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PURPOSE: The purpose of this bill is to require the Department of Human 

Services (DHS) to include certain provisions in each contract with managed care 

organizations for the provision of Medicaid benefits under QUEST; makes amendments 

to the QUEST psychotropic benefits; provides a state lump-sum death benefit in an 

amount equal to the Social Security Administration's lump-sum death benefit for 

deceased medical or financial assistance recipients who are ineligible for the Social 

Security Administration benefit; and prohibits DHS from any expenditures appropriated 

for Medicaid on any programs not specifically related to Medicaid or not authorized by 

the Legislature. 

DEPARTMENT'S POSITION: The Department of Human Services (DHS) 

provides the following testimony on this bill. 
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DHS respectfully opposes Part I of this bill as it would not be permitted by 

federal law. 

DHS recognizes the importance of cost-sharing in helping to decrease 

inappropriate utilization of medical services and we have been interested in 

implementing co-payments. DHS already has the statutory authority to do this, but the 

federal government has strict regulations regarding the amount of co-payments that an 

individual can pay, who can pay them, and for what services they can apply. The 

provisions of this bill are inconsistent with federal requirements. 

Implementing co-payments will require an 1115 waiver amendment which can 

take years to get approved by the federal Centers for Medicare and Medicaid Services. 

Co-payments cannot be implemented in our Medicaid programs without such federal 

approval. DHS continues to seek such approval. 

DHS would like to thank the Senate Human Services and Health Committees for 

including the substance of DHS-supported bills, S.B.2719/H.B.2566, Relating to 

Psychotropic Medication, and S.B.2718/H.B.2565, Relating to Death Benefits, into the 

S.D. 10f H.B. 2774. 

DHS supports Part II of this bill relating to psychotropic medication which would 

generate savings with minimal impact on Medicaid recipients. Prescription drugs are 

the fastest growing healthcare expense and psychotropic medications comprise the 

largest Medicaid prescription drug expenditure. 

Part II will begin to bend that cost curve by requiring trial of a generic medication 

for any new psychotropic medication prescription. The out-year savings from this bill 

would quickly compound to save multiple millions of dollars. While we could save even 

more if all current brand name psychotropic medications were switched to generics, this 
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would be disruptive to a vulnerable population, something to which DHS is sensitive 

and, therefore, our bill also was designed to apply only to new prescriptions. 

Part II will allow DHS to improve the safety and cost-effectiveness of 

psychotropic medication use among its Medicaid population by preventing unintended 

and inappropriate psychotropic polypharmacy (which means taking multiple 

psychotropic medications at the same time), increasing access to prescription 

medications, and promote the efficient use of limited resources by controlling rising 

prescription drug expenditures without negative impact on health outcomes. 

Psychotropic medications are being inappropriately prescribed. A recent study in 

the Journal of the American Medical Association found that antidepressants are not 

effective for mild depression, and a Food and Drug Administration advisory panel 

criticized the overprescribing of anti psychotics for children. Antipsychotic medications 

can have severe physical side effects, causing drastic weight gain and metabolic 

changes resulting in lifelong problems. 

It is also important for patient safety to prevent psychotropic polypharmacy and 

prescribing at doses in excess of those approved. Outpatients may see different 

providers and unknowingly receive multiple psychotropic prescriptions. Studies have 

found that more than half of nursing home residents receiving antipsychotics were given 

doses that exceeded recommended maximum levels, received duplicative therapy, or 

had conditions, like memory problems or depression, for which such drugs are 

considered inappropriate. 

Patients with behavioral health disorders are a particularly vulnerable population 

and often require prescription drugs to treat their conditions. These patients deserve to 

have access to effective medications, and they would also benefit from the necessary 

mahagement to ensure health and safety. 
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Generic medications are becoming increasingly available. The United States 

Food and Drug Administration requires that generic medications demonstrate 

bioequivalence with the brand name product in order to receive approval. 

The amendments proposed in Part II are intended to continue to provide access 

to medically necessary psychotropic medications while improving safety and cost

effectiveness. 

The Department fully supports Part II and is expecting initially a conservative 

estimated savings of $430,000 per year with savings compounding thereafter. 

DHS supports Sections 5 and 6 of Part III relating to death benefits for medical or 

financial assistance recipients which will decrease State-only funded funeral benefits to align 

with the Social Security Administration's lump sum death benefit. The proposed amendment 

will ensure a standard of equal treatment of both state and federal governmental benefits. 

DHS currently provides a fully state-funded funeral payment of up to $800 to 

surviving relatives to defray the mortuary and burial services costs for medical and 

financial assistance recipients who do not qualify for a federal death benefit at the time 

of their death. 

