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Summary

Health Savings Accounts (HSAs), as authorized by the Medicare Prescription Drug, Improvement, and Modernization Act (P.L. 108-173, MMA) of 2003, are tax-preferred savings accounts used to pay for unreimbursed qualified medical expenses such as health insurance deductibles, copayments, and services not covered by insurance. To contribute to an HSA, the insured must have a high-deductible health plan (HDHP), and generally no other health insurance coverage. One of a number of the stated goals of the 2003 legislation is to encourage workers to better save for their health care in retirement. Moreover, the HDHP/HSA combination is thought to provide incentives for the consumers to be more active in their care, and purchase the best possible medical services for the lowest possible price. This report analyzes existing data and reviews the current literature to discuss whether HDHPs and HSAs have begun to meet some of these objectives.

Enrollment in HDHPs has been increasing since HSAs were introduced in 2004. Nevertheless, the HDHP enrollment growth rate is slowing. Individuals who have an HDHP may or may not open an HSA; it is estimated that between 51% and 58% of HDHP holders go on to open an HSA. Whether opening an HDHP/HSA is financially advantageous is a complicated issue. In fact, those at many levels of the health spending distribution might save money by opening an HDHP/HSA instead of enrolling in a standard preferred provider organization (PPO) plan (the most common type of health insurance plan).

A review of the literature on HDHPs and HSAs suggests the following:


	HSAs are designed to change consumer behavior by providing incentives for consumers to be more concerned with the cost and quality of their health care. Although a few studies suggest this is happening, the literature in this area reports mixed and inconclusive results.

	HSAs could encourage individuals to save for their health expenses in retirement. However, because only about half of HDHP plan holders open an HSA, the remaining half are not saving for their health expenses in this tax-preferred account. Among those with HSAs, some may be using the account as a tax benefit and not saving for health care in retirement.

	The uninsurance rate could potentially decrease with the advent of HDHPs as previously uninsured individuals purchased these plans because of their relatively low premiums. There is little evidence, however, that the currently uninsured are transitioning into HDHPs.

	Some hoped that a change from standard PPO plans to HDHP/HSA plans would lower aggregate health expenditures. They maintain that expenditures would fall if most of those insured in a standard PPO plan actually moved to an HDHP/HSA.



The empirical evidence backing many of these results is weak or limited, and much remains unknown about the effects of HDHPs and HSAs on uninsurance, the utilization of health care, and aggregate health expenditures.
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Introduction

Background

Health Savings Accounts (HSAs), as authorized by the Medicare Prescription Drug, Improvement, and Modernization Act (P.L. 108-173, MMA) of 2003, are tax-preferred savings accounts used to pay for unreimbursed qualified medical expenses such as health insurance deductibles, copayments, and services not covered by insurance. To open or contribute to an HSA, the insured must have a high-deductible health plan (HDHP), and generally no other health insurance coverage.1 One of a number of the stated goals of the HSA enabling legislation is to encourage workers to better save for their health care in retirement. Moreover, the HDHP/HSA combination is thought to provide incentives for consumers to be more active in their care, and purchase the best possible medical services for the lowest possible price. The savings accounts provide strong incentives for the consumers to be especially prudent with their own funds, because they can save whatever is not spent on health services.

HDHPs may have benefits even if plan holders do not go on to open an HSA. First, HDHPs have lower premiums than most other types of insurance plans, and therefore may be affordable to those who would otherwise not purchase insurance. Second, a plan with a high deductible removes some of the incentive for patients to purchase more care than they otherwise would under low deductible plans. On the other hand, the lower premium does not guarantee that all individuals will go on to open an account or use health services. Indeed, it has been argued that HSAs encourage individuals to under-use health care and forego necessary services.

These various objectives of HDHPs, with and without HSAs, are part of a larger concept known as Consumer-Directed Health Care (CDHC).2 CDHC, which is also known as consumerism, provides incentives for the consumers of health services to become more active in their care by becoming well informed, and choosing practitioners and treatments that best suit their medical needs at the lowest possible prices. In fact, the use of "consumer" and not "patient" is indicative of the degree to which individuals are intended to take charge of their health care and expenditures.3

Despite their growing importance in the insurance market, little has been known about the effects of HDHPs and HSAs; data for any analysis have simply not been available. Now that data are starting to be collected and released, congressional agencies, policy organizations, and academics have begun to examine the impact of CDHC in general, and HDHPs and HSAs in particular. This report analyzes the available data, and presents findings from refereed academic publications, working papers, government documents, and reports from policy organizations.

Plan of Report

The goal of this report is to state what is known (and not known) about HDHPs and HSAs at this time. The report is in two parts.


	First, the report describes the rules covering HDHPs and HSAs, the trends in HDHPs purchased and the trends in individual contributions to HSAs.

	Second, the report discusses policy questions, including the degree to which HDHPs and HSAs have increased the quality of health care, contributed to retirement savings, reduced uninsurance, and reduced aggregate health expenditures.



