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Motivation

Change in insurance provision
Firm implemented a change in the employee health insuranceprogram.

Data and Software
• Proprietary panel firm data
• Johns Hopkins Medical School: Medical risk prediction software
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Research Question

How does changes in employee health insurance interact withinertia and adverse selection?
• Choice inadequacy
• Consumer welfare
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Contribution

• Features of the data allow for clean identification of inertia.
• Builds on the prior work that studies the existence andconsequences of adverse selection in health insurancemarkets.
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Preview of Findings

• In the primary specification, inertia causes an averageemployee to forgo $2,032 annually.
• Estimates are used to study a counterfactual policyintervention by reducing inertia by 3

4 :
• Leads to a $105 mean per person per year welfare increase
• Exacerbates adverse selection, leading to a 7.7% reduction inwelfare
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Data
Proprietary Panel Firm Data
Contain data on employee health insurance choices and medicalutilization for a single firm from 2004 to 2009:
• Plan choices
• Demographics
• Other insurance
• Expenditure
• Utilization

Hopkins Software
• Develop individual-level measures of projected future medicalutilization at each point in time
• Allow us to precisely gauge medical expenditure risk at time ofplan choice.
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Sample Composition
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Health Insurance Choices
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Findings from Preliminary Analysis (InsuranceChoice)
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Findings from Preliminary Analysis (DominatedChoices)
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Findings from Preliminary Analysis (AdverseSelection)
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Empirical Framework

• Choice Model: Conditional on predicted family-level ex antemedical cost risk
Ukjt =

∫ ∞

0
fkjt(OOP)uk

(
Wk ,OOP,Pkjt ,1kj,t−1

)
dOOP (1)

• Families have CARA preferences
uk (x) = − 1

γk
(
XA

k

)e−γk(xA
k )x (2)
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Estimation

• Modeling Inertia:
x = Wk−Pkjt−OOP+η

(
XB

kt ,Yk

)
1kj,t−1+δk (Yk )11200+αHk ,t−11250+ϵkjt (Yk )(3)

• Where
η
(

XB
kt ,Yk

)
= η0 + η1XB

kt + η2Yk (4)
• Estimate the choice model using a random coefficientssimulated maximum likelihood approach
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Results (Inertia)
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Counterfactual Analysis
• Policy implemented reduces inertia to a fraction Z :

Ukjt
(
Pkjt ,Zηk ,1kj,t−1

)
=

∫ ∞

0
fkjt(OOP)u

(
OOP, P̂kjt ,Zηk ,1kj,t−1

)
dOOP

(5)
• Welfare:

u
(
Qkjt

)
= − 1

γk
(
XA

k

)e−γk(xA
k )(W−Qkjt) = Ukjt

(
Pkjt ,Zηk ,1kj,t−1

) (6)
• Conditional on k, the welfare impact for consumer k of policiesthat reduce inertia toZηk

∆CSZ
k ,j = W κ

k − Qk ,jz,t − W κ
k − Qkjt = Qκ

k ,jt − Qκ
k ,jz,t (7)
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Results (Counterfactual)
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Reflections

• Other data sets
• Inertia in other markets
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