The federal benefit provided by the Social Security Administration to surviving 

spouses or children of eligible individuals who have 40 quarters of work history or 

receive monthly Social Security income is a lump sum death benefit of $255. 

The proposed amendment will require the State to provide a lump-sum death 

benefit identical to the federal Social Security Administration's lump-sum death benefit. 

This change will result in an estimated cost savings of approximately $430,000 in 

state funds per year, as well as bring parity in the level of government assistance 

provided to all medical and financial assistance recipients. 
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The disposition of unclaimed bodies and costs remains unchanged in this 

proposed bill. 

The Department opposes Section 7 of Part III that would prohibit DHS from 

expending any moneys from the Medicaid budget on purposes or programs other than 

programs directly related to Medicaid or programs that have not been specifically 

authorized by the Legislature and moneys appropriated for Medicaid programs may not 

be transferred, shifted, moved, changed, or spent on any programs other than programs 

directly related to Medicaid or programs specifically appropriated for by the Legislature. 

The intent of Section 7 is unclear and as written, the language in this section 

could prohibit DHS from spending on State-funded medical assistance programs, which 

are not Medicaid and which do not have specific line item budget appropriations. This 

could impact State-funded medical assistance programs such as the Immigrant 

Children's, the Pregnant Immigrant Women, the State Pharmacy Assistance and the 

Hawaii Rx Plus programs as well as the State Children'S Health Insurance program and 

COFA coverage which are not Medicaid programs. 

Also, this section could prevent the Department from sh!fting moneys between 

line items within the HMS 401 - Health Care Payments appropriation. 

Thank you for this opportunity to testify. 
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THE SENATE 
THE TWENTY-FIFTH LEGISLATURE 

REGULAR SESSION OF 2010 

Committee on Ways and Means 

Comments on H.B. 2774, HD2, SDI 
Relating to Human Services 

Wednesday, March 31, 2010, 9:30 A.M. 
Conference Room 211 

Chair Mercado Kim and Members of the Committee: 

I am Louis Erteschik, Staff Attorney at the Hawaii Disability Rights Center, and am 
commenting upon this bill. 

We take no position on the substantive provisions in Part One and Part Three of the bi" 
and address our remarks to Part Two. We continue to oppose this bi" because it 
undercuts the provisions of Act 239, Session Laws of 2005. That provision was known 
as "open access for mental health medication." 

We supported that bill because it was and is vital that mental health patients receive 
appropriate medications, prescribed by their physicians, in order to achieve stable, 
mental health. It is well documented in the medical literature that the pharmacological 
approach to treating mental illness is far different from that used to treat a physical 
ailment. Given the intricacies of individual human brain chemistry, it requires pinpoint 
precision to achieve a fine balance so that the delicate desired outcome of mental 
stability can be achieved. It is not the same as prescribing a standard antibiotic for the 
treatment of a common infection. For that reason, the legislature in 2005 recognized this 
and provided Medicaid coverage for psychotropic mediations which were prescribed in 
accordance with the terms of the law. 



We hope that the Legislature will resist any temptation to either repeal of amend Act 
239. We believe that it has served mental health consumers well and has promoted 
public safety and cost effectiveness for the state at the same time. We do not believe it 
should be altered. To the extent, however, that the Committee is inclined to advance 
this measure, we note the following specific concerns with the provisions in this 
particular bill. 

While the measure does not affect the use of antipsychotic medication, it does set forth 
a "fail twice" policy prior to an individual being able to obtain antidepressants that the 
physician may wish to prescribe. Inasmuch as the goal of a medication regime is to 
achieve stabilization and given the costs to society that come from a lack of 
stabilization, we believe that requiring an individual to "fail" more than once is not 
responsible public policy. At a minimum, we would prefer to see the bill amended 
accordingly so that if an individual failed on the first generic medication, they could then 
receive whatever medication the physician deemed appropriate. We believe this is too 
crucial a matter to allow failure at all. We believe even more adamantly that requiring 
failure to occur twice is dangerous public policy. 

Similarly, while the intent appears to be to treat anti-anxiety medication in the same 
fashion as antidepressants, the language in the bill is not clear. While it specifies that 
existing prescriptions would not be affected, it does not set forth a procedure to be 
followed, as it does in the case of antidepressants, for an individual to obtain the 
medication of their physician's choice. If the ultimate decision of the legislature is to 
adopt the "fail twice" policy for anti-anxiety medications, the language should then mirror 
the provision governing the use of antidepressants. 

Finally, we are troubled by the language in the bill that states that measures to ensure 
patient safety shall not be considered a restriction on coverage or access. While we 
understand from discussions with the DepartmenUhat the intent may be to address 
issues of poly pharmacy or prescriptions obtained by individuals who may not have 
disclosed to physicians other medications they were taking, we are concerned that the 
language as currently drafted could be interpreted so broadly as to effectively nUllify the 
entire Act. If the intent is more limited and focused, it can be stated with greater clarity 
and specificity. . 