Existing research is too fragmented to answer this second group of questions very definitively. Frequently, only one or two studies test any given hypothesis, which makes it hard to generalize about the effects of HDHPs and HSAs, especially when the limited number of studies reach opposite results. This report therefore documents the state of the existing literature, including its strengths and its weaknesses. This report can be viewed as an analytic discussion of what is known about HDHPs and HSAs, and what remains to be learned.4

HDHP and HSA Basics

HDHP Basics

HDHPs have been available for many years.5 Their popularity, however, increased with the advent of HSAs over the past seven years. In this report, the term HDHP is restricted to mean a plan where the insured is eligible to open an HSA. In other words, HDHP in this report is shorthand for HSA-eligible HDHP. Also in this report, a preferred provider organization (PPO) not associated with an HDHP is used as the baseline to which an HDHP is compared. The choice of PPOs as the baseline structure is because more people are covered by PPOs without HDHPs than any other type of insurance plan structure.6 However, it should be noted that some HDHPs use PPO networks for the delivery of care.

The high deductible associated with an HDHP is one primary difference between HDHPs and other insurance plans. HDHPs also limit the maximum amount of out-of-pocket spending by the consumers. The distinction between in-network and out-of-network is present in many HDHPs. In addition, HDHPs are available in the individual, small group, and large group markets.

The basic rules for HSA-qualifying HDHPs in 2010 are as follows:


	The annual deductible for self-only coverage must be at least $1,200 and for family coverage at least $2,400,

	The annual limit on out-of-pocket spending is $5,950 for self-only plans and $11,900 for family plans, and

	Deductibles need not apply to preventive care.



The amount of the minimum deductible is updated annually to reflect changes in the cost of living. The updates are rounded to multiples of $50.

HSA Basics

The HSA is one type of savings account associated with consumerism in health care.7 HSAs are used to pay for unreimbursed qualified medical expenses such as insurance deductibles, copayments, and services not covered by insurance.8 The basic rules covering HSAs are as follows:9


	Individuals can establish and fund HSAs when they have qualifying HDHPs and no other coverage.

	HSA contributions may be made by account owners, their employers, or others up to an annual limit ($3,050 for self-only coverage and $6,150 for family coverage in 2010).

	Individuals who are at least 55 years old but not yet enrolled in Medicare may contribute an additional $1,000. This amount is not indexed for inflation.

	Contributions may be made at any point in the year, even after the health expenditures have been incurred.

	Unused balances may accrue without limit.

	HSA contributions and income are tax free.

	HSA withdrawals are tax free if used for qualified medical expenses, or if the account-holder is at least 65 years old.



Many insurance carriers provide their HDHP/HSA plan holders with an HSA card. The card is similar to a debit card, and can be used to pay for health goods and services at the point of care (or purchase). Individuals are required to provide documentation for their reimbursed health expenditures to the Internal Revenue Service (IRS) upon request.

HSAs are a particularly generous form of health-related savings account.10 The account contributions and income are not taxed, and consumers keep the account even if they change jobs. There is no "use it or lose it" provision; theoretically account balances can grow quite high. Although insurance policies must have a high deductible, the policies may (but are not required to) cover preventive care before the deductible is met. In addition, consumers can add money to the HSA even after the medical expenses have been incurred, so that individuals do not have to deposit money until it is actually needed.

Premiums, Deductibles, and Enrollment in HDHPs and HSAs

This section of the report discusses insurance premiums and deductibles for those with HDHPs and perhaps HSAs. The individual's (or family's) decision whether or not to select an HDHP and whether or not to subsequently open an HSA are separate but related decisions. The decisions are separate because selecting an HDHP does not require subsequently opening an HSA. The decisions are related because some of the factors that influence selecting an HDHP might also influence opening an HSA. For example, wealthy individuals might choose an HDHP because they can easily afford the relatively high out-of-pocket payments for health care associated with a high deductible. These same individuals might go on to open an HSA because they will receive relatively high tax benefits because of their high marginal tax bracket. On the other hand, lower-income individuals might choose an HDHP for its lower premiums but would not necessarily have the same tax incentive to open an HSA.

In addition, all individuals may not face the same insurance plan options. Those who purchase insurance on the individual market can purchase HDHPs in all states. Individuals who receive employer-sponsored insurance (ESI), however, can only purchase HDHPs if their employer offers a plan with this structure. Some individuals who elect to receive ESI must purchase HDHPs because their employer offers only this plan structure.

In any case, the price of the plan to the individual influences the individual's decision whether to enroll in an HDHP and take out an HSA. In health insurance, the common recurring and consistent measure of price is the premium, or the monthly (or annual) amount the policyholder pays for coverage.11

Premiums and Deductibles for HDHPs

Data on single-coverage insurance premiums and deductibles for HDHPs and standard PPOs are provided in Table 1; data on family coverage shows similar relationships between the cells. Because the three insurance markets differ greatly, the data are presented separately for the individual market, small firms, and large firms.12 The data for small and large firms come from a survey of employers, and the data source for the individual market is a survey of insurers. For this reason the individual and firm data are not strictly comparable.



