays as a condition for survival, there are hundreds of scientific papers on the impact of cost sharing
published in peer-reviewed journals. For each argument or criticism of cost sharing it is possible to find
supposed support in one or another of these texts. However, they are not all worthwhile: the great majority are
of poor scientific quality, and there are, in fact, very few studies that provide insight on the impact of cost
sharing as closely as possible to experimental conditions.
The problems and shortcomings with regard to the validity of the conclusions of the HIE bring us to try and
improve our knowledge of the effectiveness of cost sharing (or free care) in other countries and other settings.
The experiments we look at in this chapter – and generally in the rest of the book, too – are a selective sample
of scientific results that offer lessons from which we can learn to apply cost sharing and free care better. In all
cases, while I recognise the personal nature of my selection criteria, I have favoured results obtained from
observing real-world decisions rather than experimental ones, but as close as possible to the conditions of a
randomised experiment. Few studies fulfil these conditions. In order to go beyond the RAND results I have
identified relevant evaluations of real changes in what the patient is made to pay when treated, in which we
can compare how the decisions of those affected by the change differ from the decisions of those unaffected by
it, before and after the change, always with sufficient guarantees that the two groups are identical or that any
differences between them that are not due to the insurance change can be suitably corrected or mitigated.
The first result of the HIE to confirm or refute by means of recent experience extended beyond the US to
public health systems with universal coverage, by experimenting without experiments in very different health
systems, is that whereby higher cost sharing reduces healthcare use in comparison with lower cost sharing or
a zero rate (free care). Now we are going to focus our attention on the changes in our decisions to seek
healthcare in visits to GPs, specialists and hospital emergency services, and in hospital admissions. For the
time being, we will leave aside the matter of what happens in natural experiments or quasi-experiments with
the healthcare of the elderly, to whom, as we have seen, the lessons of the HIE experiment are not applicable
because they were excluded from the study.
WHEN THE URGENT CAN WAIT

One of the problems in almost any health system is how to cope with minor or trivial problems in patients who
go to hospital emergency departments. It is a problem from the economic and management perspective, and
from that of health and the quality of medical care, too. Patients who go to A&E with problems that could and
should be treated, in the best of cases, at their health centre, not only use one of the most complex and
expensive services in the hospital; they also hinder and delay the treatment of cases that genuinely require
urgent attention. It is hardly surprising that both public and private insurers have tried to manage and
introduce order into access to emergency departments. The implementation of cost sharing is one of the
possible measures, although it is far from simple to manage in this department if the idea is to apply charges
by discriminating on the basis of clinical criteria between urgent and necessary care on the one hand and use
and abuse due to minor or even trivial symptoms or health problems on the other.
Kaiser Permanente-North California (KPNC) is an integrated healthcare organisation that provides
comprehensive healthcare for 2.7 million people. In 1993, KPNC introduced a fixed copayment of $25 to $35
for visits to emergency departments, with the aim of reducing the cost of the insurance for companies that take
out this coverage for their employees and their families. Cost sharing for emergency care has spread to many
of the health plans offered by KPNC. At the beginning of 2000 an increase in the copayment amount was
applied that affected more than half of policyholders, and in January 2001 there was another increase that
affected about one fifth of policyholders.
The copayment amount per visit to the emergency department differs greatly depending on the health plan,
and ranges from zero to an upper limit fixed between $50 and $100. In 1999, more than a third of all
policyholders had free access to the emergency department, and more than a third paid between $1 and $5.
The cost sharing increases applied to many KPNC health plans in 2000 and 2001 have left the proportion of
policyholders with free access at around 15%, while two-thirds of all policyholders pay between $20 and $35.
Policyholders are not allowed to choose their health plan; rather, the company where they work chooses which
plan to fund for its employees.

Ever since 1993, when the policyholders of some health plans started to be charged a fixed copayment, a
team of researchers at Kaiser Permanente have been experimenting without an experiment, by treating these
cost sharing changes as a natural experiment. The sweeping changes in the copayment amount introduced in
2000 and 2001 for a large number of policyholders provide an opportunity to measure the effectiveness of the
change in the price the patient has to pay to go to the emergency department, by comparing the decisions of
those affected with those of patients who continue to have free access or whose copayment has not increased.
Although the policyholders have not been assigned at random to free care and the different levels of
copayment, they are not allowed to choose their health plan and copayment level, as this decision is made by
the companies where they work. This is very important when it comes to observing the decisions to go to the
emergency department as if in a true experiment. Patients with higher or lower risk of going to A&E are going
to be distributed almost equally among the various copayment levels, almost as they would be in a randomised
experiment.
The population covered by KPNC that most closely resembles that of the HIE experiment is the population
under the age of 65 working in one of the companies that provides healthcare through Kaiser, counting both
the employees themselves and their families. Five researchers at Kaiser (John Hsu, Maggie Price, G. Thomas
Ray, Bruce Fireman and Joseph V. Selby), in collaboration with Richard Brand of the University of California
and Joseph P. Newhouse, the same Harvard Medical School professor who led the HIE, have studied the
behaviour and decisions of 2.26 million of these individuals in the face of the changes that occurred in 2000
3
and 2001 in the fixed copayment per visit to the emergency department . As in the HIE, this population
includes neither the elderly nor the extremely poor. And, as in the HIE, the subjects of the study are young
heads of households with a job and their families.
The copayment for emergency visits charged by Kaiser is a fixed fee per visit; there is no ceiling for the
expenditure that a patient can accumulate, and income is not taken into consideration to decide whether the
patient should be made to pay more or less. Nevertheless, poorer people covered by the Medicaid programme
were not included in the natural experiment. One in five policyholders who are entitled to free emergency
treatment goes once a year. Yet those who have to pay something seem to change their mind quite quickly
about the urgency of their need for care: those who pay a very modest figure, $1 to $5 per visit, cut back on
their visits by 4%, while those who pay $10 to $15 cut back by 7% in comparison with those who pay nothing.
Patients’ behaviour when assessing the urgency of care is sensitive to price in much the same way as we saw in
the HIE: the higher the cost sharing contribution per visit, the lower the number of visits. Those who pay $20
to $35 make 12% fewer visits than they would if access were free; and if their copayment is even higher, $35 to
$50, then the reduction amounts to almost one out of every four visits that they would make with free
emergency care. This reduction for a flat-rate copayment is rather more notable in the poor, as the Kaiser
copayment does not take the patient’s income into account.
In these individuals, employed with families, and aged under 65, the reduction in emergency visits has not
had costly consequences in the form of more hospital stays or adverse effects on health. Those who had to pay
for emergency care did not have to be admitted to hospital or an intensive care unit more frequently than those
who continued to have free access to emergency care in the 12 or 24 months following the introduction or
increase of cost sharing. In fact, we find the opposite: fewer emergency visits means fewer hospital
admissions. During this period, the mortality of those who pay and those who do not, when their age and risk
factors are taken into account, is very similar, so cost sharing in emergency care does not seem to cause more
deaths either.
Using clinical criteria, the Kaiser researchers have classified emergency visits into urgent and non-urgent
cases. The decision to go to the emergency department is up to the patient, unlike the decision to be
hospitalised, for example, which is what may transpire once we have gone to A&E with a really serious
condition. Unlike what was observed with other health services, in the HIE experiment patients had a
reasonable ability to tell between more necessary and less necessary use of emergency services, and decided
to resort to them less with minor or trivial problems that did not require attention or could wait to be treated
in due course by the GP. The behaviour of the Kaiser patients confirms that they decide to stay away from the
emergency department much more when affected by problems that from a clinical perspective are not
considered to be urgent: policyholders charged between $20 and $35 cut back their visits for non-urgent
causes by 14%, while the reduction when the reason is considered urgent is notably lower, standing at 5%.
It cannot be ruled out that some patients might delay a visit to A&E even though they actually need it. This
could happen with suspected appendicitis or severe pneumonia, for example. If such patients put off the
decision to seek emergency care, we ought to find more cases of appendicitis with perforation and more
patients with pneumonia who have to be admitted to the intensive care unit. However, paying appendicitis and
pneumonia patients do not arrive in hospital in a worse health state than non-paying ones. There is no evidence
that cost sharing has delayed the provision of urgent care with the resulting negative consequences on health.
We need to find an explanation for the fact that, for example, with a high copayment of $40 to $50, patients
go to A&E 25% less than if they had free access, without this causing any perceptible damage to their health.
The most reasonable hypothesis is that they stop going to the emergency department with minor or trivial
symptoms, and that this care need is covered by going to see their GP at the health centre if the symptoms
persist. Is there some way of testing this hypothesis on the behaviour of these patients who forgo emergency
care when they know they will have to pay for it?
Some of the patients in the Kaiser study also have to pay for GP visits; some pay little, others more, and
others can see the GP for free. When deciding whether or not to go to casualty, patients have to take into
account not only how serious their condition is, how urgently they need attention and how much it is going to
cost them, but also the effectiveness and the cost of the care options available to them. The natural option is to
wait a little to be treated and to go and see the GP during the regular health centre opening hours. The most
rational course of action would be to consider whether there are alternatives to going to the emergency
department, and to weigh up the pros and cons of these alternatives. The health centre would act as a possible
substitute for the visit to A&E for less anxious patients.

When, for example, a brand that sells still mineral water puts up its prices, we consumers tend to buy fewer
bottles of that brand, as there are a number of other brands of mineral water on the market. We buy fewer
bottles of the brand that is now more expensive, but we are probably going to buy more bottles of other brands
that offer mineral water of a similar quality, and probably there will also be families that will consume more tap
water instead of mineral water. This happens because most of us consider that the various brands of mineral
water we find in the supermarket are, to a large extent, substitute goods. We can substitute one brand for
another, and when the family sits down to eat, if they can’t see the bottle they are unlikely to be able to tell
which one we bought in the supermarket.
When a hundred Kaiser patients who have to pay $50 to $100 for access to the emergency department are
offered free access to their health centre, they forgo 31% of visits for non-urgent causes that they would
otherwise go to hospital for, were it not for the copayment. If visits to the health centre are free, the nonurgent visits they would make to A&E can wait: for them they are not worth $50 or $100 more than a visit to
the health centre. The comparison between the high fixed copayment for each emergency visit and free
treatment at the health centre brings them to forgo visits to A&E for some urgent cases, as they reduce these
visits too – albeit a little less than non-urgent ones – by 22%.
What do Kaiser patients decide to do when they are also made to pay for physician visits, as well as
emergency visits? These same patients who pay $50 to $100 per emergency visit will now also be charged $30
per physician visit at their health centre. The decision-making process is a little different now than when the
physician visit was free. When they have some symptom or problem that requires urgent attention, they go to
A&E with the same frequency as they would if they had free access. However, when the symptoms are minor or
trivial and non-urgent, they prefer to go to the health centre and pay the $30 rather than $50 or $100: their
visits to casualty for non-urgent cases, the least necessary and least effective ones, are reduced by 17%. For
them the speed with which the care is provided in A&E is not worth the price difference. There is little room
for doubt that the patients’ decision depends not only on the copayment for emergency care but also on the
copayment combination between emergency and health centre care. It is foreseeable that if a high copayment
is applied to GP visits and none at all when they go to the emergency department, many patients will go
straight to casualty, thus increasing unnecessary and less effective visits, because the price of the substitute
good – GP visits – has risen in comparison with that of emergency care.
WHY WE SEE THE DOCTOR LESS IF WE HAVE TO PAY FOR MEDICINES

In 2004, the constant increase in physician visits brought the German public health insurer to make the
decision to charge the insured population a fixed amount for each first visit to the doctor. In January that year
all those with public insurance – about 88% of the population of the country – were informed that they would
have to pay €10 on their first visit to the doctor, whether general practitioner, specialist or dentist, each
quarter. Once the patient had paid for the first visit that quarter, the following visits would be free. If this
doctor referred the patient to another doctor, the visits within the same quarter were still free. In the event of
patients deciding to visit another doctor without referral or prescription by the first doctor, they had to pay the
€10 access fee again. Patients were only made to pay when they themselves sought the care.
To prevent this measure from excessively affecting the poor and the more vulnerable, the German
government exempted children and teenagers up to the age of 18 from the copayment, and set an incomerelated ceiling on what each person could be charged. Anyone who had already paid 2% of their income in cost
sharing contributions for medical visits, pharmaceuticals or hospitalisation was exempt from paying for further
visits, and the same applied to people with chronic diseases who had already made payments to the value of
1% of their income.
Cost sharing was not new to the German health system. The main source of revenue for the German public
insurance is contributions taken out of wages. In the first decade of the century Germans paid €10 for every
day’s stay in hospital, up to a maximum of 28 days a year. The copayment for each drug prescription also
ranged from a minimum of €5 to a maximum of €10. In fact, doctor visits and emergencies were practically the
only services left in which the patient who used them was still not made to pay for them.
In a context of increased spending and ever larger numbers of GP and specialist visits, many European
governments have kept a close watch on this measure adopted in Germany. In the first decade of this century
GP visits covered by the public insurance were free in European countries such as Denmark, Spain, the UK and
the Netherlands. Well before Germany introduced this €10 copayment, France already charged 30% or 50% of
the cost of GP and specialist visits plus an additional set fee of €1 per visit.
Sweden charged 100 to 150 kronor ($12 to $18) per GP visit and a little more for specialist and emergency
visits ($24 to $36). The French cost sharing measure excluded the poor, the chronically ill and the disabled. In
Sweden, children and teenagers were exempt from these copayments, and the rest of the population had an
upper limit on cost sharing of 900 kronor ($109) a year. In the Netherlands, patients over the age of 18 paid an
out-of-pocket deductible of the first €165 to €665 a year to see the specialist.
Until the end of 2012, Germans paid €10 for the first visit they made to the doctor. The following visits to
the same doctor, or even to others as long as this was a decision of the first doctor, were free. If the patient
considered that the additional time lost in the GP referring him to another GP or specialist was short and there
were no bureaucratic impediments, then this copayment was not expected to be useful in restraining
successive visits after the first.
Germans who only had private coverage were unaffected by the new fixed copayment on the first visit.
These citizens with only private coverage were wage earners, who above a certain level of income can choose
between staying in the public system and switching to private insurance, and the self-employed, who together
4
account for six out of every ten Germans. Two German economists, Jonas Schreyogg and Markus M. Grabka ,
have used the population of individuals who only have private insurance as a control group to compare it in a
natural experiment with the behaviour of those with public insurance who have been charged the per-visit
copayment since 2004.

The small reduction in the number of visits that occurred in 2004 was temporary, and disappeared in the
three years following the new per-visit copayment. The decision to go to the doctor for the first time of those
Germans who are liable for the copayment does not seem to be affected by the €10 per visit. Comparing the
health service use decisions of 120,000 insured individuals who have to pay and 15,000 who are exempt from
the copayment, we realise that the decision to go to the doctor for the first time is not affected by the
copayment: the former behave in the same way as the latter do without the copayment. Once the first visit
each quarter is behind them, since the rest are free (as long as the patient does not decide to go and see
another doctor on his or her own account), it is hardly surprising that the introduction of the copayment failed
to make a mark in the form of a reduction in the large number of physician visits made by Germans at the end
of the year.
Does this mean that Germans don’t care how much they have to pay to see the doctor? Around the middle of
the first decade of this century Germans were going to the doctor more than twice as often as Swedes, but less
than the Spaniards. In light of the number of visits they were making per year, the decisions of the insured
would appear to indicate that this copayment constitutes too small an increase on top of what it already costs
them to go to the doctor, considering the time it takes them and what they are going to pay for the medicines.
They prefer to cough up the €10 and have free access for the rest of the quarter. If they go to the doctor once a
month, the cost per visit is not much more than €3. Perhaps the new copayment is too small in comparison with
what the visits already cost them even without applying the copayment, i.e., the time they spend getting to the
health centre and back, wait time, and the hefty cost sharing contribution applicable to medicines. The poor
and those with chronic diseases also come to the same conclusion, as they do not reduce their number of visits,
although we know that these two groups have an income-related ceiling on expenditure.
Germans had been accustomed to cost sharing for pharmaceuticals since 1997, and also for each day spent
in hospital. In comparison, the copayment for physician visits is considerably cheaper than the other two. In
practice, in view of the lack of sensitivity of patients’ decisions to go to the doctor when charged this price, the
principal and almost only effect of this cost sharing measure has been to raise cash: now the insurance raises
more revenue with what the sick pay, but unnecessary and ineffective use has not been reduced.
The point of departure is important in order to see how patients react to a new cost sharing measure or a
change in its amount. German patients already paid for physician visits indirectly through the copayment for
each prescription. Furthermore, the fixed copayment for the first visit in each quarter should be divided by the
total number of visits made: once they have paid for the first visit, all the rest are still free.
Unlike Germans, Belgian patients – who also pay part of the cost of medicines – reacted by going to the
doctor less often when the public insurance charged them a much lower per-visit copayment than the €10
charged in Germany.
In the mid-1990s, the Belgian government decided to increase the percentage of the cost of physician visits
that the insured paid directly in the form of a copayment. This increase meant that patients went from paying
€2.60 for each visit to €3.90 in 1994. Although a relatively modest figure, the additional €1.30 amounted to a
50% increase over the previous price. This sum is not paid on only the first visit in the quarter but on each and
every visit. The result is very different from what was to happen with doctor visits some years later in
Germany. The physician visits of Belgians who had to pay the increased copayment out of their own pockets
dropped by around 8% in the two years following the reform, a modest but significant reduction in response to
a notable cost sharing increase.
In the late 1990s, the German government decided to implement a major change in public drug coverage.
Looking beyond the well-known rhetoric on how expensive medicines are for public insurance and how they eat
an ever large slice of the financial cake dedicated to public healthcare, the government brandished the need to
reduce pharmaceutical waste as an argument in favour of a notable increase in pharmaceutical cost sharing. At
the end of the 1990s, it was calculated that a quarter of the drugs purchased by public health insurance in
Germany had no demonstrated health benefit, and that every year pharmaceuticals worth €2,000 million found
their way into the rubbish; one fifth were packs of medicines that had never even been opened. We find the
same situation in all rich countries with high pharmaceutical consumption. The German reform of 1997
maintained free physician visits but added approximately €3 to the copayment for each drug prescribed by a
national health doctor; this amounted to tripling the copayment on a large number of medicines. In this way,
Germans came to pay €4.60 for each small pack, €5.60 for a medium one and €6.60 for the large size.
This increase of €3 per prescription can change patients’ behaviour in several ways. The price of medicines
prescribed by the doctor has not only increased for all packs; it has risen much more for small ones. These
items have become more expensive in comparison with larger packs. The copayment on the small pack has
tripled, whereas the one on the large pack has increased considerably less, by 45%. Not only can we expect
rational patients to buy fewer medicines on the insurance at the pharmacy, but for long treatments they are
going to prefer to be prescribed a large pack instead of having to buy several small ones.
In order to get the drug prescription, patients have to go to the doctor. Since the German cost sharing
reform of 1997, they have been able to go to the doctor to get a diagnosis and one or more prescriptions, but
they might decide not to pick them up from the pharmacy and instead buy a cheaper non-prescription drug by
way of self-medication or simply seek alternative treatments to medication. When the price of the prescribed
drug is lower than the cost sharing amount, it is the patient who pays the entirety of the price and the
insurance contributes nothing. Aware of the now larger copayment he has to pay to get the pharmaceuticals he
needs, he might also decide not to go to the doctor at all and instead buy an over-the-counter drug directly at
the pharmacy, at a price similar to the copayment or even lower. The response of the German patient to the
changes in drug prices dictates whether the frequency of physician visits is reduced as a result of the cost
sharing increase.
Some goods are just the opposite of substitutes: rather, they are complementary. For those who like to put
sugar in their coffee – in other words, those who don’t really like the taste of coffee – when the price of a cup of
coffee rises and they cut down from three coffees a day to only two a day, this reduction in coffee consumption
is accompanied by a similar reduction in sugar consumption. For these people, sugar and coffee seem to be

complementary goods. Physician visits may be a complement of the drugs prescribed if the reason for a
substantial number of visits is to get the prescription, and also if most of the treatments prescribed consist of
taking medicines.
The increase in pharmaceutical cost sharing at the end of the 1990s in Germany was not applied to the poor,
children and teenagers under 18, and those over the contribution ceiling who only had private insurance.
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Rainer Winkelmann of the University of Zurich has used the decisions of these patients who were not affected
by the 1997 cost sharing increase as a control group in order to compare their behaviour with that of the
publicly insured who had to bear the brunt of the rise in drug prices. Winkelmann has compared the decisions
related to buying prescription drugs and going to the doctor of more than 37,000 people for the two years
before and the two years after the pharmaceutical cost sharing increase. Those who had to pay decided to go
to the doctor much less than they did when the cost sharing amount for medicines was considerably lower. If
the main reason for the visit was to get the prescription and the same medicine or a similar one could be got at
the same price or even cheaper directly at the pharmacy, many patients preferred to skip the formality of the
doctor visit. As a result of these decisions by the patients, the number of visits after the increase in
pharmaceutical cost sharing fell by between 13% and 16%. The price of a complementary service to visits –
i.e., pharmaceuticals – caused patients to make fewer visits at the expense of the German insurance. On the
other hand, when in 2004 a price was charged directly for the first visit in the quarter, patients carried on
going to the doctor regardless.
Germany has decided to alleviate the cost of physician visits by eliminating, as of January 2013, the €10
copayment for the first GP or specialist visit each quarter when the patient has not been referred by the
primary care doctor. The underlying reasons for this supposed setback for the German copayment have more
to do with electioneering than with lack of effectiveness. This measure, introduced in 2004, had proved some
time ago to be of no use in reducing the number of visits, among other reasons because they had already been
reduced by 15% in 1997 with a coinsurance of 10% of the price of the drugs, but with a minimum of €5 and a
maximum of €10 per prescription.
The interesting thing about the German system is that, in addition to exempting the poor and under-18s, all
cost sharing borne by a given patient is accumulated and cannot exceed 2% of his or her income (1% in the
case of chronic diseases), and this maximum threshold has remained unchanged with the abolition of the pervisit copayment in 2013. This combination could even yield an unexpected outcome as a result of the
elimination of the copayment on visits. Cost sharing moderates the healthcare use of those who expect to
spend little and thus fall short of the upper limit, but not that of the rest, since as soon as they exceed the limit,
treatment is provided free of charge. With a lower unit amount as a result of the removal of the per-visit
copayment, more people can expect not to exceed that limit and fail to reach free treatment. Hence the change
may even encourage more people to moderate their healthcare use.
Cost sharing for pharmaceuticals is a widespread practice in almost all European public systems. The
Italian case has been much more politicised than the German one. Until 2001 the Italians paid between €2 and
€3 for each product prescribed by a physician with the coverage of public insurance. The Italian government
abolished this copayment in 2001. Two years later, some regions brought back a copayment of €1, €2 or €3 per
prescription, while others kept medicines free of charge. Although it is a small sum and the elderly, the poor
and the chronically sick are exempt from paying it, €1 is enough for the average patient in those regions where
the copayment is in force to reduce his or her number of prescriptions by 4%.

9

PREDICTABLE IRRATIONALITIES

Experimenting without experiments on patient cost sharing comes up with some surprising results, some of
them at odds with those of the HIE, and it is extremely important to try to understand the logic behind our
healthcare decisions and those of our doctors, with or without free care, in order to be able to predict the
behaviour of patients and physicians in the face of cost sharing.
WHY DO THE ISRAELIS SEE THE SPECIALIST LESS WHEN IT IS FREE?