Thank you for the opportunity to offer comments on this measure. 



Hawai'i Primary Care Association 
345 Queen Street I Suite 601 I Honolulu, HI 96813-4718 I Tel: 808.536.8442 I Fax: 808.524.0347 
www.hawaiipca.net 

Senate Committee on Ways & Means 
The Hon. Donna Mercado Kim, Chair 
The Hon. Shan S. Tsutsui., Vice Chair 

Comments on House Bill 2774, HD 2, SD 1 
RELATING TO HUMAN SERVICES 

Submitted by Beth Giesting, Chief Executive Officer 
March 31,2010 9:30 a.m. Agenda, Room 211 

The Hawai'i Primary Care Association strongly opposes Section 2 of this draft measure. The co-pays 
proposed are likely to be a deterrent to timely care for MedQUEST patients which could lead to higher 
costs due to delayed care. Moreover, it is likely that physicians, hospitals, and other providers would 
be responsible for collecting the co-pays, which, as a practical matter, would be hard to do and so 
would reduce reimbursement for services. For many private providers the extra work and reduction in 
fees would likely further erode participation in the MedQUEST program. 

Implementing this section is also unfeasible because the State could not do so without requesting and 
being granted an amendment to the 1115 waiver that currently governs the MedQUEST program. An 
1115 waiver amendment would be virtually impossible to obtain by January 2011. 

We do support other parts of this bill, which could have cost-saving effects without sacrificing services 
needed by beneficiaries. We note that Hawai'i has also not seized opportunities to save Medicaid 
money by investing in improved care management and more robust home and community long term 
care, which could have an even greater impact in savings and quality improvement. 

Thank you for this opportunity to comment on this important bill. 
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To: COMMITTEE ON WAYS AND MEANS 
Senator Donna Mercado Kim, Chair 
Senator Shan S. Tsutsui, Vice Chair 

From: Stephen Kemble, MD 

RE: HB2774 RELATING TO HUMAN SERVICES. 

Part I, Section 2: 
I am writing in opposition to the proposal to require a co-payment for QUEST beneficiaries for office visits, ER visits, 

and prescriptions. Many QUEST patients have severe, chronic illnesses requiring multiple medications and regular monitoring 
by their physicians. General Assistance now pays only $300 per month for living expenses, which is not enough to cover basic 
rent and personal needs like toilet paper and tooth paste, let alone co-pays even if they are only $5. This would impose an 
unreasonable hardship on QUEST patients, with the worst hardship falling on the ones with more severe health problems. There 
is plenty of evidence that co-pays that are significant in relation to income, as would be the case with the QUEST population, 
will deter necessary care more than unnecessary care. This will surely lead to significant morbidity and mortality for this 
population, resulting in increased use of emergency rooms and in-patient care. For every drug seeker who is deterred by a co
pay from asking for an unnecessary prescription, there will be two schizophrenics or diabetics who avoid necessary care and 
end up in the hospital, via the emergency room. This is not an effective way to save money. (See references attached.) 
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Increased Ambulatory Care Copayments 
and Hospitalizations among the Elderly 

Amal hi. Trivedi, M.D" M.P.IL, llusein M.P.Ii.. and Vincent Mol', PhD. 

ABSTRACT 

BACKGROUND 

When copayments for ambulatory care are increased, elderly patients may forgo 
important outpatient care, leading to increased use of hospital care. 

METHODS 

We compared longitudinal changes in the use of outpatient and inpatient care be
tween enrollees in Medicare plans that increased copayments for ambulatory care 
and enrollees in matched control plans - similar plans that made no changes in 
these copayments_ The study popuLation included 899,060 beneficiaries enrolled in 
36 Medicare plans during the period from 2001 through 2006. 

RESULTS 

In plans that increased copayments for ambulatory care, mean copayments nearly 
doubled for both primary care ($7.38 to $14.38) and specialty care ($12.66 to $22.05)_ 
In control plans, mean copayments for primary care and specialty care remained 
unchanged at $8.33 and $11.38, respectively. In the year after the rise in copayments, 
plans that increased cost sharing had 19.8 fewer annual outpatient visits per 100 
enrollees (95% confidence interval [CI], 16.6 to 23.1), 2.2 additional annual hospital 
admissions per 100 enrollees (95% CI, 1.8 to 2.6), 13.4 more annual inpatient days 
per 100 enrollees (95% CI, 10.2 to 16.6), and an increase of 0.7 percentage points in 
the proportion of enrollees who were hospitalized (95% CI, 0.51 to 0.95), as com
pared with concurrent trends in control plans. These estimates were consistent 
among a cohort of continuously enrolled beneficiaries. The effects of increases in 
copayments for ambulatory care were magnified among enrollees living in areas of 
lower income and education and among enrollees who had hypertension, diabetes, 
or a history of myocardial infarction. 