Table 1. Average Annual Health Insurance Premiums and Deductibles, 2009, Single Coverage, by Plan Type











	Market

	HDHP

	PPO




	Total Premium

Individual market

Small firms

Large firms

Deductible

Individual market

Small firms

Large firms

	

N/A

$3,877

$4,094



$3,263

$2,037

$1,642

	

N/A

$4,948

$4,913



$2,456

$1,040

$478







Source: The data sources differ between individuals and firms, and are therefore not strictly comparable. For the individual market, the data are from AHIP Center for Policy and Research, Individual Health Insurance 2009, October 2009, p. 17. For small firms and large firms,  the data are from Employer Health Benefits 2009, The Henry J. Kaiser Family Foundation and Health Research and Educational Trust, 2009, pp. 76 and 98. Data covering 2010 in the small and large group markets display patterns similar to the 2009 data.

Notes: The abbreviation N/A stands for not available. In the small and large firms, total premiums include both the employers' and employees' share. Small firms have between 3 and 199 employees and large firms have at least 200 employees. The PPO structure in the individual market also includes point of service plans.







HDHP deductibles are indeed high. For example, in 2009 the average deductible in the individual market was $3,263. Even though the legal minimum deductible in 2009 was $1,150, average deductibles were between 40% and 180% greater than this amount.13 As the market size increases, the HDHP deductible becomes a greater multiple of the PPO deductible; for example, in large firms, the HDHP is about 3.4 times the PPO deductible. The reason for this relationship is unclear. Nevertheless, the fact that HDHP deductibles may not fall below a given minimum while PPOs need not have a deductible may play a role.

The HDHP high deductibles are offset by lower premiums.14 Premium data are not available for the individual health insurance market.

Who Benefits from HSAs?

Before turning to enrollment in HDHPs and HSAs, it is helpful to look at the population of individuals most likely to benefit from these plans. This section discusses the appeal of HDHPs with HSAs to people of different health statuses.

Individuals at different health statuses may benefit financially from an HDHP coupled with an HSA. Because insurance plans with HSAs have high deductibles and may cover preventive care, some have concluded that they only benefit healthy people.15 This would be because the healthy are more likely to have only preventive health expenditures. The healthy would therefore spend very little on health care, and would be able to increase their tax-exempt savings.

Nevertheless, it is often impossible to tell in advance which income levels would be better off with an HDHP/HSA. Figure 1 illustrates that, for one representative set of possible insurance plans, it is difficult to predict in advance whether a representative consumer would be better off with a high-deductible policy or a lower-deductible policy. In other words, at the start of health insurance open season, the consumer may not know whether the HDHP/HSA or the standard PPO would result in lower total out-of-pocket spending (incorporating premiums, deductibles, and copayments).









	Figure 1. Cost Sharing for an Individual Policy Holder in an Illustrative PPO and HDHP/HSA




	



	Source:  Duplicated from  Laurence Baker, Kate Blundorf, and Anne Royalty, Consumer-Oriented Strategies for Improving Health Benefit Design:  An Overview, Agency for Healthcare Research and Quality, Technical Review Number 15, January 2007, p. 8.

Notes: The total costs of health services are on the vertical axis. The PPO policy does not have an HDHP.








In Figure 1, the PPO policy, on the left, has a $500 deductible, and a $1,000 maximum level of out of pocket expenditures. The plan pays 80% of the individual's costs between $500 and $3,000. At the $3,000 expenditure mark, the individual's expenditures reach the maximum out of pocket level ($500 + 0.2*$2,500 = $1,000). The HDHP with HSA policy, on the right, has a $2,000 deductible and also a $2,000 out of pocket maximum. At low expenditure levels (below $500), the individual will foot the entire health care bill under both insurance plans. At high levels of expenditures (above $3,000), the individual again does not prefer one policy over another, because either policy covers 100% of his or her health expenditures.

Between these two extremes, however, the individual sometimes would save money under a PPO, and sometimes under an HDHP. Although this example assumes that the individual has at least $2,000 in the HSA (and also ignores the tax benefits associated with the HSA), the general conclusion remains: it is hard to tell, especially during open enrollment when the next year's health expenditures are uncertain, whether some individuals would save money with a PPO or an HDHP/HSA.

This subsection has discussed whether those of a certain health status might find it in their interests to enroll in the HDHP/HSA combination from a theoretical perspective. The next two subsections look at total enrollment in HDHPs and HSAs.

HDHP Enrollment

Enrollment in HDHPs has grown steadily since 2004.16 Figure 2 presents the enrollment trend. Over one million lives (plan holders and their families) were covered by HDHPs in January 2005, following the first full year in which HSAs were available. There were about 10 million covered lives by January 2010, the last available data point. The year-to-year percent increase in HDHP covered lives is particularly informative. Covered lives grew by 43% during 2006 (from about 3.2 million to about 4.5 million), by 35% during 2007, by 31% during 2008, and by 25% in 2009. The growth rate in individuals covered by HDHPs has slowed somewhat over the last few years.17

Over the past five years, employers increasingly offered HDHPs, and employees increasingly chose them. In March 2005, 64% of lives covered by an HDHP were purchased in the individual market. By January 2009, however, only 23% of covered lives were associated with the individual plans.











	Figure 2. Trends in HDHP Covered Lives

September 2004 to January 2010




	



	Source:  America's Health Insurance Plans, January 2010 Census Shows 10 Million People Covered By HSA/High-Deductible Health Plans, Working Paper from the Center for Policy and Research, May 2010.








