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Although high-deductible health plans are supposed to make individuals 
better consumers of health care, the authors believe that shifting costs 
to plan participants may actually lead to higher costs in the future.
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I
n 2012, the United States spent nearly 
a fifth of its gross domestic product on 
its health care system, almost double 
the average of the 34 industrialized 
countries of the Organisation for 

Economic Co-operation and Develop-
ment (OECD).1 The health care bill was 
$2.8 trillion, or $8,915 per person.2 Many 
employers, seeing their employee health 
care expenses rising, have responded by 
shifting some of these costs to their work-
ers through high-deductible health plans 
(HDHPs).

Employers use the claim advanced by 
some economists and policy makers that 
putting more of the financial risk on in-
dividuals will turn them into “active con-
sumers” of health care and reduce their 
spending. They have concluded that indi-
viduals have no financial incentive to be 
involved directly in cost decisions when 
private businesses and the government 
pick up most of the tab. This argument is 
based on the theory of moral hazard—If 
something is free, people will use more 
of it. In other words, if people are not ex-
posed to the true cost of health care, they 
will inevitably overuse available services.3

Is the rising prevalence of HDHPs, de-
signed to expose Americans to the true 
cost of health care, actually making the 
system more affordable? And, more im-
portantly, is it keeping us healthy? While 
health care consultants tout examples 
of employers that have, in the first year, 
slashed costs by offering HDHPs,4,5 other 
studies show the downside of more cost 
sharing. For example, one report shows 
that U.S. adults now are significantly more 
likely to forgo recommended health care 
because of the directly incurred costs.6 
Moreover, the Health Care Cost Institute 
reported that in 2012, the rising price of 
services, not overutilization, was the main 
driver of increases in health care expendi-
tures. In fact, in some categories of servic-
es, utilization dropped while expenditures 
nonetheless rose due to higher prices.7
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If employers continue to implement HDHPs while ne-
glecting to address the rising price of services in the health 
care delivery system, the most damaging consequence may 
be that health care is underused by those who need it most, 
resulting in higher health and economic costs down the road. 

Applying Moral Hazard Theory to Health Care
The moral hazard theory was first applied to health care 

following the RAND Corporation’s Health Insurance Experi-
ment study in 1971-86. The study, undertaken to identify the 
magnitude of the effect cost sharing could have on spending, 
randomly assigned subjects to plans with varying levels of 
cost sharing: 0% (free), 25%, 50% and 95% (high deductible). 
As moral hazard theory would predict, total spending de-
creased as cost sharing increased, with a noticeable differ-
ence in spending between free-care and cost-sharing partici-
pants.8

However, the study showed that spending decreased due 
to a reduction in use of all services regardless of value, rather 
than a reduction in unnecessary or expensive services. For 
example, subjects in cost-sharing plans made one-third few-
er ambulatory visits and were hospitalized a third less often.9 
These reductions were similar across all income groups. The 
study also found that the expenditure per hospitalized pa-
tient showed no relation to the type of plan.10 In other words, 
once cost-sharing participants entered the health care sys-
tem, they spent the same amount per episode as those in free 
plans.

Unfortunately, proponents of more cost sharing have mis-
used the RAND study to justify shifting additional health 
care costs to consumers. A closer reading of the study shows 
that while there was a statistically meaningful difference in 
health care spending between free-care and cost-sharing 

participants, there was no statistical difference between any 
of the cost-sharing plans. This important but often ignored 
result leads to a different observation: Patients do spend 
more on health care when they have free plans, but once cost 
sharing is introduced, the percentage that employees have to 
pay doesn’t really matter because they will limit their spend-
ing regardless of the percentage. Therefore, raising consumer 
costs to higher levels does three things: (1) shifts more costs 
to patients, (2) decreases the demand for necessary services 
and (3) forces consumers to make medical decisions based 
on cost. Moreover, while this early study successfully showed 
the potential for short-term reduction in health utilization, it 
did not examine the long-term economic and health effects 
of this policy.

High-Deductible Health Plans
In 2014, an HDHP was an insurance plan with an an-

nual deductible of at least $1,250 for individual coverage or 
$2,500 for family coverage. The annual out-of-pocket maxi-
mums were $6,350 and $12,700, respectively. These plans are 
designed to have low premiums, high initial out-of-pocket 
costs and a catastrophic cap, above which the plan pays 100% 
of costs for the rest of the year. In 2013, the average HDHP 
deductible was $2,290 for individual coverage and $4,387 
for family coverage,11 while the average deductible across all 
employer-sponsored plans was $1,325 for individual cover-
age.12 A tax-advantaged savings account such as a health sav-
ings account (HSA), a health reimbursement arrangement 
(HRA) or a flexible spending account (FSA) often accompa-
nies an HDHP. The enrollee controls these accounts to pay 
for copayments, deductibles and services not covered by the 
employer’s plan.