CONCLUSIONS 

Raising cost sharing for ambulatory care among elderly patients may have adverse 
health consequences and may increase total spending on health care. 

N ENGLJ MED 362;4 NEJM.ORG JANUARY 28, 2010 
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; CONOMIC THEORY AND EMPIRICAL EVI

dence suggest that patients will use fewer 
health services when they have to pay more 

for them.1 ,2 Increasing the copayment for ambu
latory care, for instance, has been shown to re
duce the number of outpatient visits.2-7 

In response to rapidly rising health care costs, 
many public and private insurers have increased 
the patient's share of the cost of ambulatory 
care. The typical copayment for an office visit in 
employer-based health plans doubled between 
2001 and 2006.8 An expanding number of state 
Medicaid programs have introduced or raised 
outpatient cost sharing for their enrollees.9 The 
proportion of Medicare enrollees in health plans 
requiring a copayment of more than $15 for an 
outpatient visit increased from 0.3 to 24% for pri
mary care visits and from 1.2% to 63% for special
ist visits between 1999 and 2003.10 

One concern about requiring copayments for 
ambulatory care is that they may deter patients 
from obtaining effective outpatient medical care, 
leading to greater offsetting use of acute care in 
the hospital. If this is true, then increasing the 
patient's share of the cost for ambulatory care 
may not reduce (or may even increase) total health 
care spending and may result in worse health 
outcomes. Elderly patients may be particularly 
sensitive to cost sharing because they have lower 
incomes, are more likely to be in poor health, 
and have greater out-oE-pocket spending on health 
care than nonelderly populations. '1 ,12 

There have been remarkably fEW studies of the 
consequences of increasing copayments for am
bulatory care, and even these studies have been 
limited because they have excluded elderly pa
tients2 or have evaluated concurrent changes in 
cost sharing for ambulatory care and prescription 
drugsy,13 We therefore examined the effect of 
increasing copayments for ambulatory care on 
the use of acute care in the hospital among a 
large, nationally representative cohort of elderly 
Medicare enrollees in managed-care plans. Using 
a quasi-experimental design, we compared longi
tudinal changes in the use of outpatient and in
patient care in Medicare plans that increased 
co payments for ambulatory care with concurrent 
trends in control plans - similar Medicare plans 
that did not change ambulatory care copayments. 
We also determined whether increased copay
ments for ambulatory care had differential effects 

among enrollees with chronic disease, black en
rollees, and enrollees from areas oflower socio
economic status. 

METHODS 

DATA SOURCES AND STUDY POPULATION 

We obtained individual-level data from the Medi
care Healthcare Effectiveness Data and Informa
tion Set (HEDIS) maintained by the Centers for 
Medicare and Medicaid Services (CMS) for the 
years 2001 through 2006. Information about data 
collection, variable specifications, and CMS-spon
sored audits has been published previously.14,15 
We matched 97% of the observations in the HEDIS 
data set to the Medicare enrollment file to deter
mine the demographic characteristics of enrollees. 

We obtained monthly information on health 
plan benefits for all Medicare plans from 2001 
through 2006 from the CMS. This information 
included each plan's cost-sharing requirement for 
outpatient visits, prescription drugs, and inpatient 
hospitalizations. To obtain information on health 
plan characteristics, we linked these data to the 
Interstudy Competitive Edge database16 or con
tacted the health plans directly. 

We analyzed benefits for 172 Medicare plans 
with more than 1 year of participation in Medi
care. From this sample, we identified 18 plans 
that between December 2001 and January 2006 
raised copayments for ambulatory care without 
increasing cost sharing for prescription drugs. 
We hereafter refer to these plans as case plans. 

We matched these 18 case plans to 18 control 
plans that changed neither copayments for ambu
latory care nor coverage of prescription drugs 
during the identical years in which cost-sharing 
plans increased co payments for ambulatory care. 
Each case plan was matched to a control plan on 
the basis of census region, model type, and tax 
status. If a case plan could be matched with two 
or more control plans, we randomly selected one 
of the control plans. If a control plan was 
matched with a case plan, it could not serve as a 
control for another case plan. 

After observations for Medicare beneficiaries 
younger than 65 years of age had been excluded, 
our main analytic sample included 1,522,067 ob
servations for 899,060 beneficiaries who were en
rolled during the period from January 2001 through 
December 2006. 