HSA Enrollment

Tax filers who contribute to an HSA are eligible to claim the amount contributed as a tax deduction. As illustrated in Figure 3, the number of personal income tax returns with an HSA deduction grew by 140% between 2004 and 2005, by 66% between 2005 and 2006, by 66% between 2006 and 2007 and by 39% between 2007 and 2008. In other words, the number of tax filers taking the HSA deduction is increasing, but at a decreasing rate. This is the same pattern discussed above for HDHPs.

In order to calculate the percent of HDHP plan holders eligible for HSAs who had actually opened an HSA, the Government Accountability Office (GAO) analyzed IRS data. The GAO report concluded that, between 2005 to 2007, between 51% and 58% of HDHP plan holders opened an HSA. The remaining plan holders were roughly evenly split between those who planned to open an HSA and those who did not.18

The trustees of HSAs, which are generally banks, are required to report the fair market value of the accounts to the IRS. The aggregate value was about $560 million in 2005, $1.7 billion in 2006, and $3.1 billion in 2007.19









	Figure 3. Trends in the Number of Tax Returns Claiming the HSA Deduction

Tax Years 2004-2008




	



	Source: The data are from the 2004, 2005, 2006, 2007, and 2008 Statistics of Income (SOI) compiled by the Internal Revenue Service. The data were downloaded from http://www.irs.gov/taxstats/indtaxstats/article/0,,id=96978,00.html#_grp2.









These data from tax filers provide no information on the year in which the savings account was opened. If individuals are using HSAs to save for health care in retirement, the average balance across all HSAs may increase over time. The data needed to look at the average balance over time across all HSAs, however, are not available. Nevertheless, America's Health Insurance Plans (AHIP), an industry source, has collected relatively comprehensive data on about 1.1 million HSAs from five large bank trustees.

Figure 4 presents the average balance in these HSAs by the year the account was opened, as of June 30, 2008. The accounts opened in 2004 include rollovers from Archer Medical Savings Accounts, and are therefore not comparable to the other data.20 The average balances are roughly equal in the accounts opened in 2005 and 2006, while the 2007 value is smaller. Because of the lower average value in the newest accounts, these data provide some evidence that account holders are saving money over time. On the other hand, the similarity between the 2005 and 2006 values suggest that it is impossible to draw any inferences from this data.









	Figure 4. Average Balance in HSA Accounts as of June 30, 2008, by Year HSA Opened






	



	Source: America's Health Insurance Plans, A Preliminary Analysis of Health Savings Account Balances, Contributions and Withdrawals 2007 & January-June 2008, Working paper from the Center for Policy and Research, February 2009.

Notes: These data are based on sample of about 1.1 million HSAs held by five large bank trustees. Data for 2004 include rollovers from Archer Medical Savings Accounts.








Public Policy Goals of HDHPs and HSAs

This section covers the degree to which HDHPs, with or without HSAs, have met four possible goals of consumer-directed care by summarizing and evaluating the current literature. To preview the results of the literature review:


	HDHPs are designed to change consumer behavior by providing incentives for consumers to be more concerned with the cost and quality of their health care. Although some consumers do seem to respond to the new incentives for lower cost, the small number of available empirical studies reach differing conclusions.

	HSAs could encourage individuals to save for their health expenses in retirement by increasing the balance in their HSAs. Data are not available to describe which demographic groups, if any, are indeed saving for their retirement. Nevertheless, not all demographic groups are equally likely to open an HSA. In particular, those who open an HSA generally have higher income than those who do not open an HSA.

	Because HDHPs have lower premiums than other policies, previously uninsured individuals might purchase these plans. There is little evidence, however, that the widespread adoption of HDHPs would lower the aggregate uninsurance rate or affect the operations of insurance markets.

	Aggregate health expenditures could fall if most policy holders moved from standard PPO plans to HDHP/HSA plans.



To Increase Both Quality of Health Care and Patient Health

A key policy goal is to increase both the quality of health care and patient health as consumers take a more active role in their health care. The consumers' quality of care and ultimate health status depend on their own behaviors, the behavior of doctors and other health care providers, and how these behaviors translate into changes in health. HDHPs and HSAs alter the incentives of both patients and doctors, and therefore potentially the health of consumers.

Changes in the Incentives to Seek Care

Background

HDHPs and HSAs can change the consumers' incentives to purchase health care by changing the out-of-pocket cost of care. The demand for health services increases as the price paid for the services falls, and vice versa. This basic relationship has been verified numerous times since first evaluated in the early 1980s in the large-scale Health Insurance Experiment (HIE) conducted by the RAND Corporation.21

When compared with a standard PPO plan, as in Figure 1, HDHPs/HSAs create ranges of health expenditures over which the out-of-pocket cost of care is both higher and lower than it might otherwise be. Relative to traditional health insurance plans, an individual with an HDHP spends his or her own money until reaching a much higher deductible. This difference in the relative cost of care should reduce health spending by the individual. For example, consider an individual who has already incurred about $1,500 in medical bills. When this individual develops what appears to be a minor cold, but could actually be a more serious flu, he or she must decide whether to visit the doctor. If the individual belongs to a standard PPO, he or she might only incur 20% of the total doctor visit's costs. If the individual belongs to an HDHP/HSA, however, he or she would need to pay 100% of the costs (either from a funded HSA or out-of-pocket). The higher cost sharing might decrease the probability that the HDHP/HSA individual goes ahead and sees the doctor. In this scenario, the individual's health expenditures might be lower with an HDHP than with a PPO because the individual chose not to visit the physician.22 On the other hand, the tax savings associated with an HSA may make the individual feel wealthier overall, and therefore increase his or her willingness to spend on all goods and services, including health care.