The national health insurance available to the Israelis is funded mainly through general taxation and a specific
tax for healthcare, but since 1998 the four big health plans have been allowed to top up their revenue through
small cost sharing contributions on specialist visits and hospital admissions. This price to be paid by the
patient was introduced in an attempt to help the finances of the insurance plans and at the same time reduce
unnecessary visits initiated by the patient. Patients started to be charged between $2.50 and $3.50 (in 1998
dollars) for the first visit in each quarter with the aim of penalising the visit made on the patient’s initiative but
not the following ones, which depend more on the criterion of the doctor than on that of the patient. In Israel,
unlike in many other countries, patients can see most specialists directly.
The four plans of the national health insurance have no other revenue than the public allocation of funds, so
this copayment is the only option open to them to increase their turnover. So as not to disadvantage the
underprivileged, free treatment was maintained by exempting from the copayment the poor who receive
allowances from social services or disability benefits, some 15% of the population. In order to limit the
spending of low-income individuals who are not excluded from the copayment, an expenditure ceiling of
around $25 to $40 was implemented. The state allows those insurance plans that work for the publicly insured
to keep the copayment, but it does not compensate them if they have to treat a large number of patients who
are not required to make the copayment. The more specialist visits by those who have to pay, the higher the
revenue for the health plan.
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Professor Roger Feldman of the University of Minnesota, together with three other researchers, realised
that, since the implementation of this copayment, those Israelis who have to pay to see the specialist do so
more than they would without any copayment. Put like that, this seems to fly in the face of everything we have
learnt from the HIE. What lies behind the apparently irrational behaviour of these patients, at odds with what
we would expect on the basis of the HIE? Professor Feldman’s team has observed the changes in the decision
to go to the specialist of a sample of 50,000 randomly selected members of three of the four health plans, in
the years before and after the cost sharing change. The existence of a numerous group of exempt individuals
enabled them to compare the group of those affected by the copayment and the group of those with zero
copayment.
In order to answer our question, first of all, we are going to examine the reactions of the patients with one
of the plans: the only one that already charged its patients $2.50 prior to 1998. After that date it charged them
$4.50. The insured population covered by this health plan already made many more specialist visits than those
of the other two. When the copayment amount for their visits was increased, many of these patients decided to
go to the specialist less often, except for the more complex specialities such as cardiology and neurology. Now
this is more like what we learnt earlier on. For the other visits they have the primary care physicians as a much
cheaper first option, as they are provided free of charge. Furthermore, the information system of this
insurance plan does not allow the patient to know in real time, before making the visit, whether he has reached
the expenditure ceiling that would entitle him to free treatment.
Those insured through the other two health plans, which cover two out of every three Israelis, were
required to pay $2.50 or $3.50 for the first time in 1998. Until then, they had gone to the specialist
considerably less often than those covered by the first plan. The paradox is that the patients covered by these
two plans who are charged a copayment for the first time now go to the specialist more often than they would
if they had free access: the effect attributable to the copayment is that they appear at the specialist’s office 8%
and 13% more than those who pay nothing. Stranger still, the number of visits made to physicians with
specialities like cardiology and neurology does not increase; they go more often to the ophthalmologist or the
dentist, for example.
There is no objective reason for these patients to behave in this way, so completely opposed to how those in
the first plan behave, even though the copayment they face is fairly small. The only difference is that the
patients in the first plan have less information about whether they have reached the expenditure ceiling and
therefore do not have to pay any more. We have to find the explanation somewhere else, beyond patients’
decisions. The introduction of the copayment has created an opportunity for these two health plans to earn
more revenue. With the same cost, if a patient with copayment is treated they generate additional income that
they do not obtain with a non-copaying patient. This encourages health plans – not patients – to concentrate
the supply of specialists in areas with higher income and fewer individuals exempt from copayment, and to
influence decisions to refer a copaying patient to the specialist. This effect, the influence of the changes on the
behaviour of the health plans, could not be observed in the HIE experiment, as it affected a minority of each
doctor’s patients. The larger number of specialist visits per patient of the first health plan, that in which the
increase in the copayment caused a reduction in visits, as expected, can presumably be attributed to the fact
that the increase in visits induced by the insurance itself already occurred when the copayment was introduced
earlier.

THE FRENCH PREFER NOT TO HAVE THE DOCTOR COME INTO THEIR HOME

It seems that, even when they are ill, the French are less than keen about having the doctor making house
calls. Maybe the French are very private people when they are at home, but I rather suspect that this is not
precisely the reason why they prefer not to have the doctor visit them there.
In the 1990s, the French public insurance opted to follow the trend of policies aimed at curbing the growth
in health expenditure that reigned in almost all developed countries. In 1993, the French government decided
to reduce the comprehensiveness of the healthcare provided outside hospitals, by reducing the part of the cost
of visits paid by the public health insurance. Until 1993, French public insurance covered around 58% of the
cost of visits outside hospitals, the remainder constituting what the French call a ticket modérateur, a cost
sharing contribution for the remaining 42%.
Many French citizens have private insurance, either provided by the company where they work or
purchased on an individual basis, that covers a large part or even all of the cost of the care that is not
reimbursed by the public health insurance, i.e., of this ticket modérateur. As the cost sharing amount can be
very large if they need to go to the doctor or the hospital, many people prefer to pay the premium of a
supplementary insurance that reduces the risk of the ticket modérateur by more or less half.
With the entry into force of the so-called Veil Law on 1 July 1993, the public insurance reduced by five
percentage points the part of the health expenditure that it had paid up until then. Seen from the patient side,
this means that the coinsurance amount is now higher: the government has added another five percentage
points to a ticket modérateur that was already quite high.
Some private insurance companies increased their coverage to include the patient’s higher cost sharing
rate, and, of course were forced to put up their customers’ insurance premium. In this way, the higher cost that
the government imposed by reducing the comprehensiveness of the public insurance was covered by the
private insurance in exchange for an initial fixed price, the insurance premium. When a patient with this
insurance went to the doctor after 1 July 1993, the cost of the visit for him or her was apparently the same as
before; but this was the case after having paid the insurance premium, which was now a little more expensive.
Not all private insurance companies chose this line of action. Others took the opportunity to try and raise
the patient’s awareness of the cost of care, to see if that might reduce less necessary visits. In this way, some
private companies started to make the patient pay a coinsurance charge calculated as a percentage of the cost
of the visit.
One private insurer is a non-profit company with which employers take out the coverage of their employees’
health expenditure collectively. A year after the Veil Law came into force, this insurer decided to change the
conditions of coverage and charge policyholders 10% of the cost of all visits and expenses incurred outside
hospitals.
The health insurance provider for a different company raised the price of the insurance premium when the
Veil Law came into force. In this way, it kept physician visits, house calls and specialist visits free of charge,
although always under the condition that their cost does not exceed a certain amount fixed as an upper limit by
the insurance. Workers at this company have forgotten all about the rise in the cost of the insurance, but they
know their visits to the doctor are free, because what is not paid by the public insurance is topped up to
practically 100% of the price by the private insurance.
This situation at the first company, however, is now a little different. Every time an employee there goes to
the doctor he knows the public insurance and the private insurance together will enable him to get back at the
most 90% of the cost of the visit: he has to provide the rest out of his own pocket. In short, the situation is that
while an employee of the second company pays nothing when he goes to the doctor, employees at the first
company have to pay a coinsurance charge of 10% of the price of the visit, whether it is at the GP’s office, the
specialist’s office or the patient’s home.
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Three French economists – Pierre-André Chiappori, Franck Durand and Pierre-Yves Geoffard – observed
over the years 1993 and 1994, as if in an experiment without an experiment, the medical visit use decisions of
nearly 4,000 young employed French people with insurance like Franck’s, with 10% coinsurance, and almost
900 with insurance like Pierre-André’s, with free visits, most of them living in the Paris area.
Franck, who represents the average French policyholder with coinsurance for visits, went to the doctor as
much as he would have done without paying that 10%: it seems that the coinsurance was too modest to
influence his healthcare decisions. He disliked it, but he paid the 10% and went to the doctor with the same
frequency; the coinsurance did not appear to cause him to cut out any unnecessary or useless visits, or else he
regarded all the visits he made to be absolutely necessary. Out of every 100 people with insurance like
Franck’s, Chiappori’s team of researchers found that, in 1993, 72 went to see the general practitioner and 55
went to see a specialist. The following year, despite having to pay the 10% out of their pockets, the same
number of people went to the doctor. And the number of visits made by those who went at least once also
remained very similar the next year.
But, the case of house calls underwent a notable change. Now many of the policyholders who, like Franck,
had to pay 10% of the cost of the visit had stopped asking the doctor to visit them at home on the grounds of
illness or health problems preventing them from getting to the health centre. In 1993, before the Veil Law was
implemented, out of every 100 policyholders like Franck, 36 had asked the doctor to see them at home on at
least one occasion. This is a very high proportion, but, after all, the price was zero! The following year, when
they had to pay 10% of the cost of this visit, only 28 people out of 100 requested this service: 22% fewer than
the year before. The same change in the behaviour of these policyholders can be observed with the number of
house calls, which, by the end of the year, had fallen by almost a fifth.
The price of house calls was only slightly higher than that of visits to the health centre, so the monetary
expense does not seem to be the main cause of this decision-making change that only affected doctors’ house
calls. The coinsurance rate was the same – 10% – for all types of visits. If the most expensive visits were the
first to be ruled out, patients would go see the specialist less, as these are the visits with the highest price. But
this was not the case: patients went to the specialist just as often as they did when they were not required to

pay the coinsurance imposed by the implementation of the Veil Law. We have to look elsewhere to find the
reason why the French decided to shun house calls. It is not possible that the French suddenly took an
aversion to having the doctor come into their homes when they became sick.
To understand what was happening it might be useful to compare what it entails for Franck, when he has a
slight temperature that has no adverse effect on his mobility, to go to the doctor. Going to the doctor’s office,
accompanied by his wife, involves a half-hour journey on public transport to the health centre and half an hour
back again, which is uncomfortable for him with a headache and a temperature. On top of this, he will have to
sit in the waiting room for another half hour. He will get out of the health centre more or less an hour after he
arrived. He is subjected to none of this discomfort if he is treated at home.
Let’s assume that the return journey by public transport to the health centre and back costs €4 each, and
that Franck would be willing to pay €120 for two hours of his own time and two hours of his wife’s time, which
is what they spend in travel and wait time. If you prefer, you can assume that the €120 is the cost of the wages
lost due to not going to work that morning. The price of a visit to the general practitioner is €60, so the 10%
that Franck pays for the visit is €6. Altogether, adding the monetary cost of €6 for the coinsurance and €8 for
the public transport to the cost of the time, a visit to the GP at the health centre now has a cost of €134. Paying
a coinsurance fee of 10% of the price of the visit means that the total cost of the visit for him increases from
€128 to €134, an increase of less than 5%.
House calls have no time cost, either for him or for his wife. The cost increase represented by the
coinsurance fee of 10% of the price of each house call – €7, as house calls are slightly more expensive – is, in
Franck’s eyes, much greater than the increase in the price of a visit to the health centre. House calls are no
longer free; they cease to be priced at zero and he has to pay €7 out of his own pocket for something that used
to be free. The biggest increase in the total cost is for house calls, which rose from the magic price of zero, and
this seems to be the main reason why Franck decides that he can happily get by with fewer house calls.
However, for patients with the same insurance as Franck who went to the doctor’s office, visits were not free
even when there was no coinsurance: they paid no monetary price, but they had high time and travel costs.
The total cost of these visits has risen relatively little, so there is little change in the number of their visits to
the doctor.
The cost of visits to the doctor for these young employed people is higher in terms of travel costs and
waiting time than in terms of monetary cost sharing. Those who decide to stop calling the doctor to see them at
home probably consider that it is not necessary: they already know what treatment to follow or they prefer to
wait and see whether their health takes a turn for the worse or the better before calling the doctor. It is more
than likely that the reduction in house calls was in everyone’s interest, as had a high cost for the insurance – at
least €70 per visit – and contributed nothing or almost nothing to the health and welfare of the patient, since
for him the possible improvement is not even worth the €7 he has to pay. Nor is it likely that in most cases the
reduction in house calls gives rise to many more visits to the health centre, as the cost for the patient of going
to the doctor’s office is now (and was before) considerably higher.
ALL PILLS MAY LOOK THE SAME BUT THEY COME IN DIFFERENT COLOURS

Many of us have a hard time telling which of the three pills we take every day – the green one, the blue one or
the red one – does most to alleviate the symptoms of our illness and helps us most to improve our quality of
life. Each one must have a different function in the context of the treatment prescribed to us by the doctor, but
the truth is that most of us are unaware of what each coloured pill contributes to the improvement of our
health.
Even in the huge majority of health systems with public insurance for the whole population, it is common for
patients to have to pay a certain fixed amount per prescription or a percentage of the price of the drug when
they go to pick it up from the pharmacy. In the HIE randomised experiment, patients who had to make a large
cost sharing contribution consumed fewer medicines than those who got them free of charge. However, unlike
what was observed with visits to the emergency department, patients were rather undiscriminating about what
sort of medicine they stopped taking. They discontinued the treatment or failed to even go to the pharmacy to
get the prescription filled in the case of both more necessary and effective drugs and less effective ones. Quite
apart from the colour of the pills, in the HIE experiment the patients could hardly tell which pills they were
over-consuming and contributed little to the improvement of their health status.
Steven is forty-seven and works for a fairly large company in the US through which he is provided with
health insurance for himself and his family. When a doctor prescribes him a drug under the coverage of his
insurance plan, Steven pays $6.50 if it is a low-price generic. When the prescription is for a branded drugs
with a higher price, Steven has to provide $13 out of his own pocket. Steven was diagnosed with diabetes five
years ago, and has to take several anti-diabetic drugs if he wants to keep the disease under control and avoid
the complications associated with diabetes. This year, Steven has also occasionally taken anti-allergic drugs for
persistent allergic rhinitis and, on an occasional basis, also an anti-depressant. If Steven’s insurance doubles
the cost sharing contribution for medicines, an increase of 100%, will he respond to the cost sharing increase
with an indiscriminate reduction of all the medicines he takes, as if all the pills were the same except for the
colour?
The employed population aged under 65 in the US is precisely the subject of the HIE randomised
experiment. A team of researchers led by Dana P. Goldman, also of RAND, has studied the pharmaceutical
consumption decisions of more than half a million of these individuals who worked for 30 large US companies
in the late 1990s. Over the four years these people were observed, they were assigned to any one of a total of
52 different health plans. All these plans established a cost sharing contribution for pharmaceuticals: some
charged a percentage of the price that stood at around 24%; others applied a deductible for the initial
expenditure; and many of them charged a fixed amount per prescription, which could be lower for cheaper
generics and higher for more expensive branded products. The policyholders themselves find it complicated to
compare the various different cost sharing rates offered by the insurance plans to find out which is the most

generous or the most suitable for them.
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The team led by Dana P. Goldman measured the generosity of each plan in the same way as the consumer
price index is calculated. Team members calculated the amount in dollars that a patient would have to pay in
each plan to buy an identical sample of products representing the most common basket of pharmaceutical
goods among the more than half a million patients. Greater generosity is the same as saying that the cost
sharing contribution is lower. And conversely, less generosity indicates that the patient cost sharing will be
higher in that plan.
In the course of the four years of observation, the half million patients made prescription drug purchasing
decisions with insurance plans that were more generous than others and that, for the most part, lost
generosity as time passed. One way of experimenting without an experiment, in this case, consists in
examining how, for example, a patient with diabetes like Steven reacts when the generosity of his insurance is
halved for pharmaceuticals. The patients observed by the RAND team of researchers made a more than
notable reduction in their consumption of all types of drugs when their cost sharing contribution was doubled,
but for some more than for others. The colour of the pills does not seem to be the wrong criterion in all cases
when deciding whether to stop taking them or simply not buy them at the pharmacy.
Patients cut their pharmaceutical consumption by almost half in the case of medicines used primarily to
treat intermittent health problems such as those prescribed for rhinitis or arthritis. Other medicines are used
to prevent the progression of chronic illnesses and to try to avoid or mitigate the long-term complications that
can derive from high blood pressure, diabetes and high cholesterol. Patients diagnosed with high blood
pressure only cut their consumption of anti-hypertensive drugs by 10% in the face of a 100% cost sharing
increase, whereas the consumption of this type of drug in other individuals fell by more than a quarter. Patients
with depression only cut their consumption of anti-depressants by 8%. Patients with high blood pressure or
depression seem to be well aware of the diagnosis they were given of their chronic illness some time ago, and
are unwilling to jeopardise their treatment when they have to pay considerably more for their medicines: most
of them – but not all – are convinced that according to the doctor they are necessary and effective for
preventing subsequent complications. But not all the chronically ill show this ability to discriminate. Diabetics
consume almost a quarter fewer anti-diabetic drugs such as sulphonylureas, metformin and glitazones,
excluding insulin. This raises serious doubts regarding the possible adverse effects on the health of these
patients in the future.
Patients clearly fail to differentiate satisfactorily which drugs they should keep on taking because they are
the most necessary and effective for controlling their chronic illness. But these results indicate, a little over 20
years after the HIE randomised experiment, that young employed patients in the US who have chronic diseases
are considerably better at determining what type of drugs they should refrain from discontinuing in their
attempt to cut the expenditure that higher cost sharing imposes on them. However, the case of diabetics still
shows the high health risks of identical and indiscriminate cost sharing for all, no matter what its effectiveness.
More good news from these patients: those who have chronic diseases and simultaneously take medicines
for the main disease and others for secondary symptoms seem to remember which colour pills are most
important for their health. Patients with high blood pressure reduced their use of anti-hypertensive drugs, but
only by 10%, whereas these same patients cut down on the other pills they were taking by over a quarter. A
very similar pattern was followed by patients with depression: most carried on taking the pills for depression
but cut down much more on their other pills.
Patients with chronic diseases who stop taking the pills they were being treated with or stop buying those
prescribed to them by the doctor because of high cost sharing (much less generous health insurance) may start
buying over-the-counter drugs without a prescription if their price is lower than the cost sharing amount for
the medicine prescribed by the doctor. This is a logical substitution when the price is very high if there are
substitute drugs indicated for the same illness, especially in a market like the United States, where patients
constantly receive advertising messages for pharmaceuticals. Patients have increasingly resorted to this
possibility of substitution when cost sharing has started to prove too onerous: if the copayment is doubled and
they have to pay $26 instead of $13 for a brand prescription, sales of medicines that have an over-the-counter
substitute rise by almost a third. This means that there are many patients who do not discontinue their
treatment or who do not fail to start it because of high cost sharing, but rather have substituted the doctor’s
prescription of an expensive branded product with an over-the-counter drug the price of which, even paying it
in its entirety, is still less than the cost sharing amount.
Some patients with chronic diseases who require ongoing treatment with effective medicines do not give
them up, but switch to similar but cheaper OTC drugs. The doubt remains as to whether the cheaper substitute
is sufficient to reduce the risk of future complications, especially when the substitution has not been advised
by a health professional. But not all make this substitution and discontinue the treatment; some simply fail to
start it or do not take the prescribed doses.
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The economists Martin Gaynor, Jian Li and William B. Vogt of Carnegie Mellon University have observed
the outpatient and inpatient care use decisions of a similar sample of young US policyholders to the one
studied by Goldman’s team. The Carnegie Mellon researchers observed year by year from 1997 to 2003
whether the insured who reduced their consumption of medicines owing to high cost sharing went to the
doctor or to hospital more frequently during the year of the rise in drug prices and the following year.
Let’s suppose, for a moment, that the patients who have to pay more for their medicines can tell perfectly,
thanks to the available information and their doctors’ recommendations, which drugs can and which drugs
can’t be reduced when they become more expensive because of cost sharing. In this ideal situation, the
adverse effects on health should be minimal, but minimal does not mean non-existent. And logically, the
adverse effects will make it necessary for the patient to receive attention from the doctor or the hospital for
the resulting complications or worsening of symptoms. When this happens, the lower use of pharmaceuticals
triggered by cost sharing is partly offset by the subsequent higher use of physician and hospital services. The
Carnegie Mellon team of researchers did not observe that patients who spent less on pharmaceuticals in order
to pay less had to be hospitalised more often than they would have had to have been hospitalised if they had

not cut down their use of medicines. However, they did find that these patients sought more medical advice
through specialists and emergency departments, especially in the case of the chronically ill. This increased use
of outpatient services is a substitution effect related to lower pharmaceutical consumption that must be taken
into account when evaluating the efficacy of cost sharing in people aged over 65, as it offsets about a third of
the savings generated by the lower pharmaceutical expenditure.
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THE BEST COST SHARING IS THE SORT THAT RAISES LITTLE REVENUE
THE DEVIL IS IN THE DETAILS

Although the purpose of cost sharing has little in common with that of a fundraising tax and its aim is to limit
less necessary use, we cannot neglect to examine the ability of this cost sharing to cut expenditure. This is not
its reason for being, of course, and it is not the only matter to be assessed from the perspective of social
welfare and health, but clearly, at the end of the day, the efficacy of cost sharing in reducing expenditure for
the insurance and society as a whole is an important issue. If the key point is not to collect more revenue but to
bring order to use, it must nevertheless have the effect of easing pressure on health expenditure. We need to
know how expenditure responds, in terms of reduction, when patients face lower or higher cost sharing, when
cost sharing affects some services and not others, and when we are dealing with young employed people or
elderly retired people.
In order to know what would happen if patients in a particular region or country, or members of a particular
health insurance, had to pay a different cost sharing amount to what they paid up to now, we will refer to the
results of the HIE randomised experiment, or natural experiments or quasi-experiments along the lines of
those performed in earlier chapters. The subject matter is not always cost sharing increases: sometimes we
will be interested in finding out what will happen to the health expenditure of an insurance that covers a
population when the coinsurance rate is reduced, or when this rate is increased but, at the same time, a ceiling
is introduced that limits the losses a patient can incur. If the purpose of cost sharing is not just to collect
revenue, it should enable us to achieve health outcomes as similar as possible to those we already had, with
minimal adverse effects on health – achieving almost the same thing at less expense!
The classic instrument used by economists as a single yardstick to measure the effect of a change in the
price paid by patients, such as when there is a variation in cost sharing, is the elasticity of health expenditure
to variations in price or cost sharing: in the face of a certain percentage increase in cost sharing, in what
proportion does expenditure fall? Using elasticity as a measure also has the great advantage that it allows us
to compare the results of different experiments and experiences. Needless to say, the greater the reduction in
expenditure and the lower or closer to zero the adverse effects on the health of the insured, the more efficient
and beneficial it will be for society to provide treatment with the specific cost sharing measure that has been
applied to the insured. Conversely, the greater the adverse effects on health and the smaller the savings in
expenditure, the less useful and more dangerous the type of cost sharing applied will be. If we are interested in
the impact on use instead of the impact on expenditure, then, in exactly the same way we will calculate the
elasticity of use – visits, medicines, hospital admissions, etc. – to variations in the price paid by the patient out
of his or her pocket.
The combination of the different instruments at stake in a cost sharing measure practically makes each use
experience a different case, so it is essential to act with a great deal of caution when it comes to transferring
the results of an experiment – even a randomised experiment – to other scenarios. As we have seen, cost
sharing can be in the form of a fixed copayment per service used or a percentage of the price or cost; it may or
may not include a deductible; it may establish a ceiling on the expenditure of each individual either as a set
amount or as a proportion of his or her income; it may affect one or more services equally or differently; it may
vary for individuals with different incomes or for individuals with chronic diseases; there may be provision for
exemption from the cost sharing (zero pricing) for certain population groups, and so on. In short, the form
taken by each of the elements that go into the design of a cost sharing system will have an influence on the
price elasticity of expenditure. And not only on that; two differently designed cost sharing systems, even if they
raise exactly the same revenue, can have very different effects on both expenditure and the health of the
patients.
The devil is in the details, and, it is for that reason – not because cost sharing is in itself complicated or
beyond the understanding of the majority of the insured and patients – that it is important to fine-tune the
judgements we economists make about the quantitative measurement of the impact of one or other type of cost
sharing on expenditure. A highly positive impact on expenditure in the form of savings without sacrificing any
of the health benefits in an experiment with a particular type of cost sharing should not be interpreted as proof
of the universal goodness of cost sharing. Similarly, a natural experiment in which cost sharing does not serve
to reduce spending and moreover is detrimental to patients’ health should not be used to shout from the
rooftops about the neoconservative evil of pricing that, according to some people, economists want to impose
on us when we go to the doctor. The results of randomised experiments or of studies that experiment without
an experiment need to be placed in the specific institutional context of each health system, paying close
attention to the details of each cost sharing system.
Let’s look at a simple example. Some health economists have written that the coinsurance rate of the health
plans in the famous HIE experiment, which went as high as 95%, are unacceptable in health systems such as
those in force in Europe, with universal coverage, where patients/taxpayers will accept, it is said, no more than
very low-intensity cost sharing. Hence activists who oppose cost sharing rush to conclude, mistakenly, and
without deferring to more in-depth knowledge, that the evidence of the most important and most expensive
randomised experiment to have been conducted to date on social policies offers no useful lessons outside the
US, where highly priced private health insurance has prevented many people from having any insurance at all.
Nothing could be further from the truth. Let’s take a European country that charges 40% of the price of
medicines taken by employed people under the age of 65 or their families, without any kind of upper limit on
the expenditure or loss that can be exacted from each individual through this channel. Well, if we compare this