N ENGLJ MED 362;4 NEJM.ORG JANUARY 28, 2010 
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VARIABLES 

The main outcome variables were three measures 
of utilization ofinpatient hospital care: the num
ber of annual inpatient admissions, the number 
of annual inpatient days, and the probability of 
any use of inpatient care. Use of inpatient care 
was defined as including hospital stays for all 
medical and surgical acute care but excluded hos
pitalizations for mental health conditions. We 
also assessed the number of annual outpatient 
visits. We annualized utilization rates for 13% of 
observations from enrollees who were members 
of their plan for less than 12 months. 

The primary independent variables were an 
indicator variable for whether the health plan in
creased copayments for ambulatory care, an indi
cator variable for time (0 in the year before the 
copayments were raised, 1 in the year after), and a 
term of interaction between these two variables. 

Covariates included age (65 to 74 years, 75 to 
84 years, or older than 84 years), sex, race or 
ethnic group (black, white, or other), proportion 
of persons 65 years of age or older who were 
living in the enrollee's ZIP Code area and had an 
income below the federal poverty level, proportion 
of persons 65 years of age or older who were 
living in the enrollee's ZIP Code area and had 
attended college (whether or not they graduated), 
and year in which the variables were measured. 

STATISTICAL ANALYSIS 

We used a difference-in-differences approach to 
assess the effect ofincreased copayments for am
bulatory care on utilization of inpatient and out
patient services. This method accounts for secu
lar trends in outcomes by subtracting the change 
in utilization in control plans from the concur
rent change in plans that increased cost sharing 
(hereafter referred to as difference-in-differences 
estimates). 

We fitted generalized linear models that in
cluded the independent variables and covariates 
described above. We included an indicator vari
able for the health plan to account for clustering 
of observations in health plans and used general
ized estimating equations to account for multiple 
observations for one enrollee. Our model there
fore estimates the mean within-plan effect of in
creased copayments for ambulatory care. 

We used a one-part generalized linear mod
el and an identity link with PROC GENMOD 

(SAS).'7.'8 Our results were not appreciably changed 
by using a two-part model (which first estimates 
the probability of any use of care among all en
rollees and then estimates the magnitude of 
utilization for those persons who did receive ser
vices), using a log-link, or excluding observations 
from enrollees who were plan members for less 
than 12 months. All models were weighted by 
the number of months subjects were enrolled in 
their planY 

To account for the exit of enrollees from 
health plans, we also analyzed data for a cohort 
of subjects who were continuously enrolled in 
their plan and assessed the baseline utilization 
patterns among those who exited the plan as 
compared with those who remained. This analy
sis was restricted to persons who were enrolled 
in a plan for at least 9 months and who did not die 
during the year before the copayment increase. 

We separately estimated difference-in-differ
ences effects for continuously enrolled beneficia
ries in three strata of area-level income and edu
cation, for three racial or ethnic groups (white, 
black, other), and for subjects who had hyperten
sion, diabetes, or myocardial infarction in the 
year before the copayment increase. Enrollees 
with these conditions were identified with the 
use of specifications for HEDIS effectiveness-of
care measures pertaining to hypertension, diabe
tes, and acute myocardial infarction. 

To determine whether our results were sen
sitive to the inclusion of multiple years of data 
before copayments for ambulatory care were 
changed, we assessed utilization in eight plans in 
which no changes in benefits had been made in 
the 2 years before copayments for ambulatory 
care were increased and in eight concurrent con
trol plans. 

To determine national trends in the Medicare 
managed-care program, we assessed utilization 
in all plans with 2 or more years of participation 
in Medicare. Among the plans in this sample, 
utilization of inpatient care was stable during the 
study years, whereas annual outpatient visits in
creased by an average of 4.7% per year between 
January 2001 and December 2006. These trends 
in utilization were similar to those observed in 
control plans. 

All analyses were performed with the use of 
SAS software, version 9.2. Results are reported 
with two-tailed P values or 95% confidence in-

N ENGLJ MED 362;4 NEJM.ORG JANUARY 28. 2010 
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tervals. The Brown University Human Research 
Protections Office and the CMS Privacy Board 
approved the study protocol. 

RESULTS 

Case plans increased copayments for primary care 
visits by 95% (interquartile range, 50 to 150%) 
and increased copayments for specialist visits by 
74% (interquartile range, 33 to 150%). The inter
quartile range for the absolute value of the in
crease was $5 to $10 for primary care copayments 
and $5 to $15 for specialty care copayments. In
patient cost sharing increased in both case and 
control plans, although the increase was much 
larger in the case plans. As compared with en
rollees in control plans, enrollees in case plans 
were more likely to be black and living in areas 
with slightly lower income and educational attain
ment (Table 1). 