The above discussion treats all health care as the same. However, certain medical procedures are clearly more important than others. In most cases, skipping a doctor's visit for a minor cold does not permanently damage a patient's health. Skipping a doctor's visit for the treatment of diabetes or for blood pressure monitoring, however, can have lasting consequences. The important question, therefore, is whether the incentives created by an HDHP/HSA lower expenditures on what has been termed "unnecessary" care, while not lowering expenditures on "necessary" care.23

Evidence

For the financial incentives of HDHPs (with or without HSAs) to change behavior, consumers must understand the details of their health insurance plans. In fact, some consumers do not understand the incentives associated with their plan. For example, in 2005, 1,515 adults in their second year of membership in Kaiser Permanente California were asked whether they knew the size of their deductible and what types of care were excluded from it.24 The responses were then checked against the actual policies. Of those individuals who actually had deductibles, 52% knew that they had one, 35% knew the amount of the deductible, and 5% knew all of the services to which it applied.

Although this survey found that many consumers did not seem to understand the terms of their insurance plans, two studies found that consumers behaved in accordance with the incentives provided by the plans. Both studies looked at patients in an HDHP where cancer screening was done at no cost to the patient.


	Using a before and after framework, a study of Harvard Pilgrim Health Care members compared those who switched to an HDHP with those who remained in an HMO.25 Cancer screening tests were free to the consumer in both insurance policies, and therefore the consumers had no incentive to reduce their screening behavior. Those who switched to the HDHP did not change their use of breast, cervical, or colorectal cancer screening. However, these plan switchers may have changed their specific test for colorectal screening away from a test no longer fully covered (such as a colonoscopy) to an equally-appropriate test that was fully covered (such as a fecal occult blood test).26

	Researchers examined participants over time in an Aetna health fund where some were enrolled in a standard PPO while others were enrolled in an HDHP. 27 The cost of preventive services, cancer screening, and diabetic monitoring was free for those in the HDHP, and included a very low co-payment for those in the PPO who used in-network providers. The study tested whether the use of preventive services, cancer screening, and diabetic monitoring services differed between the two groups. During the three-year evaluation period, both the PPO and the HDHP groups had the same service utilization.



The above two studies suggest that those in an HDHP do not make behavioral changes when the HDHP has no incentives for behavioral change. One study found a desired behavioral change after the passage of time.


	A study of Emergency Department (ED) patients suggests that behavioral changes may take more than one year to occur.28 The study design was a before-and-after comparison of workers whose employers mandated a switch to an HDHP, as compared with a before-and-after comparison of those remaining in a standard HMO. Those in an HDHP reduced their visits to the ED for low severity conditions, a desired outcome. Nevertheless, this reduction only happened after their initial visit to the ED, suggesting that patients need information gained at the initial visit to understand the workings of their HDHP.



Should the limited results of these three studies generalize, HDHPs would not worsen consumer health. On the other hand, two studies found changes that may ultimately lower health outcomes for consumerist patients.


	A single-employer study compared individuals who switched into an HDHP with those who remained in a standard PPO. 29 The study found that those with HDHPs (controlling for other variables) were more likely than those with PPOs to not see the doctor when they thought they should. In addition, those with HDHPs reported taking a lower than recommended dose of a pharmaceutical. The study concluded that, as with the RAND health insurance experiment, those in an HDHP cut back on both necessary and unnecessary care.

	A group of individuals joined an HDHP from one insurance company in the small group market because this insurance plan became the only one offered by their employer. These individuals cut back on outpatient services and pharmaceuticals but not inpatient services or out-of-pocket spending.30



The varying results of these studies suggest that we cannot yet be sure how consumers respond to the incentives provided by HDHPs. Nevertheless, the ultimate health of the consumers and the costs of care depend on their response, if any.

Changes in the Incentives to Provide Care

In addition to patients, the overall concept of consumer-directed health care, of which HDHPs and HSAs are a part, also have implications for physicians and other suppliers of care. First, the health care providers will be called upon to answer all questions that the consumer asks, and it is assumed that consumers will be more actively engaged in directing their health care. Second, the providers and insurers are expected to provide the needed information for the consumers to make informed decisions. Even more fundamentally, accurate information must exist. Third, a move toward consumerism may affect legal doctrines for health care, and therefore change provider incentives.

First, some providers might prefer a traditional doctor-patient relationship over a consumerist relationship. In fact, it has been argued that consumerism lowers the level of average care.31 Suppose that providers work a fixed number of hours each week. If consumerist patients get more care (time with the providers) because they ask more questions, traditional patients may get less care. In addition, some doctors believe that the additional time that the consumerists receive may not be worthwhile. For example, the consumerist patients could be asking about conditions the doctors know they do not have, or treatments that the doctors know would be counterproductive.