Rising Costs for Patients 
In the past ten years, more and more costs have been 

shifted to patients through higher rates of cost sharing, but 
the cost of health care has not gone down.13 Traditional plans 
have increased their deductibles by nearly 35% for both indi-
vidual and family plans in the last five years.14 Now, four out 
of ten covered workers have an annual deductible of $1,000 
or more for individual coverage.15 And while higher deduct-
ibles usually are associated with lower premiums, workers 
have watched their share of premiums also increase, mean-
ing the proportion of health care costs paid by workers has 
gone up on both ends. 
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In 2013, about half of all employees 
were enrolled in employer-sponsored 
health plans, with 20% of those—after 
nearly a decade of gradual growth—
enrolled in HDHPs. The other 80% 
were enrolled in traditional plans, with 
57% in preferred provider organization 
(PPO) plans, 14% in health mainte-
nance organization (HMO) plans and 
9% in point-of-service (POS) plans.16 
Despite a recent plateau in growth, the 
upward trend in enrollment in employ-
er-sponsored HDHPs is not expected 
to stop anytime soon. Analysts project 
that by 2022, about half of all employees 
enrolled in employer-sponsored health 
plans will be covered by HDHPs.17

According to the National Health 
Expenditure Accounts Team, private 
households shared 28% of national 
health spending in 2012—the largest 
piece—followed by the federal gov-
ernment (26%), private businesses 
(21%) and state and local governments 
(18%).18 In 2012, per capita out-of-
pocket expenditures grew 4.8% over 
the previous year.19 Since 2010, individ-
uals’ out-of-pocket expenditures have 
been growing faster than insurance 
payer expenditures.20 Moreover, wom-
en and young people have seen their 
medical costs rise most rapidly.21 This 
increase in out-of-pocket expenditures 
may explain why 37% of U.S. adults in 
2013 went without recommended care, 
did not see a doctor when they were 
sick or failed to fill prescriptions be-
cause of costs. Nearly a quarter of U.S. 
adults either had serious problems pay-
ing their medical bills or couldn’t afford 
them.22 According to the Centers for 
Disease Control and Prevention, 21% 
of families with medical insurance re-
ported having difficulties paying medi-
cal bills in 2012.23 These problems are 

almost nonexistent in other member 
countries of the OECD.24 In countries 
such as Canada, France and Germany, 
where out-of-pocket medical costs are 
minimal, patients are much less likely 
to forgo medical care.25 It now appears 
that “more skin in the game” is leading 
to underutilization of needed services, 
while doing nothing to control costs.

The Affordable Care Act’s 2018 ex-
cise tax on high-cost health plans may 
push more employers and unions to 
negotiate over the merits of HDHPs 
in collective bargaining. This tax aims 
to raise revenue to fund health cover-
age expansion nationwide and to dis-
courage businesses from offering plans 
whose benefit values exceed $10,200 
for individual coverage and $27,500 
for family coverage. This value includes 
annual premiums and the amount put 
into tax-advantaged savings accounts 
like HSAs, HRAs and FSAs. A busi-
ness that goes over the thresholds will 
have to pay the federal government 
40% of the difference between the 
thresholds and the value of the ben-
efits. This tax operates on the theory 
of moral hazard—a worker shielded 
from the true cost of care through 

these plans will overuse the health care 
system—but in this instance, employ-
ers are held financially accountable for 
that consumer behavior. This pending 
tax is highly controversial, as there is 
no known mechanism to adjust pre-
miums for geographic living costs, the 
disease state of any given population 
and other demographic differences. If 
employers respond to the excise tax 
by proposing to shift more employees 
into HDHPs, union negotiators will 
need to consider alternative strategies 
to lower costs while preventing more 
cost shifting to workers.

Why Doesn’t Higher Cost  
Sharing Lower Total Spending?

While moral hazard may be a con-
venient way for analysts and consul-
tants to justify passing on increased 
health care expenses to employees, cost 
sharing does very little to address the 
underlying causes of the rising cost of 
health care in the United States.26 In-
deed, a followup RAND study in 2004 
showed that increased copayments re-
sulted in less use of prescription drugs 
for asthma and diabetes, an increase 
in emergency room use and a 10% in-

health care

takeaways >>
•   U.S. adults may be more likely to forgo or limit recommended care when they directly incur 

costs, regardless of the percentage they must pay.

•   The rising price of services, administrative costs, new technologies and drugs—rather than 
overutilization—is the main driver of increases in health care expenditures. Health care 
costs have not decreased as costs have been shifted to patients.

•   The 2018 excise tax may push more employers and unions to negotiate over the merits of 
HDHPs in collective bargaining.

•   Analysts estimate that by 2022, about half of all employees in employer-sponsored health 
plans will be covered by an HDHP.

•   Low-income and chronically ill people are more likely to suffer health consequences because 
of underutilization of care.
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crease in hospitalization.27 Moreover, 
increased cost sharing for those with 
chronic conditions likely will lead these 
patients to forgo necessary care, result-
ing in higher costs and hospitalization 
in the future.

