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Handout:

Manning, Newhouse, Duan, Keeler, Leibowitz, and Marquis, “Health Insurance and the Demand for Medical Care:  Evidence from a Randomized Experiment”, AER, 1987.
The RAND Health Insurance Experiment of 1974 
Main Purpose of the funding:  

· quantify the role of the moral hazard problem of insurance on rising health care expenditures and ultimately measure potential inefficiencies from excess demand.

· Deal with the adverse selection problem that exists in a non-experimental setting

Objectives:

1. To allow for differences in by income or class – particularly classifying people into those on social programs from those that are not since findings are relevant for program effects

2. To allow for different responses across medical services – in other words optimal pricing depends on elasticities which may vary by medical service

a. Example, Heart surgery verses cancer screening verses doctor visit for a virus

3. the role of health as a “merit” or public good that generates externalities.  Measure the consequence of insurance and increased access on health outcomes and benefits to society.

4. test the hypothesis of greater efficiency of HMOs 

Focus:  First two objectives

Data: - they collected their own data through an elaborate experiment
Survey Design:

Nov 1974-Feb 1977:  Enrollment period

· 6 sites – representing the four census regions and range of city sizes, and urban and rural.

· Plan assignment:  14 different fee-for service insurance plans or 1 prepaid group (HMO)

· Those already enrolled in prepaid were also included

Fee-For-Service Plans – main focus:

· different levels of cost-sharing 

· co-insurance rates – percentage out of pocket

· 0, 25, 50, 95% coverages

· upper limit on annual out of pocket expenses – MDE (maximum dollar expenditure)

· 5, 10, or 15% of family income, up to $1,000 nominally

· Beyond the MDE the plan covered all

· Covered Expenses: - all medical services except cosmetic surgery, orthodontia, outpatient psychotherapy services in excess of 52 visits per year (very generous).

· Families were randomly assigned to these plans checking to maintain homogeneity among comparisons on health, demographic, and economic covariates.
· To study transitory demand effects

· 70% of households enrolled for 3 years

· 30% for 5 years

· Lump Sum payments to minimize attrition due to the possibility of being financially worse off from the plan you are assigned to.  

· This could lead to additional demand for medical services which would contaminate the experiment.  To test for this utilization stimulus, they give them an “unanticipated” lump sum increase in the next to last year of the study.

Sample:
· random sample of each sites non-aged population

· excludes 62+ in age

· nominal incomes > $25k in 1973, or $58k in 1984 – lose 3% of families contacted

· hmmm…  So those who are well off are not included in the calculation of demand elasticity.  Implications?

Table 1 – Number of persons at enrollment and number of person-years in estimation sample

	
	Site

	Plan
	Dayton
	Seattle
	Fitch-burg
	Franklin County
	Charles-ton
	George-town
	Enrollment Totala
	Estimation Sample Totalb

	Free
25 Percentc
50 Percent

95 Percent

Individual

 Deductible

Total
	301

260

191

280

105

1137
	431

253

0

253

285

1222
	241

125

 56

113

188

723
	297

152

58

162

220

889
	264

146

  26

146

196

778
	359

201

  52

166

282

1060
	1893

1137

  383

1120

1276

5809
	6822

4065

1401

3727

4175

20190


aPersons
bPerson-Years

cIncludes those with 50% coinsurance for dental and mental health and 25% coinsurance for all other services.
These plans further varied by MDE and other characteristics within each plan type so that there were 15 different types of plans.

· unit of analysis is a person year – panel data

Methods

Variables:

Results