Second, there exists little consensus on how best to measure quality of care and then how to provide proper incentives for health insurance companies to inform patients of the quality of their network providers. Objective measures of provider performance include rates of medical errors, misuse of health care services, and improper use of evidence-based guidelines. Subjective measures of quality, including various measures of patient satisfaction, are limited.32 Despite these suggested objective and subjective measures, quality remains hard to measure.33

Finally, consumer-directed health care may alter legal doctrines for health care, and therefore alter provider behavior.34 When consumers purchase HDHPs and HSAs, they are expected to take larger roles in determining which treatments to seek and how much of the treatments to receive. It is unclear, however, whether consumers are also expected to take a larger share of the responsibility if things go wrong. Currently, the bulk of responsibility for treatments falls on medical professionals and insurers. Under consumerism, some of this responsibility may, in a legal sense, shift to patients.35 If this shifting does occur, providers may have less of an incentive to practice defensively. Because there is so little evidence on the effects of HDHPs/HSAs on physician behavior, these hypotheses must remain untested at this time.

Changes in Patient Health

If HDHPs/HSAs do encourage more prudent consumption of health care, the consumers' health status should, at worst, remain constant, and at best, improve. The danger, however, is that the consumer's additional focus on price might be accompanied by a reduction in necessary care or reduced focus on quality. It has been observed that "... consumers cannot always tell where desirable economy ends and unacceptable skimping begins."36 Health effects in the RAND health insurance experiment conducted in the 1980s were mixed. Researchers found minimal to no effects for the majority of those enrolled in the experiment. However, individuals who were both poor and sick reduced the use of health services, and, on average, suffered some health consequences. For example, some lost control over their hypertension. The annual likelihood of death for these poor and sick people rose about 10%.37 Nevertheless, it is impossible to know whether this result would still stand today.

The studies reported above focus on the implications of HDHPs on various tasks the patient can perform to increase his or her present and future health, such as trips to the doctor and cancer screening. Given that the patient's health may take years to respond to changes in the patient's use of services, it is too early to evaluate the effects of HDHPs and HSAs on actual health.

To Help Individuals Save for Health Expenditures in Retirement

Demographic Characteristics of Consumers

The second policy goal, and a primary reason given for supporting HSA legislation, is to help individuals save money for post-retirement medical expenses.38 For an analysis of retirement savings, it is necessary to use data on HSAs; an HDHP by itself does not provide a mechanism for retirement savings. It is also important to know the amount of money in each individual's HSA in order to differentiate those account holders who are using their HSAs for savings purposes from those who are drawing down their HSA balance each year.

Longitudinal data on HSA balances are not readily available. Instead, we distinguished between individuals who might be using an HSA to save for retirement from those who cannot be using an HSA to save for retirement. In other words, we compare those with an HSA (who might be building a retirement account) with those without an HSA (who cannot be building a retirement account). In particular, this section examines whether those with HSAs have different demographic characteristics than those without HSAs.

As mentioned above, GAO estimates that less than 60% of individuals with HDHPs open HSAs. There are at least two possible reasons for this. First, individuals in low tax brackets may choose HDHPs because of their low premiums, and not in response to any anticipated tax savings. These individuals may not have sufficient discretionary funds to open an HSA and/or use health services. Second, given the relative complexity of HDHPs and HSAs, some may not understand their best option, and choose not to purchase an HDHP or open an HSA even though they could save money by doing so.39

HSAs seem to appeal to those with higher incomes who have the liquidity to afford a high deductible. Two studies look at the relationship between income and HDHP and HSA holders directly:


	Of workers who chose to enroll in a Kaiser-Permanente HDHP in 2004, 77.7% had annual incomes of at least $35,000 while of workers who chose to enroll in non-HDHP PPOs, 62.5% had annual incomes of at least $35,000.40

	For tax filers between ages 19 and 64, the average adjusted gross income in 2005 was $139,000 for those with HSA activity and $57,000 for all other filers.41 This income difference remained when the samples of individuals were evaluated separately by age group and by tax filing status.



One study looks at the relationship between income and HSA holders using an approximation for the holders' income:


	Research by AHIP concluded that those with HSAs in 2008 were almost as likely to live in "lower income" or "lower-middle income" Census tracts as in higher income tracts. This study used geographic averages for income instead of the actual income of individuals.42



All else being equal, using an exact measure of income is preferable to using a geographic average because the average will be incorrect for many individuals. Therefore the two studies that conclude that those who enroll in HDHPs and HSAs are more likely to have higher income than others are methodologically stronger than the third study cited above.

Turning to other demographic characteristics, there are no differences by gender in the percent of persons covered by an HDHP, and of those, the percent with an HSA.43 On the other hand, black individuals are less likely to be covered by HDHPs than individuals of other races, and those with higher levels of education are more likely to have HDHPs than those with lower levels of education. In short, individuals with different income levels, different races, and different education levels appear to be saving (or not saving) for retirement health care differently.