type of cost sharing – percentage of the price with no upper limit – with the most expensive insurance plan in
the HIE, it turns out that the HIE plan with a coinsurance rate of 95% of the cost of each service used was
cheaper. As it restricted the maximum loss patients could be required to pay in relation to their income,
ultimately almost no one who incurred significant expenses had to pay as much as 40% of the expenditure
caused by his or her use.
What would be the health expenditure of one person or all the insured if there were no cost sharing
associated with visits to the doctor or the pharmacy? What would the expenditure be in emergency
departments and health centres if there were a fixed fee per visit, or if patients were made to pay a certain
proportion of the cost? The measure of price elasticity answers a relatively simple question that is similar to
the two we have asked above: if the price paid by the patient increases or decreases in a certain proportion, in
what proportion does use or expenditure change?
The HIE randomised experiment was not originally conceived or designed to calculate elasticities but rather
to compare the difference in dollars between the per capita expenditure of each of the five health plans in the
experiment. With the aim of making it easier to compare the results of the HIE with those of other previous
experiences and future natural experiments, the RAND research team calculated that for the average
participant in the study the elasticity of health services was quite low, in the region of –0.1 to –0.2. The
negative sign of the elasticity indicates that the two magnitudes compared, price and expenditure, move in
opposite directions. These decimal figures can be read very intuitively: when the average HIE patient is
subjected to an increase in the price or cost sharing amount he has to pay to use healthcare of 10% on top of
the previous price, then he reduces his use and expenditure by between 1% and 2%. This elasticity is fairly
moderate, which is to be expected in a service like healthcare, but it is an indication that over-comprehensive
insurance gives rise to overconsumption.
Going by the book of conventional economic theory, very high elasticity means that there is a large amount
of overconsumption that would not occur if the cost were taken into account when deciding about consumption
or use. So, the higher the elasticity, the higher the cost sharing should be. The insurance coverage should be
more comprehensive for services with lower elasticity. The underlying idea is that low elasticity is proof that
there is little excess or unnecessary consumption; the patient needs and attaches great value to the benefits of
care, and cannot forgo that care without experiencing a loss of health and welfare that is far greater than its
cost. The measure of elasticity thus becomes the conventional guide to how comprehensive insurance should
be, or how intense the cost sharing demanded of patients should be when they receive care. Higher cost
sharing for services with high elasticity will help to reduce overconsumption or consumption whose value is
lower than it costs, whereas if excessive cost sharing is applied to services with very low or zero elasticity, all
we will be doing is imposing a tax on patients.
This provides an intuitive insight into the contradiction between the objectives that cost sharing can serve
to pursue: fundraising and bringing order to use. If the aim is to raise cash, it is important for the patient not
to be put off using the services by the cost sharing contribution, as in that case he would not pay anything and
no cash would be collected. So the cost sharing that raises most revenue is the sort that is applied to services
with less elastic demand. The situation is very different if we are seeking to introduce order by cutting down
on less gainful use in order to focus resources on those patients who need them most and can benefit most
from that care, banishing the opportunists who overwhelm services with trivial requests. In this case,
conventional theory dictates that cost sharing should be non-existent or very low for services with very low
elasticity, and higher for services with high elasticity in which patients rapidly forsake use when faced with
small price rises.
VARIABLE-DOSE RATHER THAN FIXED-DOSE COST SHARING

The fairly low elasticity of –0.1 to –0.2 calculated for the HIE experiment stands as proof that health insurance
should be comprehensive but not necessarily completely free, as long as the expenditure to be met by the
patient is lower for those with less income. This figure has remained almost unmoved since its publication in
the 1980s, as most subsequent evaluations, in the US and in other health systems, too, have generally yielded
very similar elasticities lying in this 10-20% range. This is the most common, although rather incomplete,
reading of the results of the HIE that many researchers and specialists in health systems have transferred in
time and space to other populations in order to forecast the efficacy of a variation in insurance
comprehensiveness on the number of visits or expenditure. A more careful reading of the results of the HIE
reveals important subtleties that have implications when drawing conclusions about the most appropriate way
to design a cost sharing system.
The elasticity with which the average HIE patient responds to a cost sharing increase in the more
comprehensive health plans – coinsurance of up to 25% with an income ceiling – is the same for almost all
health services, including hospitalisation. When the coinsurance rate is raised by 10%, but still within the
interval of the lower coinsurance of the health plans with the most comprehensive coverage, this average
patient seeks medical attention less frequently both outside and inside the hospital, reducing expenditure by a
modest but perceptible 1.7%. Patients with chronic illnesses are the only ones with a slightly higher elasticity
of –0.2, close to the upper limit of the average; they are a little more sensitive to price even with low-intensity
cost sharing, but the difference with respect to the rest of the patients is fairly modest.
The most interesting result appears when we compare the response of patients’ decisions, as measured
though price elasticity, when they are subjected to higher coinsurance in the interval from 25% up to as much
as 95%, which we will call high-intensity cost sharing. Patients with the least comprehensive insurance plan
pay, on average, 31% of the expenditure. When faced with high-intensity cost sharing rates such as these, the
intensity of the patients’ response in the form of use reduction is considerably higher than in the case of lowintensity cost sharing for some services more than others, and for some treatments more than others. This
observation has consequences when it comes to learning how to design efficient cost sharing. If elasticities are
different among services and among illnesses, conventional theory tells us that the cost sharing rate cannot be

the same; it cannot have the same intensity for all services or for any illness. The price elasticity of those
participants in the HIE experiment who bear high-intensity cost sharing remains almost invariable when they
go to hospital. This means that cost sharing for hospitalisation should not be high and that the insurance
coverage should be very comprehensive for hospital care.
The same happens with the intensity of the response to the price of non-hospital care for patients with
chronic illnesses: elasticity continues to be low even when cost sharing is very high. If the elasticity is lower
than it is for care for acute illnesses or minor symptoms, the cost sharing rate should also be lower and the
insurance more comprehensive for patients with chronic disorders. The patients who show greater elasticity,
i.e., a proportionally greater reduction when cost sharing amounts are larger, are those who go to the health
centre or go to buy medicines prescribed by their doctor with rather acute health problems or minor symptoms
that do not warrant the patient to be regarded as ill. The conventional prescription is that cost sharing can be
greater in these cases but not in hospitalisation or chronic diseases.
The lessons we can learn from elasticities in the HIE experiment do not end here, although cost sharing
enthusiasts tend to selectively forget some of them. Elasticity is quite high for those services in which it is the
patient who makes the decision to seek attention and whether or not to go to the GP, the specialist, the
emergency department or the pharmacy. The cost sharing implemented in the HIE affects the number of visits
but not the intensity of the services during the visit. The effect of the elasticity of the cost sharing is
concentrated in this decision, and once the patient has gone to the doctor the cost sharing has practically no
influence on use. Imposing cost sharing measures on services for which demand depends not on the patient
but on the physician would have the effect of collecting revenue rather than rationalising more effective care.
The low elasticity of hospitalisation is an indication of this. Further proof is provided by the fact that elasticity
is low or non-existent for the subsequent service use made by the patient once he or she has made the decision
to go to the doctor for a particular condition.
THE HIGH COST OF 100% COINSURANCE

Perhaps you are one of those people who still thinks you pay nothing or very little for medicines. You probably
only think about it when going to the pharmacy to get drugs that require a prescription and are subsidised by
the public health system in their totality if you are a pensioner, or 60% or 90%, if you are not. But, there are
many other medicines that you can buy in pharmacies without a prescription which you have no doubt used
occasionally.
In the past decade, several European countries have stopped funding some drugs for minor symptoms and
have switched them to over-the-counter sale without price regulation. This is called drug delisting. Delisting is
associated, in theory, with a reduction in expenditure for the public health system as a result of the
consumption of covered drugs and fewer medical visits, although it can also pose potential risks.
Delisting can have a clinical logic when it involves drugs with low or no effectiveness indicated for minor
symptoms. The economic logic is not always clear if the aim is to reduce public pharmaceutical expenditure. A
reduction in prescriptions of these drugs is not at all unusual, as doctor and patients alike know these
medicines are now more expensive for them, since the insurance subsidy has now disappeared. But, many
patients continue to go to the doctor seeking treatment, and expect to be prescribed something that is covered
and is not as expensive as the full price of the medication they were taking before. The economic logic leads us
to believe that the doctor, with a greater or lesser degree of pressure from the patient, will try to prescribe a
substitute that has not been excluded or taken off the list of drugs that receive a subsidy from the insurance.
In March, 2006, French public insurance decided to reduce pharmaceutical expenditure charged to the
public budget by removing mucolytic and expectorant drugs from insurance coverage. Mucolytics and
expectorants are prescribed mainly to treat upper and lower respiratory tract infections, especially in children
and the elderly. Overnight, patients found that these medicines, which, until then, had come under public
coverage even though they were indicated for minor symptoms, suddenly came to have an extremely high cost
sharing rate, 100% coinsurance, and they had to pay the whole price. Excluding or taking drugs off the list of
products funded – albeit partially – by the public insurance is the same as imposing 100% coinsurance on them.
This is what is known as a negative list.
The measure adopted by French public insurance has a clinical logic that is easily understood, as it involved
drugs with a low or zero effectiveness. The economic logic is not so clear if the intention is to reduce public
pharmaceutical expenditure.
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A team of French researchers have analysed prescriptions issued by more than 1,000 physicians to
patients with diagnoses that could have led to a prescription of expectorants and mucolytics over the year
before the exclusion decision and the year after the measure was adopted. In the absence of a control group (a
population that was not affected by the measure), they used a reference group of 87 prescribers who, even in
the period prior to the adoption of the exclusion measure, had hardly prescribed any of the subsequently
excluded drugs.
After the exclusion of the mucolytics and expectorants, the prescription of these medicines was reduced by
half. And the proportion of visits with a diagnosis of acute bronchitis or chronic bronchitis resulting in a
mucolytic or expectorant prescription was reduced by more than half!
It is not surprising that prescriptions of these drugs decreased, as both doctors and patients were aware
that they were more expensive for them now that the insurance subsidy had disappeared. But the patient still
went to the health centre for treatment, and expected the doctor to prescribe him something covered by the
insurance that was not as expensive as the full price of the expectorants and mucolytics he had been taking up
until then. The economic logic was that the doctor, pressurised to a greater or lesser extent by the patient,
would try to prescribe a substitute that had not been excluded or taken off the list of drugs subsidised by the
insurance.
The reduction in the prescription of mucolytics and expectorants was accompanied by an increase in
prescriptions of other groups of drugs: prescriptions of cough suppressants and bronchodilatators increased

for diagnoses of bronchitis, cough and flu. In comparison with the group of doctors who already prescribed
very few mucolytics and expectorants before the measure was introduced, prescription of cough suppressants
and bronchodilatators by the remaining doctors increased by 43% for acute bronchitis, 47% for chronic
bronchitis, 59% for cough, 39% for flu, and so on. Furthermore, a significant increase in the prescription of
corticoids was observed (30% increase for cough diagnoses).
In France, this measure has reduced the expenditure of the public insurance, but it has been only partially
successful in economic and health terms. Four years on, substitution with cough suppressants had wiped out
more than half the savings on mucolytics and expectorants (substitution effect). The increase in prescriptions
of cough suppressants is rather surprising from the clinical point of view, since in the case of wet or productive
coughs expectoration should actually be encouraged, and cough suppressants should only be used when the
cough is very intense and prevents rest. This situation is only comprehensible – although not justifiable – if
French doctors feel that they are replacing one placebo with another! This is, in short, a simple measure with
an uncertain outcome for overall welfare, to say the least, unless it is adopted in conjunction with effective
policies providing incentives for more appropriate prescribing by doctors.
In the case of negative lists of drugs (removing a set of medicines from the package of publicly funded
drugs), some of the lessons learnt in other countries in a similar context are too recent for us to dismiss their
experiences out of hand.
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In 2011, the researchers Gür and Topaler published a study with the aim of quantifying the effect of drug
delisting on pharmaceutical expenditure in Turkey, taking into account both the delisted drugs and the
alternative treatments that were still funded. This study analyses monthly time series for 64 drugs belonging to
four therapeutic subgroups (cough and cold preparations, vitamins, mineral supplements, and throat
preparations), including delisted drugs and potential alternatives for which funding was maintained. The
patient was required to pay 100% of the price of the delisted drugs and between 10% and 20% of that of the
funded ones. Annual expenditure on delisted drugs fell notably (by between 57% and 82%), while spending on
the potential alternatives increased sharply after the intervention (by between 5% and 45%). The impact of the
intervention on expenditure for the four therapeutic groups taken as a whole was practically zero. However,
whereas spending on cough and throat preparations increased due to substitution (by 8% and 48%
respectively), expenditure on vitamins and mineral supplements dropped (by 20% and 20% respectively). The
increase in expenditure on alternative drugs is due neither to the incorporation of new active ingredients nor
to price rises. The post-delisting substitution effect towards funded alternatives has resulted in an increase in
spending that has more than offset the decrease in consumption of cough and cold preparations and throat
preparations. It’s swings and roundabouts.
Nor can we ignore the fact that the change to over-the-counter status is usually accompanied by free
pricing, so the price of the delisted drugs, if they continue to be consumed, may rise considerably, involving a
notable increase in expenditure for the patient. This has been observed in France, with an average price
increase of 43% after delisting.
Self-care only makes sense when there is evidence that the treatment is effective. There would be little
sense in encouraging self-care with drugs with little or no effectiveness, especially without supervision to
ensure the necessary price competition in the market.
Experience shows that any decision that is made to exclude medication from public funding (delisting)
should preferably be accompanied by an information and training campaign aimed at physicians and also
patients, with a view to modifying clinical decisions in the direction of more rational and evidence-based
prescribing. It is also advisable for the competition authorities to keep watch over prices in the wake of
delisting, as the French case warns.
The benefits of this type of measure, 100% cost sharing, cannot be taken for granted but must be subjected
to thorough and transparent evaluation, accounting not just for the direct impact (saving), but the overall
impact including possible substitution, the effect on prices and expenditure for the patient, and the health risks
involved in untreated symptoms or even an inadequate substitution. Otherwise, in an undesirable but not
entirely implausible future, we might see society as a whole paying more for healthcare that is no better than
before.

PART 3

SWINGS AND ROUNDABOUTS

11
THE ELDERLY, TOO, ARE OVER-INSURED
THERE IS LITTLE POINT IN MAKING ONLY THE YOUNG AND THE HEALTHY PAY

Many years have passed since the now classic RAND Health Insurance Experiment (HIE) was conducted to
examine how the fact of having more comprehensive or less comprehensive health insurance affects our
decision to go to the doctor, pharmacy or hospital. The problem with the results of that study is not only that it
is almost 30 years old, or that it is exclusively American in scope, but also that no one over the age of 65 was
included in the RAND study, when it is precisely this age group that makes most use of healthcare.
The RAND randomised experiment provided several results of interest about the healthcare use decisions of
individuals under the age of 65 that have enlightened economists’ recommendations in many health system
reforms, not only in the US but in Europe, too. However, it would be not so much interesting as almost
indispensable to know whether these results are also true for the healthcare decisions of the elderly. One of
these key results that we have already seen is that when it comes to deciding whether or not to go to the
doctor, or to the pharmacy, to pick up a medicine, we take into account the price of care. So, if we have to pay
a larger part of the healthcare bill out of our own pockets, then we will go to the doctor a little less and we will
take less medication.
If, when we have to pay part of the cost of care out of our own pockets, the odd visit or medicine ceases to
have value for us, and we go to the doctor and the pharmacy less without having worse health than those who
have an open bar and pay nothing, then this would appear to indicate that we are over-insured and it will be
justifiable to ask the patient to pay part of the cost, albeit a small part. Whether the figure the patient is to be
charged should be larger or smaller may be open to discussion, but there seems to be no room for doubt that
he should be made to pay something, if only a token amount. If these conditions are fulfilled, we all stand to
gain from cost sharing. This, supposedly, is the main lesson to be learnt from the HIE.
The proportion of citizens over 65 is growing steadily every year. Our Western societies are ageing, but the
phenomenon is not very different in developing and emerging countries. We know that the elderly need more
medical services than young people. Our own personal experience, confirmed, on this occasion, by statistics,
tells us that the probability of suffering from health problems, and of these problems being more serious,
becomes greater as age increases.
It is a commonplace accepted by doctors, politicians, researchers and, indeed, the population as a whole
that the health expenditure of older people is considerably higher than that of younger people. In the US, for
example, the health expenditure of people over 64 years of age is more than three times higher than the
spending incurred by a person in the 34-44 age group, and it is five times higher for people over 74. Thus, the
elderly are responsible for more than a third of that country’s total health spending, despite the fact that they
account for about 13% of the population. In most European countries the picture is hardly any different; if
anything, we spend even more on meeting the health needs of the elderly. In Canada, the expenditure
attributable to the least healthy 5% of the population receiving medication requires setting aside over $4 out of
every $10 used to pay for the medication prescribed to the entire population.
We are unlikely to be able to assess whether the effects of an increase (or decrease) in cost sharing
contribution for healthcare services will be good or bad if the best knowledge available is based solely on the
experience of people under the age of 65. We will know very little about the savings we can supposedly achieve
with a change in the cost sharing if we do not know what reactions to expect from those who are precisely
least healthy and most liable to generate expenditure. Two compelling reasons lead us to suspect that what is
true for younger individuals might not be equally true for the elderly and the sick. If this is the case, the HIE
experiment today would shed only a very dim light, with little validity to support or serve as a guide to decide
what line to follow with our insurance: whether we should increase or decrease the size of the payments we
charge patients when they seek healthcare.
One reason to doubt the usefulness of the results of the HIE study is that the less ill we are, or the milder
the symptoms of our illness, the less necessary for us healthcare will be. And, in this case, on some occasions
we will be willing to forsake seeing the doctor or taking a medicine, in order to avoid the cost sharing amount
we have to provide out of our own pockets, which reduces our spending capacity to acquire other products or
services that we value equally or more than that care. Furthermore, the better our health status and the milder
our symptoms, the more likely it is that this forsaking of the visit to the doctor or the pharmacy will have no
worse consequences than having to put up with some minor discomfort for a little longer.
On the other hand, when the symptoms of the illness are more serious and the threat to our quality of life or
even our survival is greater, the situation can be quite different. In this case, we might suppose that the best
course of action would be to reduce cost sharing. If the care we seek is necessary and indispensable in order to
restore our health – or, to be more cautious and realistic, in many cases to mitigate the symptoms of our illness
and improve our quality of life – then a high cost sharing rate will actually amount to an accursed and
inescapable tax on illness.
To know whether it is appropriate or inappropriate to put forward changes along the lines of an increase or
a decrease in the cost sharing charged to patients, the knowledge provided by the HIE experiment refers to an
ever smaller slice of the pie of healthcare expenditure. There is the possibility that if they had sufficient income
the elderly might be highly insensitive to the out-of-pocket price they have to pay and therefore would not stop
going to the doctor or taking their medication. In other words, if this situation occurs, the price sensitivity of
elderly healthcare consumers might be very low or even zero.
So, in view of the present and future importance of the health expenditure of the elderly, without better
knowledge we are unable to ascertain either whether it is appropriate to apply cost sharing to the elderly or
what would be the most suitable way to apply it to them when they use healthcare. First, we need to know

whether, as age increases and we have greater risk of suffering from diseases, use also increases or decreases.
Or whether, on the contrary, greater need and the positive effect on health cause healthcare use to simply
remain steady in the face of an increase or decrease in the price that the insurance makes us pay when we go
to the doctor, pharmacy or hospital. In fact, the results of the HIE would only serve as a guide for cost sharing
increases in the healthiest individuals, which is not really very useful, because those who generate most
spending are the sick and the elderly.
In the same way, if consumption among the elderly is sensitive to changes in the price paid by the patient,
we also need to know whether this drop in consumption – for example, in physician visits or pharmaceuticals –
intensifies the need to treat complications of the illness in hospital, at even greater cost. If this happens, we
may find that what we gain on the swings we lose on the roundabouts, and we will need to pay attention to the
net balance. Nevertheless, again, these arguments are mere speculation, and in order to make informed
judgements it will be better to see what the existing scientific results say on the subject, although we are not
fortunate enough to have the reliability offered by the results of a randomised experiment.
THE ELDERLY, TOO, MAKE FEWER VISITS

Since 1962, the public employees of the state of California, including employees in more than a thousand local
public institutions and in public schools, have had access to healthcare through an exclusive insurance scheme
managed by the public programme CalPERS (California Public Employees’ Retirement System). CalPERS
provides healthcare coverage for over 1.3 million people, including not only active public employees but also
those who have retired and dependants of both active and retired public employees. CalPERS has become the
second largest public healthcare purchaser in the US, behind the federal government.
For the elderly, CalPERS offers conditions of access to healthcare – i.e., insurance premiums payable and
medical services available – that are different from those of the rest of the younger population covered by this
insurance, and different from those they themselves had before they turned 65. The reason for this is simple
enough: it is not that the insured are elderly and therefore are assumed to cost a lot of money, but rather that
CalPERS knows that as of that age it need only provide them with secondary insurance. In the US the elderly
already have access to healthcare by exercising the rights conferred on them by a federal public insurance
called Medicare. Medicare is the third largest public spending programme in the US, and, as of 2024, it may
even overtake pensions.
The beneficiaries of this public health insurance, Medicare, are all those aged 65 or over, plus those under
this age who have a disability. This population has access to hospitals, physician visits and pharmaceuticals
through Medicare. However, Medicare does not pay anything like the full cost of the health services used by
the individuals covered or the medication they take. Around 80% of the cost of physician visits and
hospitalisations is charged to Medicare, while the remaining 20% is in the form of a cost sharing contribution
made by the patient. Medicare did not start to insure pharmaceutical expenditure until 2006.
Public employees in California who fulfil the conditions for entitlement to the Medicare insurance are
offered only a complementary or secondary insurance by CalPERS that covers the cost of the services that
Medicare does not provide or only pays in part, such as the high cost sharing contributions they are charged
when they want to use certain services. Therefore, these individuals have two public health insurance plans: a
main one with Medicare and a secondary one with CalPERS that helps to meet the high cost of that which
Medicare fails to pay, including cost sharing.
The increase in the use of medical services by elderly people covered by CalPERS, especially the fact that
they consume more and more pharmaceuticals, led this public insurer to take drastic measures, increasing the
cost for patients in 2001 and 2002. Instead of shifting the higher expenditure incurred by its policyholders to
the premiums, it opted to try to improve the sustainability of its coverage by considerably raising the cost for
the patient when he or she went to see the doctor or buy prescription drugs.
As of January, 2002, all policyholders of two health plans were charged $10 for each physician visit, which
had previously been free, while those insured through the other two plans continued to have free access to
medical treatment. This introduction of cost sharing on visits, applied selectively to part of the elderly
population, enabled Jonathan Gruber, professor of the Department of Economics at Massachusetts Institute of
Technology (MIT), together with Amitabh Chandra of the Department of Economics at Harvard University, and
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Robin McKnight , to observe the effect of this measure introduced in 2002 on patients’ healthcare decisions by
taking advantage of the fact that it represents a quasi-experimental change or variation, a natural experiment.
Jonathan Gruber has been one of the most influential experts on the health reform experiment in the state
of Massachusetts, which led to the introduction of the legal obligation to have health insurance in 2006 and,
despite the fact that it was the work of a Republican administration, inspired the US national health reform
passed in 2010 under a Democratic administration. The Republican candidate for the presidency in 2012, Mitt
Romney, would probably be less than pleased to hear that Gruber had worked on almost the same health
reform proposal for both candidates in the 2012 US presidential elections.
Gruber, Chandra and McKnight observed the decisions to visit the doctor and buy drugs prescribed by the
doctor that were made by 71,000 elderly people from the beginning of 2000 to the end of 2003. Some of these
people were affected by the cost sharing measure implemented by the insurance in 2002 for medical visits and
by the pharmaceutical cost sharing increase.
This insight into the change in healthcare use by these individuals amounts to a natural experiment in
which we have a treatment group (policyholders who face a cost sharing increase), and a control group (those
who do not experience the change), and moreover, we can compare their healthcare decisions both before and
after the change (the intervention). Despite the cost sharing increase, most of the affected individuals stayed
with the same health plan, and few opted out. Some 90% of the individuals continued with the same insurance
after the cost sharing increase in 2002, with a similar dropout figure as in previous years.
Those individuals who switch to a new health plan when their old one puts up its cost sharing rate are very
possibly the most sensitive to changes in the price they have to pay when they use healthcare. If a large

number of individuals quit the health plan that raises the cost sharing, then the insurance would be left with
the most price-insensitive patients. As a result, we would observe few changes in the number of physician
visits, or the number of prescriptions filled at the pharmacy, because of the well-known selection problem.
Fortunately, this problem did not arise in 2002 with the population of over-65s insured through CalPERS.
Older people who had to pay $10 a visit after January 2002 decided to go to the doctor considerably less
often: when visits were free they went to the doctor about nine times a year, but when they had to start paying
for each visit they judged that they could do without a little over one visit a year; in other words, the cost
sharing measure implemented in 2002 induced them to reduce their number of visits – by more than 12%! This
change introduced by the insurance amounted to a major price increase, since previously the patients had to
pay nothing to go to the doctor. So it seems that the elderly are not insensitive to having to pay for physician
visits, and they, too, decide that if they have to pay $10 they can do without the odd visit that they used to
make when they were free, but that they cannot do without most of them.
In much the same way as the researchers in the RAND experiment did, Gruber and his colleagues
calculated a measure of the sensitivity of individuals to the introduction of cost sharing, or what economists
call price elasticity. This elasticity enables us to compare the change in the decision to go to the doctor in
California with the same change observed in other studies, and also to predict how other patients might react
under similar conditions. The results obtained by the research team led by Gruber indicate that for every 10%
rise in the price of visits, the elderly react with a 0.7% reduction in the number of visits. This is a fairly modest
elasticity or response to price changes, as is usual in health services, but even though this reaction to price is
moderate, it nevertheless shows that elderly Californians, too, are price-sensitive, and that the change from
free visits to having to pay $10 a time causes a very large reduction in visits.
THE CHRONICALLY SICK ARE AFFECTED MOST