Over time, there was an increase in ambula
tory visits in both the case and control plans 
(Table 2). However, the increase was smaller in 
case plans than in control plans. In contrast, case 
plans had significant increases in annual inpa
tient days, annual inpatient admissions, and the 
probability of any use of inpatient care, as com-

pared with control plans. Of the 18 case plans, 
13 had declines in annual outpatient visits and 15 
had increases in annual inpatient admissions, 
as compared with the concurrent trends in the 
matched control plans. (See Fig. 1 and 2 in the 
Supplementary Appendix, available with the full 
text of this article at NEJM.org.) 

Among enrollees with at least 9 months of 
participation in their plans before the copayment 
increase, 12.2% exited the case pian after the in
crease. The concurrent dropout rate in control 
plans was 11.1% (P<O.OOl) (Table 3). Enrollees 
who exited case plans had greater utilization of 
inpatient care than those who remained. In con
trast, enrollees who exited controls plan had 
lower utilization of inpatient care than enrollees 
who remained Cfable 3). 

In a cohort of beneficiaries who were continu
ously enrolled in their plans, the rate of visits 
made for ambulatory care increased by a smaller 
amount in case plans than in control plans Cfa
ble 4). However, the use of inpatient care in
creased by a greater amount in case plans than 
in control plans. The number of annual inpatient 
admissions was lower among enrollees in case 
plans than among those in control plans before 
the copayment increase but was higher than the 

Table 1. Cost Sharing and Enrollee Characteristics in Case and Control Medicare Plans.* 

Variable Case Plans (N = 18) Control Plans (N = 18) 

Year before Year after Year before Case Year after Case 
Copayment Copayment Plans Increased Plans Increased 

Increase Increase Copayment Copayment 

Mean copayment (range) - $ 

Primary care 7.38 (5-15) 14.38 (10-25) 8.33 (0-15) Unchanged 

Specialty care 12.6.6 (5-25) 22.05 (10-40) 11.38 (0-25) Unchanged 

Inpatient caret 148.33 (0-670) 329.17 (0-1,200) 111.11 (0-500) 177.08 (0-900) 

Age-yr 74.2±0.8 74.4±0.8 74.5±1.2 74.7±1.3 

Female sex - % 59 S9 57 57 

Race-% 

White 81 81 91 91 

Black 12 11 

Other 7 8 4 4 

I ncome below federal poverty level 10 10 9 9 
-% 

College attendance - % 30 30 33 32 

" Plus-minus values are means ±SD. 
t The amounts listed represent the expected co payments for a 4-day hospital stay. 
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Change in Rates of Use of Outpatient and Inpatient Care in Case and Control Plans.* 

Variable Case Plans Control Plans Between-Group Difference 

Year before Year after Year before Case Year after Case 
Copayment Copayment Plans Increased Plans Increased 

Increase Increase Change Co payments Copayments Change Unadjusted Adjusted (95% CI) 

Ann ual outpatient visits 
per 100 enrollees 

Annual hospital admissions 
per 100 enrollees 

Annual hospital days 
per 100 enrollees 

Percentage of enrollees with 
any use of inpatient care 

* CI denotes confidence interval. 

702.0 

25.3 

133.5 

15.4 

720.5 18.5 753.4 

27.6 2.3 25.& 

145.9 12.4 125.6 

16.3 0.9 15.9 

Table 3. Baseline Use of Care among Enrollees Who Exited and Those Who Remained in Case and Control Plans.* 

Variable Case Plans 

Exited Plan Remained in Plan Difference Exited Plan 
(N=43,641) (N = 314,245) (95%CI) (N =35,307) 

Annual outpatient visits per 571.3 694.& -123.5 526.& 
100 enrollees (-129.7 to -117.2) 

Annual hospital admissions 22.0 20.2 1.8 18.9 
per 100 enrollees (1.2 to 2.4) 

Annual hospital days per 107.1 95.5 11.6 &6.8 
100 enrollees (7.4 to 15.&) 

Percentage of enrollees with 14.9 14.0 0.& 12.3 
any use of inpatient care (0.5 to -1.2) 

" CI denotes confidence interval. 

798.9 45.5 -2.7.0 -19.8 (-23.1 to -16.6) 

26.1 0.3 2.0 2.2 (1.8 to 2.6) 

126.7 1.1 11.3 13.4 (10.2 to 16.6) 

16.2 0.3 0.6 0.7 (0.5 to 1.0) 

Between-Group 
Control Plans Difference (95% CII 

Remained in Plan Difference 
(N = 281,505) (95%CI) 

752.& -226.0 102.6 
(-233.5 to -1&.6) (92.9 to 112.2) 

20.9 -2.0 3.8 
(-2.7 to -1.3) (2.9 to 4.7) 

91.0 -4.2 15.& 
(-&.5 to 0) (9.& to 21.8) 

14.& -2.6 3.4 
(-3.0 to -2.2) (2.9 to 3.9) 
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ratc for enrollees in control plans after the copay-

u S ~ ment increase (adjusted difference-in-difference r...: 

~ 
I :;;:- r...: C) estimate, 2.0 admissions per 100 enrollees; 95% '" ...... 

u .8 N .8 s:: 
~ "': B B confidence interval, 1.6 to 2.4). E M 

~ -0 M ~ ,....; '" ~ 
...... e. The effects of increased ambulatory cost shar-e .L c. C. 