Tax Issues Associated with Retirement

The tax code provisions associated with health and retirement savings accounts make tax arbitrage possible.44 In this context, tax arbitrage refers to the process of taking advantage of the different tax treatments of HSAs and 401(k) retirement savings plans in order to earn a profit. Under some scenarios, prudent taxpayers might use their funds as retirement savings accounts instead of health savings accounts. Consider a firm that does not make contributions to its employees' 401(k)s. Workers will come out ahead financially if they put money into their HSAs instead of their 401(k)s. Contributions to, investment income from, and withdrawals from HSAs are tax-exempt if used for qualified medical expenses. All withdrawals made at age 65 and above are tax free, whatever their usage. On the other hand, withdrawals from 401(k)s are taxable income. In short, HSAs can be viewed as a tax shelter.

Given that so little data on HSAs themselves are available, it is not surprising that there is almost no research on their impact on retirement savings. One recent paper looks at the health plan choices and retirement savings of about 16,000 workers in one firm. This research, which may or may not generalize, cannot reject the hypothesis that, for otherwise comparable individuals, there is no relationship between HSA contributions and retirement savings.45 There is therefore no support for the theoretical hypothesis of tax arbitrage.

To Reduce Uninsurance Rates Without Disrupting Insurance Markets

Reduce Aggregate Uninsurance Rates

A third policy goal of HDHPs/HSAs is to reduce uninsurance rates as the lower HDHP premiums induce the previously-uninsured to purchase insurance. HDHP data are sufficient to look at changes in uninsurance rates induced by consumerist plans and policies because individuals with an HDHP are insured whether or not they open an HSA.

The effect of HDHPs on the aggregate number of individuals without health insurance cannot be known in advance. Because HDHPs have lower premiums than standard plans, some uninsured individuals may find the plans attractive, purchase them in the nongroup market, and thereby decrease the number of individuals without insurance. On the other hand, healthy individuals with standard policies might be attracted to HDHPs because of their low premiums. However, a large increase in enrollment, coming mainly from those with standard policies switching to HDHPs, would not reduce uninsurance.

In addition, an argument based on "adverse selection" concludes that HDHPs could actually lead to an increase in the uninsurance rate.46 Suppose enrollment in HDHPs increases dramatically, and attracts healthier than average members. The pool of individuals remaining in the standard PPOs would correspondingly become increasingly less healthy and more costly to insure. The PPOs would then increase their premiums and other forms of cost-sharing in response to their cost increase.

Two studies measure transitions from uninsurance into HDHP insurance. Both studies are complicated simulation models, attempt to control for (incorporate) demographic characteristics of consumers, and incorporate hypothetical policy scenarios. Both studies use approximations of HDHPs. The data sources also differ. Given the complexity of each model, and the differences in data and model specification, it is perhaps not surprising that the two papers reach opposing conclusions. One simulation predicts no change in the uninsurance rates. In this simulation, few uninsured individuals would move into HDHPs because their incomes are too low to receive tax advantages from the associated HSAs.47 The second simulation predicts a decrease in uninsurance. In this simulation, individuals without access to either public insurance or a group market would purchase HDHPs in the nongroup market because they are attracted to the HDHP's low premiums.48 In conclusion, there is very little available research measuring insurance transitions into HDHPs (or HSAs). Therefore, no reliable conclusions about the effects of these products on the aggregate uninsurance rate can be drawn.

Effects on Insurance Markets

As discussed above, if new HDHP enrollees are particularly healthy, the insurance market might experience disruptions as premiums increase for other health insurance products. The research in this area focuses on single employers (presumably because the researchers have access to only one employer's data). The studies do find some evidence of favorable selection among those who enroll in an HDHP.


	Prior to HDHP enrollment, otherwise comparable individuals in one large firm had lower pharmacy costs and took medications in fewer drug classes than individuals who did not enroll in an HDHP.49

	Those who enrolled in an HDHP were more likely than comparable individuals in the same firm without an HDHP to be in excellent or very good health and not to have any chronic health conditions.50

	Otherwise comparable employees of a single firm (Alcoa) were more likely to choose an HDHP if they did not have a chronic health condition and had health spending in the bottom quartile of the sample.51



These separate studies yield similar results, although their reliance on single-employer studies makes the conclusion weaker than it would otherwise be. In addition, these studies compared health status at the time the individual chose the HDHP, and differences in health status may surface after consumers have been in the HDHP for more than a year. There is, therefore, evidence that those who enroll in HDHPs are somewhat healthier than average, but this evidence may or may not generalize. In short, it is too soon to say if a move toward HDHPs would induce problems of adverse selection and cause disruptions in the insurance market.

To Decrease Health Care Expenditures

The fourth policy goal of HDHPs and HSAs is to reduce aggregate health expenditures. Some observers argue that there will be minimal effects on aggregate expenditures because so few individuals account for so much of aggregate expenditures. For example, one study concludes that 1% of individuals accounted for about 24% of health expenditures in 2003.52 This distribution of spending levels across the population suggests to some that aggregate expenditures cannot be reduced by adopting HDHPs, because most of the adopters will not be high users of care.