Older people insured through CalPERS plans were already subject to a relatively low – we could almost say
token – copayment in 2001. Most of them only had to pay $1 per prescription, regardless of whether it was for
a cheaper generic or a more expensive branded product. In January, 2002, CalPERS also decided to increase
the copayment charged when picking up a prescription drug at the pharmacy: patients had to pay $5 for the
cheapest generics, $15 for a branded product chosen from the list of drugs selected as preferred by the
insurance, and up to $30 for more expensive medicines not selected as preferred. In order to avoid very ill
patients having to face an exceedingly high drug bill, CalPERS set a ceiling of $1,000 as the maximum
pharmaceutical cost sharing amount that could be charged to a patient.
On average, this change meant that these patients had to pay a little over $80 a year by way of
pharmaceutical cost sharing. In line with what had happened with physician visits, when pharmaceutical cost
sharing was introduced, the number of prescriptions fell by a little over three a year, i.e., there were almost
18% fewer prescriptions. But, this reduction in the number of prescriptions amounted to a decrease in per
capita expenditure of a third – thanks to a much larger drop in the more expensive drugs! However, let’s go
back to the measure of sensitivity to cost sharing calculated by Gruber as a way of transferring this result to
other similar situations, which, in this case, stands at 15%. For each 10% increase in the pharmaceutical cost
sharing imposed on the patient, he or she picks up 1.5% fewer prescriptions from the pharmacy.
If we want these results on Californians aged 65 or over to be of some use as a guide when deciding on the
best way to offer health insurance to individuals of this same age without wasting resources on use of little
value, first, we ought to take into account that not all elderly people have the same health status, or the same
care needs. Some are very ill, while others have the good fortune to be in tiptop condition. Some have a high
income, or more than high enough to meet their needs, whereas others have to manage their pension very
carefully, and even then have trouble making ends meet. Some are lucky enough to be in their eighties and
beyond, while others never reach 70. In short, in the words of an economist who wants his argument to sound
much less simple than it really is, there is a large amount of heterogeneity among the elderly.
It is not only the poorer insured who cut down on the number of visits and pharmaceuticals when they have
to pay $10 per visit or almost $7 more per medical prescription. Although, in view of the fact that they are
public employees, the differences in income among the 71,000 policyholders in the CalPERS study may be
smaller than among the rest of the population, the truth is that the richest individuals in the group also
reduced their expenditure on visits and medicines, to a fairly similar extent. This lack of significance of
policyholders’ income may also be due to the fact that the cost sharing in this study was rather modest, and
with much larger cost sharing amounts we would expect income to have a greater influence on their decisions
to go to the doctor or take medicines. A stronger deterrent effect on the poorer population can be corrected,
for instance, by putting limits on the maximum amount payable in a quarter or a year for each patient,
calculated as a percentage of his income. Thus, by way of example, there could be a limit on the payments the
patient could be required to make, set at 10% of his income. If the patient has paid more than that proportion
of his income on healthcare cost sharing, then the surplus amount could be deductible from his income tax
payment.
If a fairly healthy person, even though he is elderly, fails to go to the doctor or take some medicine, it is
unlikely to have a serious effect on his health and will probably not cause him subsequent complications. But, if
those who stop going to the doctor or interrupt their treatment are the least healthy, then their health will
probably worsen and they will end up going to the emergency department and being hospitalised with an
aggravation of their illness – and even with a higher risk of death!
Elderly people with chronic illnesses (high blood pressure, diabetes, high cholesterol level, asthma,
arthritis, gastritis, mental health disorders), who, in 2002, faced a new cost sharing contribution on physician
visits, stopped going to the doctor with much greater frequency than those who were not chronically ill. The
expenditure of the former fell by $180 a year, whereas cost sharing only served to save less than $40 a year
among those without any chronic disease.
It comes as no surprise, then, that it is patients with chronic illnesses and a higher risk of death who cut

down most on both visits to the doctor and the use of medicines prescribed by the doctor. Californians with
chronic illnesses reduced their pharmaceutical expenditure by more than $325 a year, whereas the rest saved
less than $100. This is a new result that was not observed in the HIE randomised experiment.
We have to ask ourselves a common-sense question before we can come to a conclusion as to whether the
cost sharing system introduced in California in 2002 was ultimately beneficial or harmful: did the reductions in
medical visits and pharmaceutical use of the patients with chronic illnesses bring about the aggravation of
these illnesses, and did they lead to hospital admissions? The economic logic advises putting on one pan of the
scales the benefits and on the other the costs of any change in the insurance in order to be able to make
recommendations.
If the elderly, too, are sensitive to the price or cost sharing amount that they have to pay for visits or
medication, then the economic logic indicates that the low-value use caused by free access to treatment could
be reduced by means of a cost sharing increase. This is the same logic that is justified with the HIE
randomised experiment, as the reaction to the cost sharing increase that Gruber and his colleagues observed
in the elderly in their study is moderate but not so very different from the reaction of the population under 65.
If, when they have to pay more they consider that the visit or the medication is not worth what that care costs,
then that use is unnecessary insofar as it is not worth what it costs the patient.
However, it seems clear that in order to be able to determine whether lower healthcare use represents a
reduction in the waste resulting from unnecessary use attributable to almost free access, we need more indepth knowledge as to whether the treatment (the change in cost sharing), has caused adverse effects related
to worsening health and a higher probability of having to go to hospital. We also need to know whether or not
the adverse effects are greater than the benefits in the form of savings in visits and medication. The fact that
the reduction in healthcare consumption is concentrated in the least healthy of the elderly is certainly not
sufficient to claim that these individuals are over-insured; on the contrary, it is cause for concern.
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THE TRADE-OFF EFFECT
WHY THEY GO LESS TO THE DOCTOR AND MORE TO THE HOSPITAL

We now know that the elderly, regardless of whether they have a higher or lower income, go to the doctor a
little less and take a little less medication when they face slightly higher cost sharing. But, have you thought
what would happen if patients with chronic diseases saved precisely by cutting back on the medication that
enables them to keep their high blood pressure – or their diabetes, or their cholesterol, or their respiratory
failure – under control? In that case, not only would their health suffer, as they would face decompensation and
aggravation of the symptoms of their illness as a result of skipping necessary medical care, but, moreover, they
would eventually generate even more expenditure by having to go to the emergency department or even being
admitted to hospital. This is called the trade-off effect of cost sharing.
Given this possibility, you can stand firm in your ideological position as a supposedly good social activist and
sustain that, since this can happen, all cost sharing is clearly negative both for patients’ health and for the
ability of the public insurance system to meet health expenditure. Or else you can act in the same way as any
enthusiastic cost sharing activist and hold exactly the opposite view: that cost sharing only reduces less
necessary visits and medication, and that this is precisely the guarantee that it neither harms patients’ health
nor ends up generating greater expenditure further down the line. In fact, both these postures are all too alike,
and equally dangerous for the welfare of society, as they are based on anecdotes rather than statistical
findings, and on speculation rather than thorough analysis.
Let’s go back to the HIE study on under-65s to look for more reliable clues on the trade-off effect of the
increase in cost sharing for physician visits. Another interesting conclusion to be drawn from this experiment,
as worn thin by scientists as it is neglected by political decision makers, is that, even if we are a little – not
excessively – price-sensitive and reduce our use of physician visits when we are made to pay a little more, this
reduction in healthcare use is not large enough for the consequent worsening of our health to bring us to the
point of having to be hospitalised due to lack of care.
It’s a pity we don’t know whether this result that points to the absence of the trade-off effect is true for the
elderly, or when the reduction in question is of pharmaceuticals as opposed to physician visits, since the HIE
also omitted to analyse the trade-off effect associated with lower drug use. We need to know more about the
trade-off effect in older people when they cut down on their consumption of medicines that may be essential to
keep the symptoms of their chronic diseases under control.
No one can fail to notice that if the results of the HIE were not applicable to the elderly – that is, if the
trade-off effect of an increase in the cost sharing amount on visits or medication were notable – then we would
be doing our health, and even public health, a veritable disservice by increasing these people’s cost sharing
contribution. It would mean that what we save in doctor visits and medication actually makes the treatment
much more expensive in the end. The reduction in medical expenditure on visits and medication as a reaction
to having to pay a little more out of our own pocket would be cancelled out – or even more than cancelled out –
if, in order to sort out our health problems at a later stage, we had to be admitted to hospital more often. This
would be an indication that the stronger the trade-off effect, the less advisable the application of high cost
sharing rates, as the end result might be not just a very small benefit, but even a case of swings and
roundabouts.
The economists Amitabh Chandra, Jonathan Gruber and Robin McKnight also proposed to find out whether
a trade-off effect exists for the elderly, in the form of an increase in the need for hospital care when the
insurance had previously increased the sum they had to pay to see the doctor or get medication. To this end, in
their natural experiment they also observed hospital admissions of elderly people in California insured by
CalPERS after this insurer increased cost sharing for visits and pharmaceuticals in 2002.
The reduction in the number of visits – and especially pharmaceuticals – led to a slight rise in the number of
hospital admissions of these patients. The cost sharing increase caused a 6% rise in the probability of being
admitted to hospital, which shows that in this natural experiment there is indeed a trade-off effect of the
reduction in visits and medication, unlike what was found in the HIE. The effects of a reduction in the
necessary use of drugs and physician visits by the elderly may quite possible make themselves felt in the form
of a worsening of symptoms after a certain amount of time. The trade-off effect found by Gruber and his
colleagues is a conservative estimate, as they were only able to measure it for the first year and a half after the
cost sharing change.
It is important to take into consideration not only whether there is a trade-off effect due to the rise in
hospital admissions, but also whether this rise in hospitalisations cancels out the savings achieved through the
reduction in visits and medication. Well, if we weigh up the saving and the higher hospital cost, the saving still
comes out on top: the cost of the Californians insured with CalPERS was reduced by $348 per capita each year,
and the extra hospital cost cancelled out only one fifth of the total saving generated by introducing or
increasing the cost sharing amount.
The bad news is that cost sharing for visits or prescriptions has an unwanted collateral effect which
translates into increased spending by patients in hospital. And the not so bad news is that the saving prevails
over the extra cost: the higher hospital expenditure only consumed one out of every five dollars saved as a
result of the cost sharing applied by CalPERS to the elderly in 2002.
Compliance with drug treatment is essential in order for people with chronic diseases like asthma and
diabetes to keep the illnesses under control. Their quality of life, and even their life expectancy, depend on it.
Patients who did not have a chronic disease almost never had to be admitted to hospital due to not having gone

to the doctor earlier, or due to having taken less medication. However, patients with chronic diseases –
particularly those with mental health problems, arthritis, diabetes or high blood pressure – had to be admitted
more frequently due to having delayed necessary treatment because of the high cost sharing. For these
patients, the trade-off effect is far more evident: 43 out of every 100 dollars saved on visits and medicines had
to be used by their health insurers to cover the cost of their hospital admissions.
For chronic patients, almost half of what is gained, on the one hand, with cost sharing for visits and
medication, is lost on the other with higher hospital expenditure. The purely monetary balance is still positive
even with chronically ill policyholders, at least if the remedial action taken by the hospital prevents any loss of
quality of life of the patient due to the delay in receiving necessary medical attention. However, this balance is
upset and becomes negative – i.e., the extra cost of the hospital treatment exceeds the savings in visits and
prescriptions – in those patients who are more seriously ill and have a higher probability of dying. Thus, this
natural experiment with the CalPERS policyholders indicates that the benefit of cost sharing is modest in the
least healthy individuals with chronic diseases, to the extent that in the most seriously ill patients the loss can
actually be greater than the gain!
PHARMACEUTICAL INSURANCE SAVES EXPENDITURE

Perhaps those activists who oppose the application of any cost sharing and support totally free access to
healthcare at the moment we seek these services will think they have found the definitive argument to demand
that cost sharing be wiped off the face of the earth. Many drugs, when correctly administered, help to cure the
patient or improve the symptoms. But, if they are administered to the wrong patient, prescribed in the wrong
doses or taken together with other drugs with which they interact, they can have the opposite effect and
worsen the patient’s health. Something along the same lines can happen when cost sharing is applied across
the board to all patients, healthy and sick alike, regardless of whether the treatments they take are of limited
use in improving their health or are necessary and effective in ensuring that it does not deteriorate.
The existence of a trade-off effect not only imposes the need to consider patients’ sensitivity to the price of
the services to which cost sharing is applied (price elasticity), such as visits or medication; it is also important
to take into account changes in the use of other services that are different but related to those directly affected
by the cost sharing increase (for example, emergency department visits and hospital admissions). Economists
call this effect cross-price elasticity, that is, how a change in the price of a service affects consumption of other
related services. It is a pity that the natural experiment evaluated by Gruber and his colleagues did not also
obtain information on the use of emergency services by chronic patients affected by the 2002 cost sharing
change.
It was not until 2006 that medication for the elderly was included within the coverage of the Medicare
public programme. This means that until then those patients who did not have secondary insurance for
pharmaceuticals paid the full price of their medication. When a service is not included in the insurance it is
equivalent to paying a cost sharing contribution of 100% of the price, which represents the highest cost
sharing that can be charged. The huge costs borne by the public purse for the funding of medicines for the
elderly generated an intense debate on the appropriateness of the measure. Taking into account the trade-off
effect that we have seen for Californian patients when they have to pay a larger part of the price of their
medicines would have been much more informative for the discussion of this extension of public insurance to
pharmaceuticals than political intuitions that seek the opportunistic debunking of the measures adopted by the
adversary, regardless of their content.
Older people covered by Medicare up to 2005, without drug coverage, behaved in the same way as the
Californians whose cost sharing was raised. In fact, their situation was much worse, as they had to pay the full
price of medicines. As they were insured for around 80% of the cost of physician visits and hospital admissions,
but none of the price of medicines, the elderly took many fewer medicines than were prescribed to them by
their doctor and that were necessary for their health. Medicare saved on the budget with the drugs that were
not funded, but the elderly had to go to the doctor more often, and, especially, to the hospital, and 80% of that
expenditure ended up on the Medicare budget. When we take into account the trade-off effect of a coinsurance
rate of 100% on drug prices, we discover that if Medicare had extended the insurance to medicines first – that
is, if it had reduced the previous extremely high cost sharing – not only would it have spent less but it would
actually have made a saving. According to calculations by two RAND researchers, Baoping Shang and Dana
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Goldman , for each extra dollar spent on funding medication for the elderly, the public insurance saves $2! The
facts have taken the discourse that opposes the extension of the public insurance to pharmaceuticals on the
grounds of its high cost for taxpayers and made it into a saving.
Public employees and pensioners in California suddenly found that they were charged more for physician
visits and medication. This simultaneous increase led them to be admitted to hospital more frequently, causing
what we have called a trade-off effect of cost sharing. Is the increase in hospital admissions smaller if cost
sharing is increased for doctor visits only and the rate for medication is left untouched? In this way, the
chronically sick will not stop buying their medicines, and they will not cut down on the dose or the frequency
with which they take them. If medicines are more necessary for the elderly, then we might suppose that the
reduction in less necessary use could only be achieved through cost sharing on visits. Again, the facts insist
otherwise.
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In 2010, the prestigious New England Journal of Medicine published a study of hospital use by 900,000
elderly people in the US with health plans that raised the cost sharing amount for GP and specialist visits only,
in comparison with that of policyholders with plans that did not raise it, from 2001 to 2006. The result leaves
no room for doubt: if a $7 copayment per visit is doubled, every 100 elderly people will make 20 fewer visits to
the doctor a year, but they will be hospitalised for 13 days more. The facts repeat themselves even when cost
sharing is not increased for pharmaceuticals, and this trade-off effect is all the more noticeable in
hypertensive, diabetic or heart attack patients, and also among the poor. For chronic and more seriously ill
patients, cost sharing increases can easily lead to more expenses than savings for the insurance.

FEWER EXPENSIVE MEDICINES AND MORE FREE VISITS

In health systems where services are funded primarily through taxation, patient cost sharing is less
predominant than in health systems where insurance is the general rule, such as in the US. However, what we
have observed is people’s behaviour when the only thing that changes for them is the price of going to the
doctor or the pharmacy. The response or change in the behaviour of patients ought to be fairly similar in health
systems where the insurance is public and much more comprehensive than US private insurance plans.
Until 2001, elderly people with rheumatoid arthritis in British Columbia (Canada), had to pay the full price
of the medicines they were prescribed by their doctor. Most arthritis patients receive drug treatment on a longterm basis, and many of these drugs are not exactly cheap. With the aim of limiting the amount patients could
be expected to pay for their treatment, the public insurance guaranteed that the maximum they would have to
pay would on no account exceed 200 Canadian dollars a year. Above that figure, the public insurance took care
of the totality of the cost of the medication. This was, then, a deductible: the patient had to pay the first $200.
Since 2002, those with sufficient income have been charged the first $250 as a deductible, but for each
prescription they can be charged no more than $25. If the price of the prescribed drug is higher, the excess
above the $25 limit is also paid by BC’s Pharmacare, the public insurance. Thus, the elderly pay the full price
of the drug as long as it is no higher than $25, and as long as their running total for the year has not reached
$250.
Rheumatoid arthritis is a chronic disease that affects many older people. A team of researchers at the
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University of British Columbia, in Vancouver , have observed the effects of the cost sharing change for these
patients, as if in a natural experiment. It is interesting to observe precisely how the decisions of these patients
change because these are individuals who go to the doctor very often and, in most cases, take several
medicines on an ongoing basis. As we are dealing with insurance that covers the whole population universally
and independently of their ailments, here there is no possibility of the least healthy patients opting out and
seeking insurance with lower cost sharing.
The amount that arthritis patients in both groups had to pay for their medicines rose in the year following
the insurance change, due to both the change itself and the fact that they were prescribed more drugs,
sometimes more expensive ones. The greater personal expense involved in purchasing these drugs led them to
consume less, but also to go to the doctor rather more often – possibly with a worsening of their symptoms.
These visits cost them nothing, just as they paid nothing to go to the emergency department or the hospital.
So it seems that patients in a health system with a high degree of public funding respond similarly to
Americans when they are faced with an increase in the part of the price of medicines or physician visits that
they have to pay out of their own pocket, and replace the service that is now more expensive for them with
other health services that act as substitutes. In a health system like that of British Columbia, when we observe
this substitution in the form of free visits – the service used by the patients as a substitute for the medicines
they have cut down on as a result of cost sharing – we are left with an important question. The reason for the
increase in doctor visits made by arthritis patients may be that because they take less medication their health
deteriorates. This would signal that because of the cost sharing these chronic patients have reduced
consumption of drugs that are necessary to keep their health at acceptable levels. However, there is an
alternative explanation: if drug prices increase, but physician visits (like visits to the emergency department)
continue to be free of charge, at the slightest symptom they rush to the doctor without paying any monetary
price, even though the value or utility of that visit for their health may be very low.
Some less healthy elderly people, with diabetes, arthritis, high blood pressure, high cholesterol level or
other chronic diseases, go to the doctor less often when they have to pay much more than they used to. It is
these patients who use health services most often, and if for every visit or medicine they have to pay the same
as other healthier patients do, by the end of the month or the year they are going to end up paying a large sum
of money, unless there is an upper limit for each individual. The most important point, in this case, is not
whether or not the portion of the cost of the visit to be paid by the patient is very large, but rather the fact that
as they have to go to the doctor or the pharmacy repeatedly throughout the year; in the end, the amount they
have to pay represents a significant part of their income.
To reduce this spending, some of them are going to stop regularly taking medicines of little value that do
not help to improve their health status, but they are also going to stop taking other drugs that are essential for
keeping their diseases under control. It is in these cases that an acute exacerbation of symptoms may occur,
necessitating hospital care. This trade-off that happens when necessary and useful visits or medicines are
replaced by hospital care is only characteristic of more seriously ill patients who, regardless of whether they
are older or younger than 65, cut down on effective and necessary use to mitigate the effect of the monetary
price. If this is the case, in more seriously ill patients under the age of 65 we should find the same observed
effect among those who at the time participated in the HIE experiment.
If an increase in the cost of the right medicines for a patient with high blood pressure, regardless of
whether he is elderly or a little younger, leads him to take the drug treatment less regularly or even give it up,
he will be more likely to have a heart attack, a stroke or other complications over time, requiring
hospitalisation, visits to the doctor and the emergency department, and more pharmaceuticals. These
additional health services that he is going to need in the future, such as hospitalisation and visits to the doctor
and A&E, act as substitutes for the necessary medication. The economic logic has shown us that when the
price of a service rises the quantity consumed usually falls. But, if this service has substitutes, then the result
is an increase in the consumption of the other services with which the individual replaces the now more
expensive one. This happens, too, with pharmaceuticals and other health services. It is what in economics is
known as cross-price elasticity.
The most usual cost sharing measure by far in almost all countries is the obligation to pay at least part of
the price of pharmaceuticals. In the US, many private health insurance plans charge the patient a fixed sum
per prescription, and the amount of this fixed sum depends on whether the prescription is for a generic or a
branded product. The amount payable is higher for branded drugss, and among these branded drugss, it is