::> N 0 .... 00 ing on utilization of care were increased for en-a. '0 d N -i d ::l « ...... ...... 
E I rollees living in areas oflow income and education l!J 
C: and for enrollees who had diabetes, hypertension, 
'" -0 '" or a history of myocardial infarction. Increases ~ ~ 

::> '" '" ...... 00 in the utilization of inpatient and outpatient care co '0 ,....; ,....; ~ d 

'" 
...... 

C I were greater among black enrollees in case plans 
~, ::J 
on than among black enrollees in control plans; s:: .. difference-in-difference estimates for utilization ;;: 

] '" bD 
M .... 00 N of inpatient care were greater for black enrollees s:: 

s:: '" '" u:i ,....; N 
than for white enrollees (Fig. 1) . 0 ..t: '" .... 

u U 

"0 In a sensitivity analysis of eight case plans in c .. ",-0 
which copayments for ambulatory care and for '" '" '" Vl 

'" '" '" ~ .. u~~ prescription drugs had been constant for 2 years u VI Q) b E '" M 00 '" .= C ¢!C>-. vi r...: N u:i before being increased, the mean (±SE) rates of .. 
",- '" N N :::l ...... 

"0 ;;: ~",o. 00 
~ e '" C 0 annual inpatient admissions in case plans were e ~Eu 
c c 26.1±1.0 per 100 enrollees 2 years before the UJ 0 
>.. U copayment increase, 26.1±1.0 per 100 enrollees Ui ~ -g IJ1 ::l 
0 UVl~ 1 year before the copayment increase, and 27.9±1.0 ::l 

'" C 
~ OJ ... '" N '" 0 00 per 100 enrollees 1 year after the copayment in-c ~~~ u:i d ,....; -i 
0 OJ- '" '" N '" ...... 

crease. The corresponding rates in control plans u ..0",,,- .... 
f! ~ c 0 ., m.!l! U were 27.3±0.7, 27.7±0.7, and 27.5±0.7 . 

3:: >-0. 

0 
..t: 

3:: DISCUSSION 
II) 

'" .;: .. '" We examined the consequences of increasing co-'u bD 
00 M ~ e-. q:: c ., 

'" r...: cO .,., N payments for ambulatory care in a large, nation-c ..t: .... .,., 
OJ U co ally representative sample of elderly Medicare en-bO 
c 

rollees in managed-care plans. As compared with 0 
E 
to 

~t~ matched control plans in which copayments for f! ...... .,., .,., 
'" .. VI ~ ~ ~ r...: cO ,....; u:i ambulatory care were unchanged, Medicare plans u c .... N .,., ...... .. '" '" u - ;;: " a. c .... ...... 

that increased these copayments by an average of s:: >-0-
'" '" u 
.~ VI 95% for primary care and 74% for specialty care .. a. U 

-= had a reduction in the number of outpatient visits 
-0 

s:: but an increase in hospital admissions, in the .. ,,-- o ~ Q) c number of days of hospital care, and in the pro-.. ~E~ M N '" ~ 
~ ~ ~b '" d vi M 

portion of enrollees who used hospital care. Ac-e-. N '" ...... a. 
<II 0. s:: '" :; ,"0-

cording to our estimates, for every 100 elderly 0 >-u .... 
enrollees exposed to this level of increased cost 0 ., 

VI Iii sharing for ambulatory care, there would be 20 ::J 
V> -£ ~ ~ .... OJ 0 C ~ fewer outpatient visits during the first year after 0. 0 

OJ 
'3: G c 

~ J!l .~ 
0. "' .... '" the increase but more than 2 additional admis-';;; '" C 'E V> '" ~.~ u 

0:: ':;;; '" >-. 
o~ 

C 

.= .... -0 '" '" '" sions for acute care and approximately 13 addi-c V> "'= -0 '" 
~ 0. -0 

g'" '" '" -0 

~~ 
c C q:: 

tional inpatient days in the year after the increase. ',p QJ '" ~ '" '- c 
s:: "'= .~ s:: 4- 4- 0 .. 0.0 0.'" ~e 

o 0 u 
The effects of copayment increases on the subse-..c :i c "'0 '" '" '" u 00 o C bDV> OJ 