Nevertheless, a substantial amount of cost-sharing is possible under HDHPs. In particular, according to one analysis, expenditures above the standard PPO deductible and below the HDHP deductible account for about 35% of total expenditures.53 Individuals in this range would experience more cost sharing, and therefore, on average, lower health expenditures after moving from a standard PPO to an HDHP/HSA. However, this analysis concludes that a notable decrease in aggregate expenditures would require that most or all individuals moved from a representative PPO to a representative HDHP.54

Aggregate changes in health expenditures also depend on the composition of HDHP enrollees. If those in consumerist plans are healthier than those in standard PPOs, as the early evidence suggests, those remaining in the PPOs are by definition less healthy. Even if expenditures decrease for the consumerist patients, the decrease may be offset by an increase in expenditures from those remaining in PPOs.55

Conclusion

Enrollment in HDHPs, as measured by covered lives, has been increasing since HSAs were authorized in 2003, although the growth rate of this increase is slowing (see Figure 2). It is estimated that between 51% and 58% of HDHP holders go on to open an HSA. Although some say that HDHPs only benefit the young and healthy, it can be demonstrated that some individuals at many levels of the health spending distribution would face equal or lower costs with an HDHP/HSA than with a standard PPO (see Figure 1).

It is generally too soon to evaluate whether HDHPs and HSAs have met some of their original objectives. The evidence on whether consumers respond to the new incentives provided by the HDHPs and HSAs is mixed. Health providers may also change their behavior, but it is impossible to say whether the change would raise or lower the quality of care they provide.

According to recent research, not all individuals seem to be saving for their health expenses in retirement because only about half of those who are eligible to open an HSA do so. In addition, some of these may value the tax benefits more than accumulating a fund for health care later in life. There is some evidence that those individuals who do open HSAs have higher income than those who do not. There is almost no evidence that the widespread adoption of HDHPs would lower the overall uninsurance rate or modify the operations of insurance markets.

A widespread change from standard PPO policies to HDHPs/HSA policies could lower aggregate health expenditures. Nevertheless, the empirical evidence backing many of these results is weak, and much remains unknown about the effects of HDHPs and HSAs on uninsurance, utilization of health care, and aggregate health expenditures.

Appendix. Methodology and Data Sources

This report contains both a literature review and original data analysis. This section first discusses the criteria used to select literature for the analysis. The section then reviews the available data.

Literature Search

To locate the relevant articles, CRS first searched the academic search indexes MEDLINE, JSTOR, ECONLIT, and the websites of congressional and policy organizations.56 Additional references were located from the citations within these articles. Finally, the table of contents of Health Affairs for each issue since 2004 was scanned for relevant articles.

The report describes many of the located articles. Research was generally excluded if it met one or more of the following criteria:


	was a theoretical exercise designed to build mathematical models of insurance market,

	was primarily about health retirement accounts (HRAs),57

	covered post-health insurance reform in Massachusetts, or

	did not describe the methodology used.



Data Sources

It has been difficult to calculate enrollment in HDHPs and HSAs because no comprehensive data source has information on HDHP enrollment, HSA enrollment, and the socioeconomic characteristics of the plan holder. In fact, many of the available data sources are uniquely organized. For example, each source can look at the characteristics, attitudes and/or behaviors of a different analytical "entity."58 The individual data sources therefore cannot be combined to provide a comprehensive data source.

Much of the available HDHP data come from an industry source, the Association for Health Insurance Plans (AHIP). Enrollment measures total lives covered by an HDHP plan, and is reported by insurance firms. The data cover the individual, small group, and large group markets.59 Although all individuals in these HDHPs are eligible to open an HSA, AHIP has only recently begun to provide limited information on HSAs.60 The latest data cover January 2010.

Two types of data on HSAs are available from the IRS. First, the number of tax returns that took an HSA deduction and the average value of the deduction are publicly available.61 The HSA deduction is available to all filers with an HSA; whether or not the filer itemizes deductions is irrelevant. Second, the number of HSAs and their aggregate market value are filed by banks (and other account trustees). Both the individual and trustee data are available with a considerable time lag, and only data through tax year 2008 have been released.

Another source of information on HSAs is provided by a survey of employers conducted by the Kaiser Family Foundation and the Health Research and Educational Trust (KFF-HRET).62 This is an annual survey of employer-sponsored health insurance (ESI) benefits. While this data source contains detailed information on those with ESI, it has no information on those who purchase insurance in the non-group market, or those who are uninsured. The sample size in 2009 was 2,054 employers, and the sample is weighted to represent a population of about 3.4 million employers.

Turning to less general sources, data from the Employee Benefit Research Institute (EBRI) can be used to answer a limited number of questions.63 In addition, a number of surveys of individual firms provide information on HDHPs and HSAs belonging to employees at those firms. These and other surveys are described as needed throughout the report.64

A final data issue concerns the characterization of insurance plan structures. First, in this report, comparisons by insurance plan structures give priority to HDHPs. In other words, if a consumer has an HDHP that uses a PPO network, he or she is considered in the HDHP group and not in the PPO group. Most of the academic and policy literature follows this convention, and the articles almost never provide enough information to calculate what the conclusions would be if HDHPs were not given priority. Second, HDHPs are compared to PPOs (instead of indemnity plans or other plan structures) because more employers offering health insurance offer PPOs than any other plan structure; about 44% of employers offered a PPO in 2009.65
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