even higher for those that the insurance states to be non-preferred. In an attempt to cut costs, private
insurance providers have resorted to repeated increases in these cost sharing contributions over the last 20
years. From 1997 to 2003 these fixed copayments rose notably, from less than $6 to almost $20 per
prescription for policyholders aged under 65.
This steep rise in the fixed amount payable by patients under 65 has led to a considerable drop in the
number of prescriptions. In a natural experiment with more than half a million policyholders, a team of three
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economists from Carnegie Mellon University led by Professor Martin Gaynor has observed that for each dollar
increase in the copayment per prescription, the pharmaceutical expenditure for the following two years fell by
$23. A third of this saving in drug expenditure is merely virtual, as in the following two years it is offset by
higher expenditure on medical attention, especially outpatient care.
Nevertheless, even though this study dealt with younger individuals than the CalPERS one, there are people
with high blood pressure, high cholesterol level and asthma among the under-65s, too. The trade-off effect of
more intensive use of services in substitution for medication is so strong for individuals with one of these
chronic diseases that it practically wipes out the entire saving in drug expenditure achieved through cost
sharing. Two years on, 95% of the saving on medicines was cancelled out by more outpatient care, although
here there was little evidence of a need for more frequent hospitalisation. In patients without any chronic
disease, the greater expenditure on other medical services only offsets 5% of the saving. This highlights a fact
that is already very clear also for people under the age of 65 and is very similar to the case of the elderly: cost
sharing in patients with chronic diseases has no or very little effect if the insurance is seeking to reduce the
expenditure of its policyholders, but it is very effective in those without chronic diseases, and does not seem to
cause them complications.
It would be wrong to interpret the results of natural experiments studying elderly people with chronic
diseases as justification for across-the-board free access to healthcare. In my opinion, although at first sight it
might seem paradoxical, the facts observed in connection with the healthcare decisions of individuals when
they have to pay a little more or a little less for the different types of health services point broadly in the
direction of the main lesson to be learnt from the HIE experiment. Charging something, albeit only a modest
amount, to use health services is the most recommendable policy for most individuals, as demand is pricesensitive.
A certain degree of joint responsibility for cost on the part of the patient through some sort of cost sharing
arrangement, if properly designed, can reduce the use of healthcare that is worth less than it costs. The
concept is quite simple, but its application is rather more complicated: the key lies in the conditions needed for
the cost sharing system to be applied beneficially.
The doubts and problems that call for attention are due to the fact that making all patients pay in more or
less the same way, whatever their income and above all whatever their health status and the severity of the
disease, is a poor remedy that for some of these patients can increase the cost of care without producing any
saving. Unless we are attentive to this, applying high cost sharing of the same size for everyone who goes to
the doctor or the pharmacy is rather like carving a joint of meat with a blunt knife and a blindfold over our
eyes. Indiscriminate one-size-fits-all cost sharing is an unwieldy instrument that will cut back unnecessary use
when we are lucky, and will make future care more expensive to the detriment of quality of life when it reduces
care for those patients who most need it.
The more reliable knowledge about the decisions of the elderly that is provided by studying CalPERS
policyholders suggests that the cost sharing amount or level to be charged to patients should be lower for
those with chronic diseases, as the trade-off effect must be taken into account. In other words, we should be at
pains to avoid identical cost sharing for all patients and instead relate the level of cost sharing with the
patient’s health status: the more severe the illness and the more necessary the treatment, the lower the cost
sharing should be, so that the patient will not put off a necessary visit to the doctor, or stop taking or lower the
dose of the medicines prescribed by the doctor. If we withdraw the insurance from those patients who incur
most spending on pharmaceuticals when they exceed a certain level of expenditure or subject them to a very
high coinsurance rate, we may easily find that instead of reducing health expenditure we are, in fact,
increasing it.
In health systems with more comprehensive insurance coverage, when substitute services are free or carry
almost token cost sharing fees, introducing or increasing the cost sharing amount on only one of them, rather
than reduce unnecessary use, may, in fact, shift that low-utility overconsumption towards the substitute
service, which may even have a higher cost. Here, too, there is a trade-off effect, but, in this case, the
recommendation should be rather different. If a €10 copayment is introduced, for example, for visits to the
paediatrician when they used to be free, it is very likely that many parents are going to stop taking their child
to the paediatrician as soon as they detect a slight temperature, as they had done up to now. If these parents
have a paediatric emergency department nearby that they can use at no cost, it is more than likely that they
will go to the emergency department instead of the paediatrician for a mild symptom that does not warrant this
type of service at all, even if the waiting time for the visit is a little longer. If the aim is to curb unnecessary
low-value use, in this situation the introduction of the copayment on paediatrician visits should also have been
accompanied by the introduction of a cost sharing measure on using the emergency department for mild and
non-urgent symptoms, as then many parents would no doubt also reduce their access to this service and use it
much more cautiously and effectively.
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FREE IS EXPENSIVE
ADJUSTING THE THERMOSTAT OF FREE CARE

Too often, we are used to seeing how in public services the principle of “first come, first served” is the rule,
like in restaurants and cafeterias. In 2004, the US state of Oregon ran out of budget resources to pay health
insurance for adults aged 19 to 64, new to the system, with low incomes and difficulties affording insurance of
their own. This insurance, known as Oregon Health Plan (OHP) Standard, enables uninsured individuals with
income below the poverty line and available funds of less than $2,000, to obtain, in exchange for a modest fee,
comprehensive health insurance publicly funded by the state of Oregon. Four years later, in 2008, by making a
budgetary effort the state could afford to pay this insurance for another 10,000 people, but the demand was
estimated to be several times this figure. Instead of opening an application period and granting the insurance
to the early birds, they decided to allocate the right to the insurance by lottery. Great news for social scientists,
but not so great for the poor and the sick. In this way, the first person to complete an application, who is the
most informed, has no advantage. This procedure is not unusual when the public sector is unable to cater to all
demands. In some cities the allocation of social housing, whether owned or rented, follows a similar process. It
seems less discriminatory to award the right by drawing lots than to simply give it to the first person in the
queue, as long as they both meet the same conditions to be eligible for the public assistance.
Almost 90,000 people applied for the draw for the right to acquire this heavily subsidised public insurance.
Out of all these people aged between 19 and 64, almost 75,000 met the stringent criteria for entitlement to the
public insurance. It is very interesting to see the healthcare decisions of those who obtained the right to
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insurance through the draw and those who did not. From the viewpoint of the social scientist , this situation is
ideal, as we are dealing with a randomised experiment on the impact of the public insurance. Those who were
lucky in the draw and got the insurance are the treatment group, while the comparison or control group is
made up of those who were not lucky in the draw.
The public insurance offered by OHP Standard is very comprehensive in its coverage of health services and
carries no cost sharing, but it is highly restrictive when it comes to access, as it is designed for the very poor
who are not covered by Medicaid, the US public insurance. The educational level of these individuals is quite
low and their health does not appear to be very good. Over a fifth of them report that they have asthma, 40%
have high blood pressure and more than half have been diagnosed with depression at some time in their lives.
More than half are unemployed. In exchange for a fairly modest premium, the insurance provides very
comprehensive coverage for most visits to the doctor and the emergency department, pharmaceuticals and
hospital admissions. Coverage does not include non-urgent oral healthcare, visits to A&E for non-serious
causes, some prostheses, etc. With the exception of these exclusions, we could say that these low-income
individuals, if they are lucky enough to be winners in the draw, get comprehensive coverage for their
healthcare needs without any cost sharing at all. In other words, this public insurance provides them with
almost free care, if we disregard the initial premium, which is the condition for crossing the threshold.
The draw has not only given out public money to the lucky ones; it has also made them happier. One year
after the draw, this randomised experiment shows without a doubt that those low-income individuals who were
given the right to public insurance coverage used healthcare more frequently, and, at the same time, they
stated that they perceived their health status to be better, and, perhaps equally important or even more so,
they felt considerably happier than those who had no insurance. Yes, the public subsidy without cost sharing
buys happiness. The financial problems of these very poor families were much smaller with public insurance.
The number of families with outstanding debts had decreased, and their conditions for obtaining bank credits
had improved. A large part of their indebtedness turned out to be related precisely to their expenditure on
healthcare. This meant that they were able to prevent traumatic reductions in their regular expenses as a
knock-on effect of poor health. Inevitably, it was a complicated matter to find out whether the insured group
was in better health than the group that had failed to get the insurance in the draw. But, when they were asked
to assess their own health status, those who enjoyed the comprehensive OHP Standard insurance reported that
they felt much better than those who did not have it, both physically and mentally. The number of low-income
individuals with public health insurance and no cost sharing who report feeling happy increased by a third
thanks to the draw.
The budget resources of the state of Oregon, like those of any public treasury, are limited, and even if they
were more plentiful they would still probably fall short of the state’s needs. OHP Standard is a very generous
insurance plan: it covers most visits, medicines and hospital admissions without cost sharing of any sort. The
lucky ones who got the insurance are much better off than they used to be, but those who did not get it not
only continue to be poor but are also rather unhealthy and unhappy. The poor should be charged a fairly small
amount to get the insurance, as otherwise they would never be able to access good coverage. Ideally, those
who have low incomes should get subsidised health insurance with a low or almost non-existent cost sharing
rate when they go to the doctor, hospital or pharmacy. But, imagine for a moment that we could buy the same
improvement in health status and happiness achieved by the lucky ones in the Oregon draw without their
going to the doctor so often with minor symptoms and taking so many ineffective drugs. Imagine this could be
attained by taking better care of one’s own lifestyle and diet, and, above all, by taking physical exercise.
However, the free public insurance with no cost sharing that makes them healthier and happier does nothing to
encourage them to curb their desire to go to the doctor at the slightest symptom, now that they have the
insurance, because that’s what it’s for. We might even venture that there is no incentive for them to have
healthier consumption habits and a healthier lifestyle. Imagine that the enrolees of the generous OHP

Standard enjoyed the same health status as they do now with a 5% drop in visits and expenditure. This would
allow us to increase the number of people entitled to the insurance by lottery. Perhaps a very small cost
sharing amount for each first visit or prescription would be enough. In this way there would be more people
covered by the insurance who are now excluded from this benefit.
Other US states, including Massachusetts, have passed public programmes aimed at facilitating access to
health insurance for the poor, in some cases considerably before Oregon. One important difference – although
not the only one – is that, in an attempt to achieve that 5% reduction, these low-income individuals are made to
pay a small cost sharing fee when they go to the doctor or the pharmacy. Adults under the age of 65 with very
low incomes are part of the population group that, up to now, has had most difficulty gaining access to health
insurance in the US. If, as is desirable, healthcare coverage is extended to this population, it is very important
to know whether it is best to provide totally free care, or, even though we are dealing with low-income
individuals, charge small cost sharing amounts in order to prevent overuse. The obvious snag is that, as they
have low incomes, we know that they may stop going to the doctor or taking medicines also when it is most
necessary to do so. It would seem that what is at stake is not whether they should be offered heavily subsidised
healthcare coverage but rather whether there is room to prescribe low doses of some sort of cost sharing by
the patient when he or she seeks care.
The Massachusetts healthcare reform, forerunner of President Obama’s reform, extended health coverage
to the poor using public funds through the Commonwealth Care (CommCare) programme. Health plans for
uninsured people whose income is up to three times the federal poverty line have been provided with public
funds since April, 2006. Unlike Oregon’s OHP Standard, benefits are not restricted only to those below the
poverty line. CommCare is very generous with the insurance premium for the poorest. Those whose income is
lower than 150% of the poverty line pay no premium to enrol for the insurance. The poorest CommCare
beneficiaries, those below the poverty line, have completely free access to physician and specialist visits nor do
they pay anything when they are admitted to hospital. On the other hand, unlike in Oregon, even the poorest in
this group have to make a small copayment for each prescription. For each cheap generic medicine they paid
$1, and $3 for a branded product or a more expensive non-preferred drug. In no case could they be made to
pay more than $200 a year.
In July, 2008, CommCare decided to slightly raise the cost sharing amount charged to beneficiaries with an
income between once and twice the poverty line for each prescription and each visit. No change was made for
those below the line, who paid a fairly small cost sharing amount. Those with an income between once and
twice the poverty line now had to pay $10 for each cheap medicine instead of $5, although the upper limit of
$250 a year remained the same. The cost sharing increase seems very sharp, as it is a 100% increase, but the
amount was still small – $5 per prescription – and the annual ceiling did not increase. As a result of the cost
sharing change, low-income individuals affected by this increase in the price of care also reduced the number
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of prescriptions and visits in comparison with those who continued to pay the same price . It’s a pity that the
study of this change leaves us none the wiser as to whether the health of those affected got worse. An
imperfect approximation to this knowledge could be made by observing whether the poor, who now paid more,
were forced to go to the emergency department more often, and were admitted to hospital with deteriorated
health. In the absence of better evidence, the good news is that the dose adjustment of the small cost sharing
amount in July, 2008, at least has not harmed the patient’s health enough to warrant more frequent hospital
attention. There is no evidence of a trade-off effect in the form of greater hospital use. So we cannot rule out
the possibility that the slight cost sharing adjustment, from which those below the poverty line have been
exempted, has served to reduce unnecessary visits and drug prescriptions, thus enabling more people to get
public insurance.
MORE PENSIONS AND FEWER MEDICINES

Unlike in private insurance systems such as those of the US, and also unlike in national health insurance
systems, completely free treatment for a large sector of the population is more common in national health
systems funded primarily though taxation, with greater concern for equality of access to the same treatment
when a person needs it, regardless of his or her financial circumstances. Since 1978, Spanish pensioners,
whether they were in a low, middle or high income bracket, had completely free access to practically all
medicines prescribed by national health system physicians. As we will see presently, in mid-2012, a partial end
was put to this situation that had lasted more than three decades and had helped Spain to become one of the
countries with the highest per capita consumption of pharmaceuticals in the world.
When a mother in a Spanish family with a fairly modest income goes to the pharmacy with the prescriptions
written by her GP for her child or for herself, she almost always comes out, after having paid a far from
insignificant proportion of the price of the medicines, with one or two small packs that can usually fit quite
comfortably into her handbag. Pharmacists notice that some mothers weigh up the opportunity cost of the
medicines they take home, and that they apply their own criteria to choose which of the prescribed drugs they
are going to take home that day. If one of the medicines is for reducing or relieving pain that may appear but is
almost imperceptible for now, they often decide that they can wait and buy it later on if the symptoms get
worse and make it more critical. If, when they see the pack, they realise they have a nearly full box of the same
medicine in the bathroom cabinet at home, again, they will often decide to buy it later on, when they finish the
box they have already have.
Would that mother in the pharmacy behave the same way if the pharmacist gave her all the medicines she
had been prescribed absolutely free of charge? Of course, this is no experiment but just anecdotal evidence,
but it is plain to see if we look at what Spanish pensioners had been doing up until mid-2012, when they went
to the pharmacy. For more than 30 years Spanish pensioners had been going to the pharmacy without having
to make any out-of-pocket payments. They behaved very differently from the mother in the working-class family
who often has to pay 40% of the price. For years, most pensioners had slapped onto the pharmacy counter the
wad of red prescriptions that identified them as patients with the right to free medicines. With free

prescription drugs, few waited to get the medicine if they did not need it just yet, or if they already had
another box at home. In fact, many of them thought they had every right to get them free, whether they needed
them right then or later on, because they had paid their taxes for years. And, they did so even if all the good it
did them was to create a drug stockpile at home. Another facile justification is that if the doctor had prescribed
the drugs, it’s because they needed them! Actually, I suspect that whether they had paid lots of tax, little, or
none at all, their behaviour in the face of zero pricing will be the same. The point is that with zero pricing
almost no one forsakes the chance to take home the entirety of what the doctor has prescribed. As economist
and psychologist, Dan Ariely, Professor of Behavioural Economics at Duke University, has amply illustrated,
even products that otherwise would not have drawn our interest seem attractive when they are offered to us
for free.
The cost sharing system in place until July, 2012, for medicines dispensed in Spain outside hospitals
originated from a self-interested application of the previsions of the so-called Moncloa Pacts of October, 1977.
The wording of the Pacts, a broad agreement among all the political parties with parliamentary representation,
included the following: “For the purpose of curbing unnecessary consumption of pharmaceutical products,
contributions to the cost of these provisions will be reviewed, except with reference to basic medicines and
with the exclusion in all cases of unprotected groups.”
The agreement recognises that the role of the cost sharing that it is intended to reform should be to limit
the growth in the consumption of medicinal products that had been observed as early as the 1970s. In
application of this agreement, the then Minister of Health and Social Security established a change in the cost
sharing amount as a percentage of drug prices, which was initially fixed at 20% in 1978, then raised to 30%
and finally set at 40% as of September, 1980. A 40% coinsurance rate for medication can amount to quite a
high figure for the patient when he or she accumulates a large number of prescriptions over a month or a year,
especially when they are for expensive medicines. Seen as a percentage of the price, it is one of the highest
cost sharing contributions to be found in the European Union. A considerably lower rate, including a maximum
amount per prescription, would be applied only to medicines for treating chronic diseases. It is understood that
these are the medicines that the political agreement considers to be basic, and perhaps more necessary. This
was a way of reducing the impact of the payments on the least healthy. This coinsurance rate stood at 10% of
the price, with a maximum amount of €2.64 per prescription, although without any monthly or yearly upper
limit on accumulated per capita expenditure. In fact, in real terms, this cost sharing amount got smaller as
time passed, as it was not adjusted for inflation between 1995 and 2012.
However, instead of exempting unprotected groups from the cost sharing increase, as set out in the wording
of the Moncloa Pacts, the government of the day exempted pensioners and the disabled not just from the
increase but from 100% of the cost sharing amount. The political agreement talks of excluding pensioners from
the revision or change in the system of user contribution to costs. That is, it should have been understood that
the cost sharing increases that occurred between 1978 and 1980 were not applicable to pensioners, and that
they would continue to be charged the cost sharing amount applied until 1978 to all the insured, with no
distinction between working-age contributors and pensioners.
So, in 1978, for the first time since the introduction of a ticket modérateur or deterrent fee for all users in
the 1960s, pensioners were granted totally free access to prescription drugs, the status of “unprotected
person” being arbitrarily equated with and limited to pensioner status. The financial circumstances of Spanish
pensioners in 1978 were quite different from the situation at present. In the late 1970s, pensions were much
lower than they are today, and a large part of the elderly population could genuinely be regarded as poor.
Nowadays, the probability of finding a poor person is the same or actually lower among the over-65s than it is
among adults aged 25 to 45. It was precisely the Moncloa Pacts that paved the way for an increase of almost
30% in the value of the overall pension provision in the following year, 1978. The strengthening of social
benefits by what, until then, had been an almost non-existent welfare state was, in fact, the compensation or
trade-off in exchange for the commitment to curb the upward trend in real wages. In 1977, two out of every
three pensions were under €60 (about 10,000 pesetas at the time). That vital improvement in the purchasing
power of pensioners combined the need to enhance the income distribution of the elderly, and, at the same
time, political interest in capturing the vote of a large part of the electorate that would become increasingly
numerous with the passing of the years. The undoubtedly quite justified claims for an improvement in the value
of pensions that were based on low starting levels and had been eroded by galloping inflation form the
backdrop to the granting of free medicines to pensioners only, recognising them as if they were the only
“unprotected” group in Spanish society in the late 1970s. It is important to bear in mind that, unlike in the
present situation, Spanish public insurance was not universal at the end of the 1970s, so those people of any
age without adequate financial resources who could resort to no pension of any sort and, furthermore, lacked
health insurance must have been all the more unprotected. The outcome has been a high cost for free
medicines as compensation for a more moderate rise in pensions. There can be little doubt that we would
spend much less on pharmaceuticals, if, instead of free medicines being granted in 1977, pensions had been
increased a little more and moderate cost sharing had been maintained rather than zero pricing established for
all pensioners.
In the meantime, we have had the opportunity to see how this across-the-board free treatment for all
pensioners and their dependants has encouraged pharmaceutical overconsumption. Seven out of every ten
prescriptions charged to the public insurance correspond to only one fifth of the population, those who are
exempt from payment (pensioners and their beneficiaries). Of course, the elderly have a greater need for
healthcare and medication; that is beyond question. The point is that in Spain, with the system of free
medicines in place since 1978, the elderly have had zero pricing for pharmaceuticals, thus accumulating a far
larger number of prescriptions than anyone of the same age would need in any other European country
without this open bar. Whereas, in 1985, Spaniards paid €15 out of every €100 of expenditure on public health
prescriptions out of their own pockets, 25 years later, in 2010, they paid less than half this figure. Those
insured through the Spanish civil service mutual societies are always charged 30% of the price of drugs
prescribed by their public health practitioner. This does not vary with age, and, when they become pensioners,

they carry on paying the same rate. The decisions of these subscribers and their doctors can be compared with
those of the rest of the population, who paid a higher percentage of the price as workers (40%), but got free
medicines when they became pensioners. Those pensioners who still pay 30% of the price go to the pharmacy
to fill six prescriptions in the same period of time as a pensioner entitled to free medicines picks up ten. This
observation, which falls far short of being a natural experiment and serves as no more than an enlightening
comparison, suggests that zero pricing in itself encourages greater consumption of drug prescriptions and
much higher expenditure. Something similar happens if we cast a casual glance at the number of prescriptions
filled at the pharmacy for working-age adults who pay 30% of the price in comparison with those who pay 40%.
Those who pay 10% less towards the price of their medicines go to the doctor and the pharmacy to get more
prescriptions filled than the rest. These individuals are insured through civil service mutual societies, and have
a different public health plan from that applicable to the rest of the population. It is interesting to note that
these same people do exactly the opposite when they become pensioners and continue to pay 30% of the price
while the rest pay nothing: then they go to the pharmacy much less than the others.
The extension of the insurance from 60% coverage to free prescription drugs for Spanish pensioners and
their beneficiaries of all ages, regardless of their financial circumstances, led to a significant increase in the
number of prescriptions that would not have occurred without this change (moral hazard): consumption per
patient rose by around 25% in the first year of free medication. The financial impact on the public sector (the
sum of the full cost plus the overconsumption), may represent a spending increase of over 100%. The moral
hazard cost – the increase in consumption by those who acquire the right to free medicines, attributable solely
to this change in status – exceeded €1,000 million in 2006, which is equivalent to €1 out of every €11 of
expenditure. Moral hazard was concentrated in the consumption of medicines affected by 40% coinsurance
before free medication, i.e., those that had been most expensive for the patient. For medicines with low cost
sharing, cheaper for the patient and indicated for chronic diseases, no significant change in consumption was
observed when they became free of charge. Switching from paying 10% of the price to zero does not lead to
higher consumption of those medicines used mainly by the chronically ill.
In terms of measuring the sensitivity of the consumption of prescriptions to the price paid by the patient,
the change from the cost sharing rate of working-age subscribers to free access or zero pricing revealed
almost no price elasticity for drugs for chronic diseases, whereas the elasticity for other drug types was –0.2,
which lies in the range observed in the international literature and the HIE experiment. The interpretation of
this figure is simple and can serve to predict what may happen on reforming the cost sharing system: when the
cost sharing amount is halved, the expenditure on prescriptions increases by 10% for those medicines that are
not for chronic diseases.
Did Spanish pensioners who got their medicines free enjoy better health than they would have if they had
had to pay a little for them? Unfortunately, with the results of the available research, we are unable to give a
rigorous reply to this question. In view of the huge cost of free pharmaceuticals for the Spanish public health
system, which had persisted for more than 30 years, the manifest lack of interest shown by political decision
makers in ascertaining the impact of zero pricing on healthcare use and health is hard to justify. We might
suppose that, as we have seen in previous chapters in the form of a trade-off effect of cost sharing, if those who
get their medicines free achieve better health and health-related quality of life, they will end up in hospital less
often to be treated for complications. The facts show us that this did not happen with Spanish patients who
paid nothing for their medication. The number of hospital admissions of elderly people who had free
medication is very similar to that of those who carried on paying up to 40% of the price, so this does not
confirm that they had better health, or that zero pricing served to save hospital expenditure.
Free treatment not only modifies patients’ decisions; it also has a major influence on those of their doctors.
When the doctor, who is responsible for prescribing the drugs, knows that the patient has to pay quite a large
part of the price out of his own pocket, he chooses cheaper drugs. It is curious that, despite what many of them
say, doctors’ clinical criteria also depends on price, even if it is the price paid by their patients. It seems that
cheaper generic drugs are effective when the patient pays, but less so when the patient pays nothing. Then, it
seems that only the more expensive branded products are effective. This is not just a hypothesis. It is what is
inferred from examining the decisions made by primary care physicians in Spain when they prescribe to
pensioners who do not face cost sharing of any sort. When doctors know that the patient pays a fairly low
percentage of the price – 10% or less – they do not hesitate to prescribe the expensive drug, both when he pays
this small cost sharing amount and when he pays nothing. The difference in the doctor’s opinion appears when
he or she knows that the patient has to pay 40% of the price out of his own pocket. In this case, the Spanish
doctor has no objection to prescribing lower-priced medicines, either a generic or a cheaper product by
another brand, than when he or she knows that the patient is not going to pay anything. This is a further
indication that the price paid by the patient alters healthcare decisions – not just that of the patient to go to the
doctor or stay away, or to get all the prescribed drugs filled at the pharmacy or wait, but, furthermore, the
doctor takes into account what the patient pays, and doesn’t worry about the public bill if the patient gets what
he needs for free. If the patient pays nothing, it seems that the doctor tends to think that the branded product
is better than the cheaper generic, as if our health were restored by the price. Again, doctors, too, succumb to
the fatal attraction of zero pricing.
Free medication for all Spanish pensioners for over 30 years has also been shown to be clearly inequitable.
As it is independent of financial circumstances, a pensioner who receives a large pension or has assets worth
millions pays nothing, while an unemployed person or a family with young mouths to feed and an income of
barely €1,000 per month, have to pay their share. Half of all the cost sharing contributed by patients is
concentrated in a small group of sick people: it is provided by just 5% of users, for whom it can represent a
heavy burden.
The necessary revision of this cost sharing system in Spain could have taken into account some of the
lessons learnt through health economics and the evaluation of international experience, including through
randomised and natural experiments: first, by eliminating the arbitrary distinction between the economically
active population and pensioners, and establishing a universal general cost sharing system; second, by

modulating cost sharing amounts on the basis of clinical and cost-effectiveness criteria, with avoidable cost
sharing whenever possible (examples of this abound in European Union countries); and, third, by implementing
mechanisms to protect the economically most vulnerable and the least healthy by means of income-related
limits on accumulated cost sharing. This could consist in setting a ceiling on contribution per quarter or year
depending on household income, with total exemption for those with the lowest incomes, whether they are
generated by work or a pension, and special treatment in the case of chronic illness or multiple pathology.
Cost sharing and other forms of contribution should not impoverish those who pay. A good example of this is
that although Germans aged 18 and over have to make large payments to have access to any health service,
including medication, the sum of the payments they make for visits, medication and hospital stays can never
exceed 2% of household income. This proportion is reduced to half – just 1% – for individuals with chronic
conditions.
It would be a mistake to increase cost sharing on medication for chronic and effective treatments. If one
thing is clear from randomised and natural experiments, it is that cost sharing should be lower the greater the
need for the treatment and the more effective that treatment is. The high concentration of expenditure in
patients with chronic conditions suggests the maintenance of low rates, together with the application of upper
limits to the amount payable out of the patient’s pocket, either as a monetary amount that would be the same
for all, or – a finer adjustment – as a percentage of each patient’s income. Otherwise, the cost in the form of
greater use of emergency and hospital services may more than cancel out the savings made through cost
sharing for chronic patients.
PROGRESSIVE COST SHARING?