Rather than focusing on the de-
mand side of the equation, analysts 
may want to look at the supply side 
for answers to overuse and rising 
costs. A lack of price competition for 
services, high administrative costs, 
regular insurance company approval 
of new technologies and drugs, and 
an aging population contribute to 
high health care costs.28 Additionally, 
both the fee-for-service reimburse-
ment system and the fear of malprac-
tice encourage medical providers to 
provide more care.

Making patients responsible for re-
versing this trend is a flawed proposi-
tion. Health care consumers are not in 
a position to make complicated care 
decisions based on quality and value 
for a number of reasons:

•	 Patients lack the necessary infor-
mation and knowledge to confirm 
a diagnosis or value the worth of 
alternative treatments. Patients 
rely on medical professionals for 
guidance on both points. And 
even if such information were 
available, consumers still need a 
professional guide to walk them 
through the options.

•	 Consumers are involved emotion-
ally in medical decisions for 
themselves and their families. Be-
cause no one wants to see a loved 
one suffer, medical decisions 
sometimes are made quickly to 
eliminate emotional stress.

•	 In urgent and emergency cases, 
there is limited time to “shop 

around” for a low-cost, high-qual-
ity provider. Even when patients 
have time to make a thorough de-
cision, the health care market is 
not transparent and does not al-
low for easy comparisons.

•	 Even when an employer offers to 
offset some or all of the deductible 
with a contribution to a tax-ad-
vantaged savings account, em-
ployees often are reluctant to use 
these funds for routine or chronic 
care. Due to the uncertainty of fu-
ture health needs, many consum-
ers will keep allocated funds in 
reserve, especially if they can take 
them into retirement.

Moreover, a November 29, 2014 
NPR interview with Miami-Dade 
School Superintendent Alberto Carv-
alho and the United Teachers of Dade 
President Fedrick Ingram demonstrat-
ed that most plan sponsors don’t really 
know what prices they pay to any one 
hospital or provider. While insurers 
provide detailed reports on how em-
ployees use health benefits and overall 
costs, they keep rate negotiations with 
hospitals and doctors secret. As a re-
sult, employers like Miami-Dade can’t 
tell which is the highest or the lowest 
cost provider for any given service. 
Without specific pricing information 
on providers, it’s virtually impossible 
for employers and unions to consider 
less expensive options. According to 
Princeton University economist Uwe 
Reinhardt, this lack of price transpar-
ency is like “blindfolding people, shov-
ing them into Macy’s, and telling them 
to buy a shirt.”29

For all the interest in employers’ 
potential savings from implementing 
HDHPs, there is little evidence that 
shifting health care costs to employ-

ees leads to smarter health care deci-
sions. Patients enrolled in HDHPs do 
not simply eliminate spending on un-
necessary care. Instead, they initiate 
fewer episodes of care overall.30,31 In a 
2010 RAND study, researchers found 
that even when high-value preventive 
care was offered at no additional cost to 
enrollees in HDHPs, patients accessed 
these services less frequently than 
patients enrolled in traditional, low-
deductible health plans. For example, 
while the rate of childhood vaccina-
tions increased among those enrolled 
in traditional plans, the rate dropped 
for those enrolled in HDHPs.32

It is also important to note that the 
health impacts of increased cost sharing 
do not affect all patients equally; low-
income and chronically ill individuals 
are more likely to suffer health conse-
quences due to underutilization of care 
than healthy individuals. The research-
ers of the RAND Health Insurance Ex-
periment recognized this potential for 
variation and monitored the health sta-
tus of the participants to observe if they 
were receiving the care they required. 
For healthy participants in cost-sharing 
plans, the reduction in care had negligi-
ble short-term effects on health status. 
However, for low-income and chroni-
cally ill participants, the reduction was 
harmful. For example, hypertension in 
this group was harder to control, and 
the corresponding likelihood of death 
increased by 10%.33

Conclusion
In the hopes of eliminating “un-

necessary care” and lowering the cost 
curve, plan sponsors are asking work-
ers to shoulder an ever-larger burden of 
health care costs. However, when out-
of-pocket costs increase, we see a de-

health care
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crease in necessary care, as patients try to avoid high medical 
bills. The evidence shows that when families are confronted 
with medical bills they are unable to pay, they will not merely 
shop around for lower prices but will instead forgo necessary, 
but unaffordable, care. Furthermore, making patients choose 
between paying more or getting less disproportionately im-
pacts people with chronic conditions, young people, women 
and the economically disadvantaged.

Health care costs are not rising due to extravagant de-
mand for services by patients but rather from inefficiencies 
in the health care delivery and payment system. HDHPs fur-
ther shift the cost of care to families already struggling to pay 
medical bills but do very little to contain costs over the long 
term. Sustainable, long-term cost containment can come 

only from addressing the systemic inefficiencies in the health 
care system that have led to skyrocketing costs. 
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