In the event of linking pharmaceutical cost sharing to patients’ earnings – sometimes called income-related
cost sharing – the system should be designed in such a way that all the payments made over a year (or a
quarter) cannot exceed a certain percentage of their income. The idea seems attractive and appropriate for
direct taxes such as income tax, but it is of little use and can even be counterproductive for the case of cost
sharing if it is applied to the price paid per visit or prescription as opposed to applying it to each person’s total
health expenditure. Basically, public revenue is progressive if those who have higher earnings contribute a
larger proportion of their income. This result is not achieved with cost sharing proposals along the lines of
making the patient pay a higher percentage of the price of each drug the higher his or her income. A lowincome patient who is very ill can pay a low percentage of the price of each prescription, yet at the same time
accumulate a huge number of prescriptions (or other health services affected by cost sharing) over the year,
and so end up paying a very considerable slice of his or her income by way of cost sharing.
As we have already seen, high health expenditure is concentrated each year in a small number of
individuals who can accumulate a very large per capita spending figure. The insurance coverage should set a
limit on the financial risk incurred by the patient, for reasons of both equity and efficiency, as we know that the
cost of not providing necessary and effective treatment can be higher than that of providing it. The public
subsidy, equal to the cost of the care actually received minus the cost sharing contribution made by the patient,
will be higher for poorer patients than for wealthier ones. Furthermore, considering that health problems and
care needs are more prevalent in lower-income individuals, the subsidy targeting the poor will be all the
higher. In this way, for two individuals with the same health need we will have a higher public subsidy for the
poorer individual than for the richer one. And, we will have a subsidy equivalent to a proportion of the higher
income for the lower-income patient. In short, we will now have an income-related subsidy.
Cost sharing, whether it is applied to pharmaceuticals or to medical services, should be moderate and
universal – with the exception of the poor – if we want to avoid generating more costs than benefits. It was a
step in the right direction when in July, 2012, Spain decided to exempt the poor from cost sharing, whether
they belonged to the active population or were pensioners (disability allowance, social integration income, noncontributory pensions and unemployed without benefits), rather than opening the bar of free medication to
low-income and high-income pensioners alike, including those who take early retirement, without any sort of
penalisation.
However, the mode of income-related cost sharing that was introduced in Spain in July, 2012, cannot
perform its function properly, and it is considerably more complicated and costly to run than necessary. In fact,
it is not really income-related cost sharing at all. An economically active patient has to pay between 40% and
60% of the price of the medication or service, with no ceiling on the accumulated cost he or she is expected to
bear. Forty percent is already a large contribution even in comparison with other richer countries, and there
was no need for an increase in this percentage. The sicker a patient is, the larger the proportion of his income
he will have to spend on medication, unless he is admitted to hospital. On the other hand, if he falls ill as a
pensioner with the same income, he will only pay 10%, and can never exceed a monthly ceiling of €8 or €18.
Incidentally, if he is a civil servant, no matter what his age, or whether he is active or a pensioner, he will
always carry on paying 30% of everything.
It is essential to put a ceiling on the cost sharing contribution a patient can make, not only so that the poor
are not disadvantaged, but also so that the cost of care will not end up being even higher than it was before
the cost sharing increase. This is what we have seen as a trade-off effect in the case of the poor and the
chronically ill who might forsake going to the doctor or the pharmacy when they need it, and have to be seen
or hospitalised more often because of the unnecessary deterioration of their health. The ceiling need not be
monthly; it could by quarterly or yearly. The important thing is to manage the ceiling properly so that it is
effective. If the public insurance is unable to detect that a patient has reached the ceiling (say €8 a month for
those on a low income), that means the patient may come to pay much more than that amount, however much
the insurance insists that it will eventually return what he has paid over the limit. When it comes to limiting
their access to healthcare, what matters to low-income individuals with chronic conditions is that 10% they
have to pay, which comes out of the money available to them to get by until the end of the month. In practice,
the poor are concerned about what they pay today, not what they pay but is then going to be refunded to them

at some indeterminate later date. At this stage of the 21st century it is unacceptable for the taxpayers of a
modern state that the health insurance should be incapable of using information technologies to manage the
account of the insured, in the same way as a bank or the tax authority does, and so avoid overcharging. Even
more absurd is the huge administrative cost that these refunds may generate in those autonomous regions
that, at least for a certain amount of time, will be unable to prevent the patient from paying over the upper
limit.
Following the July, 2012, reform of the Spanish prescription cost sharing system based on a percentage of
the price and an expenditure ceiling for pensioners, the only justification for adding a fixed prescription charge
in some autonomous regions is to obtain additional tax revenue by taking advantage of illness. This can only
make sense as a temporary measure in a period of serious crisis in public finances. A charge or copayment of
this type – €1 per prescription, for example – is just another tax on the sick, even if it, too, has an upper limit,
for the purpose of raising revenue at any price. Moderate cost sharing with upper limits on per capita
expenditure, with reduction for chronic patients and exemption for the underprivileged, may be a good idea
but is not “the” solution for healthcare. In the mid- and long-term, cost sharing – whether for medication or for
care – is the wrong track if the only aim is to raise revenue, as the cost may be greater than the benefit. The
best cost sharing, as we have already argued, is the sort that raises little revenue because it discourages
unnecessary use.
While Spain has set off down the tangled path of income-related cost sharing, supposedly out of a desire for
progressiveness in fees or public prices that contrasts with the little or no progressiveness of the tax system as
a whole, other countries such as Germany, France and Belgium have long since introduced cost sharing
measures related to the effectiveness of, and need for, the treatment. Cost sharing amounts can be nonexistent or very small for more effective and necessary items (e.g., insulin for diabetics), and larger for more
expensive treatments that have little or no added therapeutic value or only provide comfort, and these higher
rates can be avoided if the patient chooses options with low cost sharing. Encouraging cost-effectiveness and
healthcare value (not damaging health) may do our health more good than another sterile debate, this time on
income-related cost sharing, that has more to do with a desire to raise revenue than to moderate use that is
unnecessary or of little health value.
British Columbia, in Canada, transformed an age-based healthcare cost sharing system into an incomebased one that has helped to achieve a better and more progressive distribution of the burden of the patient’s
contribution without worsening the conditions of access to care. Until January, 2002, all elderly people had free
access to pharmaceuticals, in much the same way as the Spanish case. The Pharmacare public insurance
picked up 100% of the expenditure, regardless of these elderly people’s level of income. In a two-stage reform,
age-based free medication was replaced with a rather more complex cost sharing system based on the income
of the elderly.
The system used by Pharmacare since May, 2003, for individuals aged over 65, is based on three elements,
two of which depend on the household income of these elderly people: an initial franchise fee or deductible
that increases with household income, a percentage of the price that is equal for all, and a payment ceiling that
also depends on household income. All elderly individuals with an income in excess of 33,000 Canadian dollars
are required to pay the full cost of the medication up to 1% of their income. This figure rises to 2% if their
income is higher than $50,000. The poorer elderly, with a household income below $33,000, pay no initial
franchise fee. Paying the initial franchise fee means paying the first dollars of expenditure up to the franchise
limit, which in British Columbia, as we can see, is higher the higher the income level. Having paid 100% of the
first dollars of pharmaceutical expenditure until the franchise limit is reached, all the elderly continue to pay
only 25% of the price of their medicines. This 25% is the same for all, whether their annual income is high or
very low. However, Pharmacare sets a ceiling or upper limit to what each patient can pay in the form of the
initial franchise fee plus the coinsurance fee, so that beyond that limit the additional dollar of expenditure (the
last dollar), is charged to the insurance and the patient pays no more. This ceiling was established in 2003 as
the maximum proportion of household income that can be paid as pharmaceutical cost sharing. A household
with income below $33,000 can, in no event, pay more than 1.25% of that income, while those with an annual
income above $50,000 can be charged no more than 3% of that income. All the pharmaceutical expenditure a
household might incur above these ceilings is 100%-covered by the public insurance. This really is a more
progressive income-based cost sharing system, unlike the one implemented in Spain in July, 2012.
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BACK TO FREE CARE: OVERLY BROAD EXCEPTIONS
MEDICINES ARE PRIME TARGETS FOR COST SHARING

For decades, the dispensing of medicines in pharmacies has been politicians’ favourite target to get patients to
pay part of their price. In health systems based on private insurance, such as in the US, patients are required
to pay part of the cost in the form of a price at the moment of using healthcare, but this price, nevertheless,
almost always tends to represent a larger proportion of the cost of physician-prescribed drugs dispensed in a
pharmacy than it does in the case of visits.
At the beginning of the second decade of the 21st century, all European health systems, most of them with
primarily public funding, charge the patient part of the price when delivering the medication prescribed by the
practitioner at the pharmacy, with the sole exception of that of Malta, with a population of barely 400,000.
However, although the policy of digging into the patient’s pocket before handing over the medicines prescribed
by public health service physicians in European pharmacies is widespread, the amount charged is usually quite
small, especially in comparison with the selling price of the drugs. Even in health systems that require hardly
any payment for the use of health services, as is the case in the UK, Denmark and Spain, the patient still has to
make a monetary contribution at the pharmacy to get the medicines prescribed at the GP’s or specialist’s
office.
The belief that we have to pay for our medicines is so deep-rooted in the European collective unconscious
that when the public health insurance applies no cost sharing to any other component of healthcare, it is
thought that there is no cost sharing in that country, as if medicines, when prescribed and taken correctly,
were not precisely a fundamental good for maintaining or restoring people’s health.
The Danes pay nothing when they go to the national health doctor or hospital, yet they do have to fork out
cash when they go to the pharmacy to pick up the medicines prescribed by the doctor. In 2008, they had to pay
the full price of pharmaceuticals until they had accumulated expenditure to the value of 520 Danish kroner
(about $93) over a 12-month period. Once this deductible was exceeded, Danes were charged 50%, 25% or
15% of the additional amount as their expenditure increased. The situation is fairly similar for the English: they
get free treatment when they use public healthcare, except when obtaining the drugs prescribed by the doctor.
8
In England patients pay £7.10 (about $10) for each prescription written by a public health service physician .
The Germans are much more accustomed than the English, the Danes and the Spanish to having to pay
when they go to the national health doctor, whether GP or specialist, and also when they are admitted to
hospital. However, at the beginning of the second decade of the 21st century they have to pay an extra €5 to
€10 for each prescription, depending whether the price of the medicine is higher or lower.
The French, too, are used to parting with cash when they go to the doctor. They are required to pay at least
30% of the price of visits to the primary care physician and 20% of that of visits to the specialist, plus an extra
€1 for each visit. Those who have private insurance can recover part of the percentage of the price paid for the
visit, but they are not reimbursed for any of the euro charged after each visit. If these amounts seem large, the
cost sharing on pharmaceuticals is even more so. For each prescription issued by a doctor through public
insurance, patients have to pay €0.50, which they cannot recover through any other insurance, and a
percentage of the price of the drug that can be 35%, 65% or 100%. The percentage charged for each medicine
depends on its therapeutic value: its ability to cure or ease the symptoms. If this value is high and the need for
the treatment is clear, the percentage charged to the patient is “only” 35%.
It is interesting to note that – Malta aside – the Netherlands has perhaps the most generous of Europe’s
primarily publicly funded health systems when it comes to providing patients with prescribed drugs at the
pharmacy. In recent years, the Dutch have been witness to the abolition of pharmaceutical cost sharing,
although, despite the fact that access to the GP’s practice is also free, they have to pay an out-of-pocket
deductible towards the cost of specialist visits and hospital admissions which, in 2008, ranged from €165 to
€665. At present, the Dutch can get their medicines free as long as they choose a product from among those
considered equivalent in terms of their effect on health (for example, medicines for controlling high blood
pressure), with a price no higher than the highest price the insurance is willing to pay. This maximum price is
called the reference price, because it is referenced to the lowest prices observed in the market for medicines
indicated for the same health problem and that the insurance considers to have a very similar therapeutic
effect. This, known as a reference pricing system, has also been adopted by many other countries. The patient
is made to pay the difference between the price of the chosen product and the reference price in order to
direct his or her preferences towards similar, but cheaper, pharmaceuticals, whenever there is more than one
alternative.
Swedish patients may be among the Europeans who pay most for the medicines prescribed to them by
national health doctors. In 2008, Swedes paid the equivalent of $12 to $18 for visits to the primary care
physician ($24 to $36 for specialist visits), to which they had to add a deductible that involved paying the
totality of their pharmaceutical expenditure up to about $105. Above that figure, and up to a maximum of $500
a year, Swedes paid a percentage of the expenditure that gradually decreased from 50% to 10%; above the
$500 limit, pharmaceutical expenditure was free.
WHY DON’T WE PAY FOR MEDICINES IF WE TAKE THEM ON THE SPOT?

How can we explain this almost universal preference among politicians and health systems for making patients

pay when they are dispensed medicines, even when they get the rest of their healthcare supposedly free? In
the US, until 2006, the public insurance for the elderly, Medicare, provided no compensation at all for
pharmaceuticals – in other words, the coinsurance rate was 100%! What is it about medication that makes it so
likely to carry high patient cost sharing in all health systems? Why are patients usually held responsible for a
much larger part of the price of medicines than of physician visits, emergency services, or hospital admissions?
Why, on the other hand, is medication almost always free when we are admitted to hospital, and paradoxically
when we are sent home we have to pay to get the same medicines at the pharmacy?
Unlike drugs prescribed by national health doctors and dispensed in pharmacies, drugs taken by
hospitalised patients are free in almost all public health systems. At least, none of these health systems make
patients pay specifically for the medicines they take during their hospital stay. In this situation, medicines form
part of the surgical and medical treatment received by the patient and are inseparable from it. As was made
clear by the well-known RAND randomised experiment, and also numerous controlled and non-controlled
studies performed subsequently, the hospital admission decision does not depend on the patient but the
clinicians. And, even more importantly, as regards our interest in the appropriateness or otherwise of the cost
sharing mechanism, the number of hospital admissions made by the patient, even among low-income patients,
varies to some extent when he or she has to pay a slightly higher cost sharing amount, but this change is
almost always considerably smaller than in the case of visits or medicines. If we accept the economic criterion
on moral hazard, this brings us to state that few admissions can be seen as excessive or unnecessary
consumption caused by free provision or the patient’s lack of responsibility regarding the high cost of hospital
care.
When the main aim of a cost sharing mechanism is to help to reduce unnecessary healthcare use, then the
most appropriate line of action, following economic criteria, is to charge more at the moment of patients’
access to those sorts of health services for which their sensitivity to price changes is higher. As we have seen
in previous chapters, especially through the knowledge provided by the RAND HIE experiment, the
consumption of drugs prescribed to a patient and obtained from the pharmacy is not the same when the
patient has an open bar – free treatment – as when he or she has to pay something for each prescription,
whether it is a fixed copayment per pack or a fraction of the price. With certain exceptions, a larger response
or elasticity of use to price changes would justify greater recourse to cost sharing and larger contributions to
the price of the drug with the aim of reducing unnecessary consumption that is worth less than it costs.
However, there is little indication that this is the reasoning behind such widespread use of pharmaceutical cost
sharing as is observed even in those public health systems that provide almost totally free treatment at the
time of use.
If we consider it efficient to reduce to a minimum any unnecessary consumption with a cost that does not
warrant the resulting health improvement, then, for example, cost sharing should be very low for hospital
admissions and the medication included as one of the components of care once the patient is admitted. This
coincides precisely with what we find in the real world in most health systems, at least those in which there is
most money originating from taxation or public insurance. At the same time, for most people, the probability of
having to be admitted to hospital this year is fairly unpredictable, except for those who already have a
diagnosis that requires an elective surgical intervention, for example. Furthermore, hospital admission for
medical or surgical treatment is the type of healthcare use that has the highest cost. The unpredictability of
hospital admission in most cases, together with its very high cost if charged to the patient, combine to pose a
huge potential risk that could be catastrophic for many families, as they would either be unable to pay it or
would have to get into debt, thus renouncing other items of consumption and future expenditure. This risk is
much greater for hospital admissions than for physician visits or pharmaceuticals, which cost less, and, in the
case of patients with chronic conditions, are also more predictable. Economic theory also predicts that the
higher the risk this care may pose, the broader and more extensive the insurance cover should be. We see
something along these lines in many countries with hospitalisation insurance coverage.
The comparatively extensive and intensive use of pharmaceutical cost sharing that we find in publicly
funded healthcare systems is not so simple to justify by resorting to the prescriptions of economic theory.
Patients’ decisions are important for the demand for visits to the emergency department, for example, as it is
the patient who decides to use these services. The issue is less clear-cut in the case of prescription drugs, as
the decision to prescribe them is in the hands of the doctor, although patients may go to the health centre more
often to get medicines, and to ask explicitly to be prescribed this or that drug. The results of the RAND HIE
experiment showed that, contrary to what many people still think, the amount of physician-prescribed drugs
that we take is larger when we get them free than when we are made to pay part of their price at the
pharmacy. This is an indication that with free treatment there is more unnecessary consumption than when we
share responsibility for a small part of the cost with the insurance. As we have learnt, if our pharmaceutical
consumption changes when the price (the cost sharing amount) is higher or lower, then there is no economic
justification for the free provision of medicines dispensed outside hospitals. However, the variation in
pharmaceutical consumption in the face of price rises or free provision is quite low, between –0.1 and –0.2, and
not very different from the variation found for physician visits. In fact, the demand for prescription drugs is
fairly insensitive to price changes, either because we patients perceive them as a necessity or because we have
no substitute goods or services to replace them with. If elasticity is low, cost sharing will be less useful for
moderating unnecessary pharmaceutical consumption. Indeed, visits to the emergency department for petty
complaints, for example, have shown to be considerably more price-sensitive than actual medicines. In short,
price elasticity and the capacity to reduce unnecessary consumption by demanding payment at the time of
consumption do not seem to be sufficient argument to justify the amply demonstrated preference of health
systems to charge more for medicines than for other health services.
However, the most appropriate level of cost sharing for medicines, or the right generosity of the insurance,
does not depend solely on the quantity of consumption that is unnecessary (i.e., that is worth less than it
costs), caused by free provision and presumably mitigable by means of cost sharing. It also depends on how
high or low the financial risk is for the family that has to bear the full cost of care. For most patients, the

expense represented by medication if they had to pay for it would be quite low, especially in comparison with
the cost of hospitalisation. For patients with chronic conditions that need to be controlled, or the effects of
which at least need to be mitigated, with drug treatment, the pharmaceutical expense is high, but this
expenditure is not unexpected at all but predictable. Remember that a small fraction of the sickest patients –
about 5% – take almost half the medicines dispensed outside hospitals. From this point of view, the most
appropriate state of affairs would be for the insurance coverage of medication to be less generous for most
patients in comparison with the coverage of hospital admissions, but more generous for patients with a greater
risk of incurring high expenditure, mostly patients with chronic health problems. One simple way of achieving
this effect could be, for example, by means of a franchise fee that would charge the patient for the first
monetary units of expenditure up to a certain amount, beyond which the insurance would take care of a
growing percentage of the expenditure until it reaches 100%, or, in other words, until the patient achieves free
treatment for high levels of expenditure.
Although the discourse justifying the use of cost sharing stresses the reduction in unnecessary
consumption, we should not rule out the possibility that the main reason for using it so extensively and
intensively in most health systems is to shift some of the cost to the patient, which is tantamount to reducing
the insurance expenditure or making money to free up resources for other services or purposes. We would do
well to bear in mind that for the last two decades pharmaceutical expenditure has been the most inflationary
item in health insurance budgets. Most of these insurers, concerned about the steady growth in expenditure,
have shifted part of the cost of medicines to the patient. Unlike when he goes to the doctor or the emergency
department, when the patient comes out of the pharmacy he does so with a good, an object, which he takes
home. Something similar happens, for example, with glasses and hearing aids. Indeed, also with glasses and
hearing aids we find that it is very widespread to make the patient pay at the moment the object is supplied, to
the point of not including them in the insurance coverage, in which case the price stands at 100% of the cost of
the article. The dispensing of medicines in pharmacies has two features that may make it more appealing for
demanding payment from the patient. First, as we have mentioned above, a medicine is not an intangible
personal service but a perfectly tangible product presented in a commercial package that the patient takes
home. The patient is being asked to make a monetary contribution towards something palpable that he takes
home in a bag, just like when he goes to the supermarket. He probably finds it more justifiable to have to pay
part of the price out of his own pocket when he is given an object than when he is “delivered” a piece of advice
from the doctor about diet and lifestyle. To verify this we would need the evidence of an experiment. And
second, usually the collection of the cost sharing amount charged by the insurance for the drugs dispensed at
the pharmacy generates practically no extra cost for the insurance itself. This also favours the use of
pharmaceutical cost sharing outside hospitals, for reasons that have more to do with collection than with
concern about mitigating unnecessary consumption of medicines. The cost sharing amount is collected at the
pharmacy, not at the health centre, so there is no need for the health system to set up a collection office, as it
is obliged to do when visits carry cost sharing fees. It is “cheaper” for the insurance to charge the patient a
certain amount for the drugs prescribed than for the visit in which the doctor prescribed those same drugs.
WIDESPREAD EXEMPTIONS BY AGE AS A RULE

If it is widespread practice to make the patient pay something for a medicine or a visit, it is no less so to
charge very differently depending on who the patient is and what type of treatment or health service is being
provided. It is true that the requirement of a cost sharing payment on out-patient prescription drugs is
standard in almost all health systems, but it is equally true that in most cases there are few patients who are
really unable to avoid paying the cost sharing amount. Concern about the unwanted effects of pharmaceutical
cost sharing mechanisms on equity and the possible reduction of necessary use, as well as the social pressure
exerted by the users most affected by these payments, has led almost all health systems to apply a large
number of substantial reductions in the size of the amount charged to patients by way of cost sharing, in many
cases, to the point of exemption or the abolition of the measure for such numerous groups of individuals that in
the end there are more non-payers than payers.
One of the main unwanted effects of a universal cost sharing measure that is aimed primarily at obtaining
revenue and affects fairly inelastic services that the patient can neither avoid nor substitute, is that the
revenue obtained from the patients amounts to something much akin to a regressive tax. Poorer individuals,
who, furthermore, are usually those with worse health, in this case, shoulder a heavier financial burden
because of the accumulation of expenditure in the form of cost sharing, which means having to sacrifice a
considerably larger proportion of their income than higher-income individuals do. This is what makes this type
of cost sharing regressive, as it demands a much greater effort for low-income individuals in relation to their
income than it does for wealthier people. The response of most health systems has been to protect the poor
and the sick – those who incur most pharmaceutical expenditure for the insurance and those who can least
afford to pay cost sharing contributions – by means of either exemptions from cost sharing that grant them free
treatment or reductions in the size of the cost sharing amount.
It should come as no surprise that politicians in countries such as the UK and Spain should “forget” with
such astonishing ease that, in these countries, the patient is made to pay for medication prescribed through
the public health system, considering that around 90% of prescriptions in the UK and nearly 80% in Spain (at
least up until mid- 2012), are dispensed totally free of charge. This happens with most taxes; if we take the
example of corporate tax, which taxes companies’ profits, we find that the existence of numerous types of tax
credit and tax relief for companies that meet certain requirements, creates a notable gap between the
percentage of profit that should be paid as tax according to the standard rate prescribed by law and the
effective percentage or tax rate actually paid as tax on their profit. In our case, partial or total cost sharing
reductions for certain individuals aim to mitigate the collateral damage that may result from this price on
healthcare, although, at the same time, the way these corrections are designed and applied may in turn give
rise to unwanted effects on the behaviour of patients and prescribers of a size that is in direct relation to the

volume of individuals affected by the “correction” of the cost sharing amount.
As we have already seen, Swedes pay the first 900 kronor (in 2008 kronor, approximately $105), of the cost
of the drugs prescribed by public health service physicians; above this franchise fee they pay less than 50% of
the expenditure, and they get their medicines for free when the expenditure exceeds 4,300 kronor (about
$500). Now, unlike in many other European countries, all Swedes without exception, including the elderly, have
to pay this money out of their own pockets in the form of cost sharing contributions. With an arrangement like
the one applied in Sweden, the public subsidy for medicines is zero for the first 900 kronor, and it is only above
that figure that the public system starts to subsidise consumption, reaching a 100% subsidy when the
expenditure passes the 4,300 kronor level (figures for 2008). However, as Swedes also pay far from negligible
cost sharing amounts for GP and specialist visits, and when they are admitted to hospital, too, in much the
same way as with medicines, an upper limit is set for the expenditure that can be charged to the patient for the
rest of the cost sharing items, above which treatment is free. This ceiling is considerably lower than it is for
medicines: the annual expenditure charged to the patient for doctor visits and hospital admissions cannot
exceed 900 kronor. Danes only have to pay the first 520 kroner (about $93 in 2008), of expenditure each year,
and for further expenditure they also pay a percentage that ranges from 50% to 15%. Again, these payments
have an upper limit to protect those patients who are most unhealthy and spend most: the maximum amount
that the chronically ill can be required to pay is in the region of 3,800 kroner a year (about $678).
Unlike what we find in Sweden and Germany, the mechanism preferred by most European countries to
correct the effect of pharmaceutical – and healthcare – cost sharing on patients’ income is to universally grant
totally free treatment to certain population groups on the basis of their age, first and foremost, the elderly, but
increasingly also children and young adults. In England, more than £7 (2008 figures), is charged for each
prescription issued, with a limit of slightly more than £100 payable over one year. However, these amounts are
hardly relevant, as they are only actually paid by one person in ten. The British national health system gives
medicines completely free of charge to children and young people under 16, full-time students aged 16 to 18,
everyone over the age of 60, low-income individuals, all women who are pregnant or who have had a child in
the last year, retired military staff, patients with certain chronic conditions or disabilities, and contraceptives
and treatments for HIV/AIDS patients. The British system is not without contradictory incentives. For example,
a patient diagnosed with diabetes who is treated with insulin gets all medication free, not only anti-diabetic
drugs but medicines for other problems, too, whereas a patient with diabetes who controls his condition with
an appropriate diet and healthy habits has to pay for his medicines.
The Spanish national health system, following the example of the British system, likewise applied cost
sharing fees to an increasingly small proportion of pharmaceutical consumption up until 2012. Most of the
insured – civil servants aside – had been charged 40% of the price of the drug since the early 1980s, without
any upper limit to how much an individual could be made to pay in a year. However, all those who drew a
public retirement, disability or survivor’s pension, along with all those who lived in the same household as
these pensioners and were out of work, regardless of age, were excluded from this cost sharing requirement,
and, therefore, until mid-2012, got all their medicines completely free. In 2008, the autonomous region of
Andalusia extended free treatment from pensioners to also include all children under the age of one. In this
way, until 2012, patients were not required to pay anything for approximately eight out of every ten
prescriptions issued, while they enjoyed full insurance coverage.
Germany and Denmark only concede the generosity of free treatment to children and young people under
the age of 18, rather than applying it indiscriminately to all elderly people, as happens de facto, and extremely
generously, in the UK and Spain. In Denmark, free treatment can be extended to the terminally ill and very
low-income individuals on request and subject to verification that they meet the requirements. In France, too,
under-18s are not obliged to pay the small €0.50 copayment per prescription that cannot be reimbursed by
private insurance.
In health systems with free medication for the elderly, identified either directly by age (as in the UK), or
indirectly and rather more imperfectly by the fact of drawing a public pension (as in Spain for many years),
there is a clear shift of subsidisation from young working-age people to older people who take more medicines.
Although the beneficiaries of this free treatment are, in the main, those who are most likely to be ill and need
medication, the simple sweeping criterion of associating free treatment with age is no guarantee that cost
sharing will be made less regressive with this exemption. What is guaranteed, however, is that such broad
exemptions as the ones described here irremediably impair the cost sharing mechanism’s capacity to generate
revenue, rendering it almost marginal for the health system as a whole, even though it may represent a heavy
burden for younger people with serious illnesses. Among the elderly, as among young working-age adults,
there are individuals with very low incomes, just as there are unemployed people with a very low level of
unemployment insurance or even no unemployment insurance of any sort, which makes it difficult for them to
pay for medication, whether they are young or old. At the same time, among the elderly, there are also
individuals with substantial assets and a high income who are maintained not only by their public pension but
also by their income from capital and property. Therefore, granting the elderly free medicines has little to do
with facilitating and guaranteeing access to pharmacological treatments for the poor regardless of their
financial circumstances. A system like the Swedish one with an upper limit related to income is far more
effective. Subsidising completely the medication of the elderly without selecting those who are in a real
situation of greater need involves a huge cost and is simply arbitrary if the aim is to reduce the regressiveness
of the cost sharing measure. The outcome of health systems predominated by universal age-based exemption,
without taking income into account, is an income transfer from the young to the elderly that puts the entire
burden of pharmaceutical and healthcare costs on the shoulders of those who work.
FREE CARE OR EXPENDITURE CEILINGS FOR THE WEALTHY?

As an alternative to exclusions or exemptions from pharmaceutical cost sharing that grant free treatment
almost universally to the elderly or pensioners, the application of much more selective exemptions is not only

less costly but also more appropriate as a way of mitigating regressiveness than the sort of mechanisms
described above. If we are concerned about limiting the impact of the cost sharing on income, it is very likely
that nowadays it makes more sense for medicines to be free for children than for the elderly. Today’s
information systems make it possible to manage, at modest expense, cost sharing exemptions for groups that
genuinely do not have financial means and, therefore, actually need greater subsidisation. Although in most
European countries very extensive pharmaceutical cost sharing exemptions continue to prevail, in many cases
as a result of supposed acquired rights gained by groups that represent a notable proportion of the electorate,
an equitable and effective use of public resources makes it necessary to review these situations in favour of
selective criteria allowing larger subsidies to reach those who really need them. Setting limits to the patient’s
contribution proportionally related to his or her income, and steering well clear of across-the-board cost
sharing exemptions, for pharmaceuticals and healthcare generally, constitutes a much cheaper, more
appropriate and less regressive mechanism for distributing the burden of each individual’s financial
responsibility when using healthcare.
One simple and very efficient way of offsetting the negative effects of cost sharing on equity is to limit the
maximum amount the patient has to pay in the case of drug prescriptions, or his or her total expenditure on
any sort of healthcare consumption, be it visits, medication or hospitalisation. With a ceiling of this type related
to each individual’s income level, for example 2% of annual income, the insurance would take care of the
entirety of the expenditure above that limit. The health plans employed in the HIE experiment precisely had an
income-related upper limit. In this way, care would be free for any patient who has reached a monetary
contribution equivalent to 2% of his or her income, which in monetary units would be different for each
individual. This type of cost sharing with an upper limit linked to one’s income ceases to be regressive: the
maximum amount that anyone can be made to pay is 2% of their income, the same proportion for all patients,
but, above that limit, when we are ill again and we need more medicines or other health services, care is
provided free, and those who are least healthy are those who are most heavily subsidised by the insurance. To
mitigate the effects of cost sharing, a mechanism of this sort would coincide quite closely with one of the
theorems stated in 1963 by Professor Kenneth Arrow, winner of the 1972 Nobel Prize for Economics, according
to which the most desirable solution would be full insurance coverage – free treatment – above an initial
quantity established as a franchise fee. In our example, the franchise fee is the percentage of the patient’s
income that he or she may, at maximum, come to pay as a contribution towards the cost of the drugs or
healthcare received. It is true that chronic patients who receive treatment with expensive drugs are going to
have to pay the amount laid down as the cost sharing limit year after year, so after some years paying the
franchise fee or threshold amount it could be reduced or eliminated for those patients. A more common option
is to charge a lower price for the drugs these chronic patients usually take. Once again, we would do well to
recall the interpretation of the real-world results observed in the HIE experiment as set forth by the authors
themselves, which calls for an initial franchise system: “In fact, the Experiment provides some support for both
free care and initial cost sharing,” and “there is a good case for initial cost sharing for the majority of the
population.” What needs to be seen is whether it is viable to implement cost sharing for the majority of the
population, with the exception of the poor, and those with conditions for which it is more beneficial to grant
reduced cost sharing contributions or free care.
The cost sharing corrections made by insurers, whether public or private, serve to substantially alleviate the
drawbacks associated with charging a price at the moment of using services, assuming that they are properly
designed and managed. However, there is no perfect solution to the disadvantages of cost sharing, so there will
always be problems left to solve. For example, when very low-income patients have to advance the cost sharing
amount, even though it will be reimbursed to them subsequently, the price constitutes a barrier to access that
stands in the way of the poor receiving appropriate and necessary care. The elimination of cost sharing for
those patients who take most medication – the chronically ill – is often achieved by applying totally free care to
patients diagnosed with diseases included on a list of chronic conditions, or directly to a list of medicines that
are usually prescribed to the chronically ill. The decision as to which diseases or drugs are included on this list
is almost always open to a certain degree of arbitrariness. Incentives arise to label patients with a diagnosis
included on the list in order for them to get free treatment. Some drugs are used to treat chronic conditions
but are also prescribed for the treatment of acute health problems of limited duration that should not entail
exemption from cost sharing. Limiting or reducing to zero the price that chronic patients have to pay for their
medication can help to improve treatment compliance and avoid relapses and hospitalisations, but it does not
prevent overconsumption or moral hazard. Zero pricing or cost sharing exemption for the chronically ill is one
thing; zero pricing for the poor is another thing altogether. The rich can have chronic conditions, too, and, at
the same time, there are low-income individuals who do not have a health problem requiring the continued use
of drugs. Again, setting an upper limit to individualised expenditure as a very low proportion of personal
income appears as an alternative with many advantages.
The question that decision makers need to address, and about which we have learnt all too little, despite the
standard practice of widespread and generous cost sharing exemptions, is whether health improvements are
obtained by providing free treatment to benefited groups, and, if so, whether these improvements outweigh the
additional social costs of zero-price access.

PART 4

MORE INTELLIGENT COST SHARING
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PAYING TO TAKE OUR PILLS
COLLATERAL DAMAGE

Despite ample evidence of the effect of cost sharing on use, very little knowledge is available regarding its
impact on health status, which, after all, is the most important thing. The RAND Health Insurance Experiment
provides no evidence of negative effects on health status for the average individual, but it does for low-income
individuals, who would enjoy a better health status if they had a more generous insurance. These negative
effects on health occur with treatments for patients with chronic conditions and with preventive treatments. At
the time of the RAND study, in the 1970s, many treatments of this sort were as yet unavailable. Advances have
enabled acute problems that once led to death to become chronic diseases. The impact of high cost sharing on
the health of the chronically sick is likely to be greater today than it was in the 1970s.
In Quebec (Canada), a reform of the cost sharing system was implemented in 1996 and 1997. A 25%
coinsurance rate was introduced in August, 1996, for prescription drugs, with an annual limit of $200, $500 or
$750, depending on the patient’s income level. In January, 1997, this reform was adjusted with the addition of
a deductible with an annual amount that ranged from 0 to $350, again variable according to income level. The
previous cost sharing system was based on a $2 copayment per prescription with an annual maximum of $100.
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A team of Canadian researchers from McGill University , in Montreal, observed the monthly consumption of
medicinal products of nearly 150,000 elderly and poor people in Quebec for 32 months before the introduction
of the cost sharing policy and for 17 months after its introduction. The pharmaceutical consumption analysed
focused on a list of what were considered to be essential medicines (e.g., insulins, anticoagulants,
antihypertensive drugs), and another of non-essential drugs (e.g., dipyramidol, probenecid, meperidine,
benzodiazepines). The effect of the introduction of the cost sharing policy was a large and significant reduction
in the daily drug consumption of both the elderly (9.14%), and the poor (15.94%). This reduction was, in all
cases, larger in the poor than in the elderly. The largest reduction occurred in the consumption of non-essential
medicines: 15.14% in the elderly and 22.39% in the poor. However, the drop in consumption also has a major
affect on essential drugs: 9.14% in the elderly and 15.94% in the poor. The reduction in the consumption of
essential drugs in both groups was associated with a significant increase in the number of visits to emergency
services. The probability of suffering adverse effects related to decreased consumption among the elderly was
between 1.17 and 1.19 times higher than before the introduction of the coinsurance. This research concludes
that the introduction or increase of pharmaceutical cost sharing applied to the poor and the elderly has the
desired effect of reducing consumption, and, therefore, expenditure, but also causes important adverse effects
associated with the decrease in consumption of essential medicines.
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Another team of Canadian epidemiologists observed the effect of the same change in cost sharing in more
than 20,000 people aged over 64 with at least one emergency hospital admission in Quebec between 1994 and
1998 with a diagnosis of acute myocardial infarction. Prescription rates for beta-blockers, ACE inhibitors, lipidlowering medications and aspirin 30 days after discharge were not seen to be significantly different for
patients admitted before or after the reform. Upon analysis of prescription of these drugs according to
patients’ sex and income level, significant differences were not observed. Similarly, the length of the
pharmacological treatment (days of treatment in the first year post-discharge), remained unaffected. Nor was
there any evidence of a shift in consumption from the more expensive drugs in each group towards cheaper
ones. The rate of readmission owing to cardiovascular complications and the death rate at 30 days, 6 months
and 1 year, showed no changes that could be related to the introduction of the reform in the cost sharing
system. An identical conclusion was reached for visits to the doctor and to emergency services. According to
the results of this second team of researchers, the changes made to the cost sharing system affected neither
prescription rates of cardiovascular drugs, nor length of treatment, nor mortality, nor readmissions, nor visits
to the doctor and to emergency services.
How can we reconcile the seemingly disparate conclusions of these two research projects? The conclusions
of the second study, although interesting, are obtained for a population and a type of prescription that are not
comparable with those of other studies. First, the scope of the study is limited to very essential medicines
prescribed after a major threat to the individual’s survival. It is reasonable to assume that in this situation the
willingness to pay is greater than in other situations in which the risk of death is less perceptible. Second,
inasmuch as it deals with very essential medicines, there may also be a lower level of overconsumption in
patients that have suffered an acute myocardial infarction. Furthermore, it seems reasonable that the more
essential the medicine, the less likely it is to find that a low-intensity coinsurance such as the one evaluated
here will cause a differential drop in consumption according to income level, especially when the new cost
sharing outlay is hardly any higher than the old one for low income groups.
In the case of pharmaceuticals, the drop in consumption attributable to the cost sharing price effect can
occur through a variety of forms of patient response: some patients who would have started treatment do not
seek care and so do not start it; patients who were already receiving treatment adhere considerably less to
their doctor’s directions and fail to take all their pills; and some of these patients cease treatment more
frequently. As we have seen with the natural experiment in Quebec, this reduction also affects medicines that
we can regard as essential, and this can have adverse clinical consequences. Patients who cease effective
pharmacological treatment after having suffered an acute myocardial infarction or a stroke have three times
more chance of dying than those who follow the treatment. Knowledge of the effect of cost sharing on patients’
health, as opposed to just use of care or expenditure, is no easy task for social scientists. For example, the
patients that drop out of treatment first are, in most cases, precisely those who are most seriously ill. The

patients with most compliance in preventive treatments are usually also those most likely to attend preventive
visits and take some physical exercise. Nevertheless, if cost sharing is high enough there is sufficient proof
that in the more seriously ill and the poor a deterioration of their health may ensue. Cardiovascular diseases,
affecting the heart or blood vessels, are responsible for much morbid-mortality in Western countries. The
combination of plaque and thrombus causes the narrowing or occlusion of the coronary arteries, which may
give rise to a series of disorders known as acute coronary syndromes. Patients in the US with acute coronary
syndrome who are implanted with a coronary stent and bear very high copayments, such as more than $40 or
$50 for the treatment with antiplatelet agents, are much more likely to not start the treatment or drop it than
those who face much more modest copayments. This has serious consequences for their health: those who pay
most are going to undergo most readmissions, and, moreover, they are going to cost their health insurance
considerably more money.
In Italy, it was observed that, in 2001, when a €1.5 copayment per prescription of antihypertensive drugs
was abolished, patients stuck a little more to their treatment and thanks to that the number of times they had
to be readmitted to hospital and the probability of death were likewise slightly reduced. We are well aware that
the degree to which a patient with high blood pressure sticks to the treatment predicts the health he or she
will have in the future. The following year the copayment was reintroduced and the number of those who
complied decreased. The problem is that the lack of compliance of Italian hypertensives, and those of most
countries in the world, is not solved with free treatment alone: when they are given antihypertensive drugs
free there are still a huge number of patients who fail to stick to the treatment.
THE HIGH COST OF NOT TAKING OUR MEDICINE

The effectiveness of many pharmacological treatments depends on continuity and treatment adherence. The
impact of cost sharing on the interruption of necessary and effective treatments and changes in treatment
adherence are two aspects that can generate negative effects on health status. Treatment discontinuation can
be the expression of greater sensitivity to an increase in the price of the drug paid by the user. For example, an
inverse relationship has been found between level of cost sharing and treatment compliance with cholesterollowering agents. On average, for every $10 increase in cost sharing, compliance decreases by 5%. The most
negative effect occurs in those patients with the highest risk, so, for these patients, the abolition of cost
sharing may actually represent lower aggregate expenditure.
The reduction of cost sharing or even free treatment may be good therapy for patients with chronic diseases
whose prognosis depends on compliance with the medical treatment. When patients underestimate the
benefits of preventive treatment, the outcome of which will only be seen in the future, it is better for their
health but also for the health insurance budget to offer medicines free or with very moderate cost sharing. The
cost of not taking our medicine is too high to put patients off taking them even more with high cost sharing and
deductibles. For most of us, the nuisance of sticking to the treatment and the price we have to pay for a
preventive treatment are much more visible than the promised health benefit that we will only see, if we are
lucky, some time in the future. On paper, when the health losses and economic costs of not complying with a
preventive treatment are very high, the optimum, the most appropriate line of action according to economic
theory, may even be negative cost sharing for preventive activities.
Negative cost sharing, or positive incentives, such as rewards for giving up smoking, are one step further in
this reasoning that now actually goes beyond free treatment and encompasses the concept of payment for
treatment adherence. Experiments in behavioural economics conducted by Kevin G. Volpp of the University of
Pennsylvania have shown the efficacy of small but frequent payments in giving up smoking, losing weight and
even taking the pills prescribed by the doctor. The intuitive idea behind these experiments is a simple one:
paying people to be healthy, or what Volpp and his colleagues, including Mark V. Pauly, rather pompously call
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P4P4P: pay for performance for patients, a sort of payment for outcomes. In a clinical trial, more than 800
smokers were randomised to one of two groups: members of the first group were merely informed about a
series of programmes available for giving up smoking, while those in the second group were provided with the
same information plus a reward of $100 for completing the stop smoking programme, $250 if they gave up
smoking in the following six months, and $400 if they were still non-smokers six months after giving up.
Between 9 and 12 months after the beginning of the study, 14.7% of those who received a cash incentive had
given up smoking, whereas in the other group only 5% had done so. The experiment was less successful in the
case of weight reduction and pill taking: when they stopped being rewarded the subjects reverted to their
unhealthy habits. Beyond the laboratory, the real use of these experiments is limited; individuals would realise
that they have to behave badly at first in order to be candidates to receive subsequent negative cost sharing.
It is very rare in healthcare to find a social policy that improves survival and quality of life and at the same
time allows cost savings. Continuous medication for patients who have survived a myocardial infarction is one
of these rare cases. The problem of conventional moral hazard cannot exist for these patients, unless they
irrationally stockpile drugs at home without taking them. They have a serious health problem; clinical trials
have shown that the treatment is efficacious and cheap considering the quality-adjusted life years gained; and,
observational studies indicate that there is a problem of under-utilisation of a very cost-effective technology,
inasmuch as more than half the patients who start treatment to prevent a new cardiovascular event end up
discontinuing it. There is no doubt that the treatment is of high value, high efficacy, and high costeffectiveness, to the extent that it could save more than it costs to treat the subsequent complications of noncompliers. The situation would appear to be propitious to provide patients with incentives to take their
medicine, instead of raising additional barriers by making them pay a large part of what they cost. In fact they
cost almost nothing if we take into account how effective they are at preventing new interventions and
subsequent hospital stays, or, indeed, premature deaths.
Fortunately for us, a randomised experiment, of the same sort as the RAND HIE in the 1970s, in other
words, a real experiment, was carried out to know whether the abolition of cost sharing on drugs of proven
efficacy for patients who have had a myocardial infarction is a useful measure to improve their treatment

4

adherence and their health. This randomised experiment, known as MI FREEE (Post-Myocardial Infarction
Free Rx Event and Economic Evaluation), tracked the behaviour of nearly 6,000 patients following hospital
discharge after a myocardial infarction. Upon discharge, they were all prescribed continuous medication that
has proved to be highly effective in preventing complications: statins, beta-blockers, and angiotensinconverting enzyme inhibitors (ACEIs) or angiotensin receptor blockers. The patients participating in the
experiment were randomised to a group with free drugs, while the others carried on with their usual cost
sharing arrangement, which in the case of statins involved paying around $25 a month.
Treatment compliance was extremely low, even among these patients who had suffered a serious problem.
In the group with some sort of cost sharing, only 40 out of every 100 followed the doctor’s prescription. When
they stopped paying and got their medicines free, compliance improved, yet even then the compliers only
numbered 44, four patients more, out of every 100. Free care helped them to take their pills in this preventive
treatment, but, nevertheless, more than half the patients failed to do so. Did it do them any good to take their
pills? The appearance of cardiovascular events and the need for revascularisation procedures are a little lower,
just 2% less, in the group with free medicines. The higher expenditure in free pharmaceuticals was offset
slightly by lower expenditure in another sort of care. Providing care free of charge seems not to have made us
poorer but almost the contrary, although the balance is very fine. Yet, the striking result is not that, but rather
how little, it managed to increase treatment adherence in these patients who had suffered a myocardial
infarction.
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IT’S NOT THE COST SHARING, IT’S THE INCENTIVES
INCENTIVES TO CHOOSE THE CHEAPEST OPTION

Have you thought of the possibility that the cost sharing amount demanded from the patient, instead of being
compulsory when he is ill, like the ones we have seen in this book, could be voluntary? This probably doesn’t
strike you as very logical; if payment is voluntary no one is going to pay if they can get by without digging into
their pockets. But, in the case of healthcare, this is not really so. Quite the contrary: there is a very useful
space in which the patient can decide whether to pay the price difference between two or more treatment
alternatives with a similar effectiveness but a different price; it is the difference between what it costs him to
get an effective and expensive treatment, which is the one everybody wants when it costs nothing, and a
cheaper but still effective one that is covered by the insurance. It is up to the patient to decide whether to
avoid the cost sharing contribution or to pay it, and, in this sense, it will be avoidable cost sharing. If a cost
sharing mechanism of this sort actually existed, the patient would be made to pay on the basis of a decision
that is his own, not his doctor’s: the insurance would inform him that he could also be cured with a lower-cost
treatment and no one would make him pay for it even if he were ill, so this does not constitute a tax on the
sick.
The application of differential cost sharing for pharmaceuticals depending on their effectiveness and/or
cost-effectiveness ratio, like the preventive treatment following a myocardial infarction that we saw in the
previous chapter, prepares the ground for introducing a two-fold distinction to which traditionally little
attention has been given in the political debate. This may be important in the design of cost sharing systems,
by attending to the incentives that the cost sharing system generates, with the aim of patient and doctor more
often choosing those drugs regarded by the insurer as preferred (on the basis of their greater effectiveness
and/or better ratio between cost and effectiveness), and the compulsory or avoidable nature of the cost sharing
amount for the patient.
From the viewpoint of the impact of a cost sharing system, it is crucial to take into account whether the
system involves a compulsory contribution by the patient, equivalent to a tax on the sick, as those most critical
of the effects of cost sharing point out, or whether this contribution is avoidable or non-compulsory, as the
basic objective is to induce or encourage the patient and the doctor to choose an equally effective but lowerpriced drug. If the cost sharing measure encourages the consumption of cheaper yet equally effective drugs,
no negative effects on the patient’s health status should be expected.
One advantage of differential cost sharing mechanisms, if they are properly designed and managed, is that
they represent an approximation to what recent results in economic theory, following a revision of the idea of
conventional moral hazard, indicate to be an optimal cost sharing system: the extent to which the price
difference between the new more expensive drug and the old cheaper one is to be shared by the patient should
depend on the new drug’s additional contribution to the improvement in health status, i.e., the incremental
value of the innovation. If this incremental value of the new treatment in relation to the one available
previously and most commonly used up to now is zero, resulting in equal effectiveness at a higher price – in
other words, a higher cost-effectiveness ratio for the new drug – then the optimal solution is to charge the
patient for the entirety of the price difference whenever he or she chooses the new drug.
We could illustrate differential (or tiered) cost sharing by classifying the drugs covered by the insurance
into, say, three pharmaceutical categories or groups (A, B and C). Group A contains those drugs that are
considered to have the best cost-effectiveness ratio and are assigned a lower fixed copayment or percentage
coinsurance rate than those in group B. The same criterion is applied for group B in relation to group C. This
type of system is widely used in some private insurance schemes in the US and some European countries,
although the medicines are not always classified according to the same criteria.
So, purely by way of example, in a differential cost sharing system we could establish zero cost sharing for
generic medicines and those considered to be most essential, a €6 copayment for branded drugs regarded as
preferred (on the basis of their effectiveness and their price), and a €12 copayment for non-preferred branded
drugss. In a system of this type, insurers that purchase pharmaceuticals in bulk have the possibility of
negotiating the price with producers and distributors of branded drugss in order to facilitate their product’s
inclusion in the preferred group, to which a lower copayment is applied.
In this respect, an efficient differential cost sharing system design has advantages that go far beyond
showing the patient which of the effective treatments is the cheapest, and beyond providing an incentive for
him or her to choose the option with the smallest cost sharing amount. These new differential cost sharing
mechanisms serve to encourage competition among drugs that are therapeutic substitutes, with similar
effectiveness for the same indication but lower-priced and included in a group with lower cost sharing. If these
conditions are met, this system encourages the choice of medicines with a better cost-effectiveness ratio and
the cost sharing contribution can be avoided.
One type of system that is equivalent to avoidable cost sharing related to the cost-effectiveness of the drugs,
and which can be regarded as a special case of differential cost sharing, is the one known as reference pricing.
Reference pricing has been widely used in Europe since it was first introduced in Germany in 1989. It consists
of a cost sharing system which, if properly designed and applied, has two desirable characteristics not present
in compulsory cost sharing: the cost sharing amount can be avoided, and undesirable effects on patients’
health and equity of access to effective treatment are unlikely to occur.
Reference pricing policies as a strategy for containing and rationalising pharmaceutical expenditure by
encouraging price competition consist in defining a maximum level of public funding – the so-called reference

price – for each previously established group of medicinal products, in such a way that the patient is required
to pay any difference that might arise between this reference level and the selling price of the drug dispensed
at the pharmacy. The maximum amount that the insurer is willing to pay, or reference price, is determined in
relation to a group of alternative drugs considered to be comparable or equivalent. Thus, this is also a price
competition promotion policy, aimed at orienting public funding towards products with a lower price and a
better cost-effectiveness ratio.
Systems with public funding and avoidable cost sharing based on reference pricing are easily recognisable
across more than half of Europe and in Canada, Australia and other countries. The implementation of an
avoidable cost sharing system of this type, based on the patient paying the difference if he or she so wishes,
entails a series of rules that have more to do with scientific criteria than with the political decision of who
should and who should not be made to pay the traditional cost sharing contributions. First, scientific evidence
is used to classify the drugs according to clinical criteria into “equivalent” subgroups (i.e., with similar
therapeutic effects). Second, the reference price represents the funding level provided by the insurer, which is
the maximum and only reimbursement for all the drugs in the same subgroup, whatever the selling price at the
pharmacy. Third, the reference price is established on the basis either of some point – usually the lowest price
– of the price distribution observed in the market or else the prices negotiated between the insurance and the
pharmaceutical firms. Fourth, pharmaceutical companies are free to price the drugs affected by the reference
pricing system; they decide whether to put a higher or a lower price on their product, and the patients have
the last word by deciding whether or not to pay this price when it is higher than the maximum the insurance
that covers the drugs is willing to pay. And lastly, if the selling price set by the manufacturer is higher than the
reference price, the patient has to pay the difference. And, there we have it: a cost sharing mechanism that is
variable (the amount depends on the price difference), and avoidable (the patient decides whether the price
difference is worth paying).
There are three scientific criteria or levels of equivalence for classifying drugs within a reference pricing
system: chemical, pharmacological and therapeutic equivalence. The first level involves establishing groups for
both generics and off-patent branded drugss with the same active ingredient. This is called chemical
equivalence; that is, only drugs containing the same chemical substance are regarded as equivalent. The
second level of application gathers together in the same category drugs with active ingredients that are
comparable from a pharmacological and therapeutic point of view, for example, all proton pump inhibitors
(anti-ulcer drugs), or all angiotensin converting enzyme inhibitors. And the third level contains medicines with
the same therapeutic purpose, e.g., all anti-hypertensive drugs: all medicines that have the same indication are
considered equivalent, even if the chemical substance is different or the mechanism of action is likewise
different; what matters is that they have very similar effects on health.
This drug funding system respects the patient’s freedom of choice, and that of his prescriber, too, as long as
he is willing to bear the additional cost. The aim is to raise the patient’s awareness of the cost in order to
promote the rational use of “equivalent” or similar products. Avoidable cost sharing may become unavoidable if
the drugs included in the same subgroup are not perfectly “interchangeable” for a particular patient, and, in
this case, the cost sharing amount depends on the pricing strategies of the firms that market each product.
THE DIFFERENCE IN PAYING THE DIFFERENCE

The experience of the application of avoidable cost sharing in Germany since 1989 has taught us a very
important lesson: reference pricing not only encourages the patient to choose the lowest-price equivalent drug;
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it also changes the behaviour of the pharmaceutical firms . The price trend over time shows a sharp fall in the
average price of branded drugss coinciding with the introduction of this system in 1989. In the case of oral
anti-diabetic drugs, there has been a drop in prices associated with the cost sharing change that ranges from
15% to 23%. The price decrease of generics is much smaller than that of branded drugss. Producers have
made significant reductions in their selling prices in the face of a change in the drug reimbursement policy
that exposes patients to having to pay the price difference. Although results vary depending on the therapeutic
group, price reductions due to the cost sharing change have been estimated to range between 10% and 30%.
Thus, the first effect of avoidable cost sharing occurs almost without the patient realising: branded products
that are more expensive than their equivalents lower their prices to avoid the patient having to pay the price
difference.
Reference pricing with avoidable cost sharing does not seem to jeopardise equity. In Belgium, it has been
found that people in socioeconomic groups with a lower income and a lower educational level do not take less
medication under avoidable cost sharing than they need to. Avoidable cost sharing contributions resulting from
payment of the difference between the reference price and the retail price of drugs prescribed and dispensed
through public funding in Belgium were equivalent to one out of every ten euros of total patient cost sharing in
2008. This means that, for one reason or another, some patients prefer to pay the price difference. Perhaps the
brand they have been taking for years inspires greater trust, and, indeed, many people continue to buy Bayer
Aspirin instead of a cheaper acetylsalicylic acid generic; nor can we rule out the possibility that, as Dan Ariely
has shown, for some people a more expensive medicine makes them feel better! A third of this avoidable cost
sharing paid by patients corresponded to cardiovascular drugs, but more than half of the prescriptions were
filled by dispensing a product priced no higher than the reference price. Reference pricing with chemical
equivalence is very widely applied in European Union countries. In most countries that apply a system of this
sort, the patient pays any difference that may exist between the selling price of the drug dispensed and its
reference price, (avoidable cost sharing). One matter of concern as regards avoidable cost sharing is that drug
companies, doctors and pharmacists could “exploit” the imperfect and asymmetric nature of the information
available to the patient in order to make him or her pay the price difference because of supposed differential
features between bioequivalent drugs. The Belgian findings highlight two very interesting points in this
respect: first, that the avoidable cost sharing contributions made by underprivileged socioeconomic groups are
no higher (if anything they are lower), than those paid by the rest of the population, so, considering the overall

level of avoidable cost sharing, it does not act as a differential barrier to access between population groups
according to income and education; and, second, that the level of avoidable cost sharing – and therefore the
perception that the cheaper drug is not a good substitute – is unequal: this perception of the value of the price
difference is more notable for some medicines than for others, for example, cardiovascular drugs. It also differs
depending on the type of doctor: it is found more among primary care physicians for certain medicines, and
more among specialists for other drugs.
Differential cost sharing is widely used in public and private insurance schemes in the US, where it has
proved to be effective in changing prescriber and patient behaviour in favour of the consumption of medicines
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with a better cost-effectiveness ratio. The aim of an interesting natural experiment performed by Haiden A.
Huskamp of Harvard Medical School was to analyse the impact of changes in drug insurance coverage on
patients insured through two different health plans in the US. The changes consisted in applying differential
cost sharing to the use of angiotensin converting enzyme inhibitors, proton pump inhibitors and statins. The
study analyses the use of pharmaceuticals by employees and their dependants with insurance coverage
contracted from the same insurer by two large companies. In the year 2000, Employer 1 switched from a nondifferential copayment ($7 for generics and branded drugs alike), to a larger differential copayment: $8 for
generics, $15 for branded drugs included on a preferred list and $30 for those not on the list). Employer 2
switched from one differential copayment ($6 for generics and $12 for branded drugs), to another, with the
only novelty that it singled out branded drugs not included on the preferred list and applied a $24 copayment
to them. The study compares pharmaceutical use and expenditure before and after the intervention – the
change in the cost sharing system – with the behaviour of a group of enrolees with the same insurance to
whom the changes were not applied.
The two changes in insurance coverage that were analysed in the experiment yielded very different
outcomes. In the case of Employer 1, there was a rise in treatment discontinuation that could be harmful to the
health of some patients. The change applied by Employer 2 did not significantly affect the probability of either
discontinuation or use, or the distribution of expenditure. The impact of the intervention by Employer 1
corresponds not only to the introduction of differential copayments (generics, preferred branded drugs and
non-preferred branded drugs), but also to the substantial increase in the amount. In contrast, the impact of the
intervention by Employer 2 corresponds to the switch from a two-tier copayment (generics and branded
drugs), to a three-tier one (generics, preferred branded drugs and non-preferred branded drugs). This research
clearly shows that steep, sudden cost sharing increases can have two negative effects that bring into question
the impact of this policy on welfare: greater discontinuation of treatments that may be appropriate and a steep
rise in the expenditure borne by the patient. A strategy of gradual and moderate changes such as the one
introduced by Employer 2, which already applied a differential copayment to generics and branded drugss,
does not result in either of the two disadvantages mentioned above, and favours a shift in consumption towards
drugs with a better cost-effectiveness ratio. The most positive aspect found in the evaluation of these policies is
their ability to encourage patients to shift their consumption towards drugs of the same type in the tier with
the lowest copayment, without discontinuing treatment, when the cost sharing change is moderate. Which
should be no cause for despair for anyone: despite the shift towards more cost-effective consumption, the
expected change in total expenditure is quite small.
The pressure exerted by differential cost sharing on drug prices has led some pharmaceutical firms, notably
Pfizer, to offer patients discount coupons in an attempt to convince them to carry on taking the branded drugs,
despite the fact that it is far more expensive and subject to the high copayment of the non-preferred list. At the
end of 2010, Pfizer offered discount coupons worth up to $50 a month for its star drug, Lipitor, indicated for
reducing cholesterol levels. The coupon was intended to equal the copayment that the patient had to provide
for this branded drugs with that of the lowest-priced generic. The brunt of the damage was borne by the
insurer, for whom expenditure on this type of drug was much higher because it was transferred to the more
expensive product despite the differential copayment. The brand preferred to subsidise the patient’s
copayment rather than lower the price to that of the generic.
PAYING FOR THAT OF LEAST VALUE

Unintelligent, one-size-fits-all cost sharing damages our health. In necessary services of high health value it
can never be high: the patient would use them much less than necessary, and opportunities to prevent and
treat major resource-sapping diseases would be wasted. Thus, instead of correcting misinterpreted moral
hazard, this sort of cost sharing makes us poorer. On the other hand, with the traditional tactic of one-size-fitsall cost sharing the price for the patient of non-essential services with very little health value is often too low.
The collateral damage of high cost sharing on health can be substantially reduced if we adopt the approach of
charging the patient very little or nothing for the healthcare with most value; and, at the same time, if the cost
sharing system is well-designed, we can maintain the positive aspects, the price incentives for healthcare
consumption to be channelled towards a better ratio between outcomes and costs: the most cost-effective care
option. The undiscriminating cost sharing that predominated until recently in most health systems has not only
reduced overconsumption – for reasons based on the conventional idea of moral hazard – but has also affected
appropriate and necessary care, which makes it a very clumsy instrument with an uncertain outcome as
regards its efficiency. The case of the pharmacological treatment that proved to be highly effective after having
had a myocardial infarction, at a fairly moderate cost, is a good example of high-value cost-effective care.
Uniform cost sharing for all individuals and all treatments, like free access for everyone to all types of care
regardless of its value, should give way to cost sharing based on scientific evidence if we want to use price as
an incentive for patients’ – and prescribers’ – healthcare decisions to be more efficient.
This way of deciding what type of healthcare should be covered more comprehensively by the insurance and
what type should have part of its cost transferred to the patient in the form of cost sharing has no other
objective than to encourage the use of more efficient services and discourage the use of less efficient ones.
Hence, it is essential to acknowledge that not all care has the same value: more healthcare is not always better

for your health. The logic of value-based insurance is, at least at first sight, quite different from the
conventional idea of moral hazard. Value-based insurance coverage is grounded on the concept that the
insurance, be it private or public, covers comprehensively – even free – those services that have the greatest
potential to improve patients’ health according to the scientific evidence, and that achieve these health
improvements at a modest cost; if we measure the outcomes of healthcare interventions in quality-adjusted life
years (QALYs), we could say that very comprehensive coverage is reserved for the most cost-effective care,
that which has a cost per QALY that does not exceed the limit regarded as socially acceptable in each country.
The patient is charged a cost sharing amount, the size of which may vary, for less cost-effective care as the
best way to encourage the use of higher quality care. In other words, the cost of less valuable care is passed on
to the patient; the price, in the shape of the cost sharing contribution, is telling the patient that he is buying,
for example, a medicine that, according to scientific evidence has a lower efficacy or cost-effectiveness. If the
treatment is highly efficacious or cost-effective, instead of putting up financial barriers to the patient’s use, the
opposite is sought: he is given the treatment free and provided with a schedule of follow-up visits, reminders
and telephone calls aimed at ensuring that he follows the doctor’s orders correctly. The application of valuebased insurance faces numerous practical difficulties, but, nevertheless, the idea is sufficiently promising and
consistent with theory to investigate, evaluate, and improve experiences.
Private insurers and firms in the US have applied value-based insurance explicitly for some years now. The
high cost sharing amounts and deductibles used in the US offer a much larger healthcare profit margin for
value-based insurance, as it has less utility when cost sharing is very low. The University of Michigan offers
insurance coverage with almost no user cost sharing for employees and their dependants with diabetes. The
insurance provider Aetna uses sophisticated information systems to determine which care is most effective and
apply coverage based on its value. Differential cost sharing is an approximation, although not always a very
exact one, to value-based insurance: the patient is charged more if he or she chooses a branded drugs on the
non-preferred list, which is much more expensive and has a similar efficacy to the treatments on the preferred
list, with lower cost sharing. Cost sharing may be removed entirely for very effective generic versions, or
reduced for effective brands, thus improving treatment adherence. The reduction of cost sharing for diabetics
covered by the insurance scheme for Pitney Bowes employees has lessened by one quarter the number of visits
to emergency departments by these patients. The reduction or removal of cost sharing should not be universal
but selective, depending on the illness, the treatment and the risk group. A selective cost sharing increase for
low-value services may achieve savings by cutting down on the use of unnecessary services; thus, we could
consider increasing the cost sharing on statins for lowering cholesterol concentrations in the prevention of
coronary heart disease in low-risk patients and decreasing it for high-risk ones. The difficulty here is obvious:
the feasibility and the cost of correctly identifying the value of the care for individual patients. Value-based cost
sharing can also be useful to guide the patient’s choice between alternative treatment strategies; for example,
medical treatment versus angioplasty and stent placement in patients with stable angina, or watchful waiting
versus surgery in patients with localised prostate cancer.
Reference pricing systems with therapeutic equivalence can also be seen as an approximation to valuebased insurance. Among effective treatments for the same indication, cost sharing is very low or non-existent
for the most cost-effective one and the price payable by the patient gradually increases for treatments for the
same health problem that are less cost-effective or merely make the form of administration more comfortable:
one pill a day instead of two, an aspect that the insurance may decide not to pay for, leaving the evaluation of
its cost in the hands of the user through cost sharing. Patient participation in costs should evolve towards more
intelligent forms of cost sharing; more sophisticated cost sharing systems should be based on clinical research
results and health service outcomes, in such a way as to provide a better balance between the need to control
high health expenditure and the desire to get the maximum health benefit out of these resources. In Germany,
since 2011, any new product reaching the market is first of all assigned to a group of equivalent drugs in the
therapeutic sense; this means that, whatever the selling price established by the company, the German public
insurance is only going to pay the same price as it pays for the equivalent drugs, including generics, already in
existence beforehand. The difference between this amount and the selling price will have to be paid by the
patient, as the insurance does not cover it. It is up to the pharmaceutical firm to demonstrate that its new drug
is not just new but also highly innovative, that it has high value, and delivers a major contribution to health
improvement in comparison with the available alternatives; only then will the insurance be willing to pay a
little more, as it is buying a little more health when it pays for it.
At least on paper, value-based insurance provides the patient with an information guide based on the best
scientific knowledge available for identifying the consumption of least value, that which really constitutes
overconsumption according to a more rigorous interpretation of the idea of moral hazard. From this
perspective, value-based cost sharing is not far removed from the traditional argument of moral hazard
recognised by economic theory, as Mark Pauly has emphasised. Value-based cost sharing still presents plenty
to explore. One advantage is that it provides equal access for all patients, poor and rich alike, to the same costeffective treatment. However, there is an obvious risk to this approach if it is applied without a modicum of
common sense: if cost sharing is lower for the sick than for the healthy, those patients that are healthier and
more price-sensitive are going to put off medical care until they become sick.
A value-based pricing and insurance system requires an evaluation of the measure in which the additional
health benefit expected to be gained from a new drug will be greater than the QALYs lost due to other
treatments that will be displaced by the need to fund the new treatment. This context opens up a new role for
prices as a guide for our healthcare decisions: the patient could pay an additional amount, the difference
between the price at which the drug is sold in the market and the value-based price estimated by the regulator
or the insurer. The payment of this price will depend on each individual’s preferences, without compromising
the need for the public or private insurance to put rational limits on the treatments it can offer within the
insurance coverage. Evaluation by independent agencies, with criteria based on scientific evidence, is
precisely the source of information for doctor and patient alike on the value of the extra or additional payment,
if there is one, in a world of new value-based cost sharing.

If patients and physicians had much better information about the value of treatments, only a small number
of insured would be willing to pay the additional cost sharing amount for low-value care. In this scenario, the
insurance would put no constraints on access to other less cost-effective medicines for individuals who are
willing to pay the additional cost sharing amount, which would not impede access to any effective treatment
but would arouse suspicion that the poor are being denied access to these other medicines. This might be true,
but in a world where not even universal public insurance can pay for everything regardless of its value in
health terms, it is essential for public subsidy to be selective, to concentrate on high-value care: it’s time we
stopped feeling better only when we pay more. In national health systems, the debate on the possibility of the
user paying for treatment that public funds do not pay for on the grounds that it lacks cost-effectiveness has
already made sparks fly, notably in the UK since 2008. Those who oppose these payments maintain that it is
unacceptable for two patients in the same clinical situation to be treated differently (as if this did not happen
already); those in favour point out that today patients complement, for example, postsurgical recovery with
private physiotherapy sessions at their own expense. If most people prefer to pay the additional cost sharing
fee for what the insurance considers to be less cost-effective care, what has probably happened is that the
insurance has fallen into the temptation of attaching too little value to incremental improvements in health as a
way of saving money. In short, a whole very different world opens up before healthcare systems to design more
intelligent cost sharing that can help us achieve better health by keeping well clear of traditional one-size-fitsall cost sharing.
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