'" o '" 
..c ...... ..<: '" '" ::J (5 quent use of inpatient care were magnifIed for -i ::0 - 0 Iii OJ 

-0 c~ c "'0 "'0 
~ '" ~ ...... ::> 0. ~ ...... 8 '" '" enrollees living in areas with low income and low ..0 .;: s:: -0 

?2 .. c c C OJ U > « « « 0. educational levels, for black enrollees, and for >" 
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Differences in Estimates per 100 Enrollees Figure 1. Difference-in-Differences Estimates per 100 
Enrollees for Annual Outpatient and Inpatient Services 
in Case Plans as Compared with Control Plans, Accord
ing to Income, Education, Race, and Presence of 
Chronic Conditions. 

A 
Characteristic 
Income 

High 

Medium 

Low 

Education 

High 

Medium 

Low 

Race 

White 

Black 

Other 

Condition 

Hypertension 

Diabetes 

Myocardial infarction 

B 
Characteristic 
Income 

High 

Medium 

Low 

Education 

High 

Medium 

Low 

Race 

White 

Black 

Other 

Condition 

Hypertension 

Diabetes 

Myocardial infarction 

C 
Characteristic 
Income 

High 

Medium 

Low 
Education 

High 

Medium 

Low 

Race 

White 

Black 

Other 

Condition 

Hypertension 

Diabetes 

Myocardial infarction 
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Estimates are shown for outpatient visits (Panel A), in· 
patient admissions (Panel B), and inpatient days (Panel 
C). Income denotes the percentage of persons in an en· 
rollee's ZIP Code area who were 65 years of age or old· 
er and had an annual income below the federal poverty 
level. High refers to the ZIP Code areas in the highest 
quartile for income above the poverty level, medium to 
the middle two quartiles, and low to the lowest quartile. 
Education denotes the percentage of persons in an en· 
rollee's ZIP Code area who were 65 years of age or older 
and had attended college. High refers to the ZIP Code 
areas in the highest quartile of college attendance, me· 
dium to the middle two quartiles, and low to the lowest 
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in the use of services in case plans as compared with 
the concurrent trend in control plans, and "service use 
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in case plans as compared with the concurrent trend in 
control plans. 

enrollees who had hypertension, diabetes, or a 
history of acute myocardial infarction as com
pared with the effects observed for the entire study 
cohort. 

These changes occurred despite two trends 
that would have been likely to reduce utilization 
of inpatient care in plans that increased copay
ments for ambulatory care. First, enrollees with 
historically higher use of inpatient care exited the 
plan after copayments increased, whereas this 
pattern was reversed in control plans, which main
tained lower copayments. This result is consistent 
with the expected selection effects in response to 
increased cost sharing - namely, sicker enroll
ees avoid health plans with higher copayments.19 

Second, health plans that increased copayments 
for ambulatory care simultaneously increased 
copayments for inpatient care, which has been 
found in other studies to discourage use of hos
pital care.7,20 By examining the benefit structure 
of each health plan, we excluded the possibility 
that changes in utilization of inpatient care were 
the result of other changes in the insurance
benefit design in case or control health plans. 

Few studies have assessed the consequences 
of increased outpatient copayments on subse
quent utilization of inpatient care. In the RAND 
Health Insurance Experiment, persons who had 
to pay an annual deductible for outpatient care 
made fewer outpatient visits and also had fewer 
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inpatient admissions than did persons who re
ceived free care, suggesting that increased cost 
sharing for outpatient care does not promote 
greater use of hospital care.2 However, the RAND 
experiment excluded elderly patients and ended 
in 1982. Therefore, these findings may not be 
generalizable to contemporary elderly popula
tions. For example, the rates of use of inpatient 
care in our study were approximately twice as 
great as the rates reported for the cohort in the 
RAND experiment. 

Our results are broadly consistent with the 
results of two studies of copayment increases for 
outpatient care among Medicaid and Medicare 
enrollees. The introduction of a $1 copayment in 
California's Medicaid program in 1972 was asso
ciated with an 8% reduction in physician visits 
and a 17% increase in hospital days.13 Similarly, 
the introduction of a $10 co payment among 
elderly beneficiaries receiving supplemental insur
ance benefits through the California Public Em
ployees Retirement System resulted in substantial 
declines in outpatient visits but increased utiliza
tion of hospital care.u In both studies, there was 
a concurrent rise in cost sharing for prescription 
drugs, making it difficult to isolate the effect of 
the new copayments for outpatient care. 

Our findings are also consistent with an in
creasing body of research showing that uniform 
increases in cost sharing for prescription drugs 
without consideration of the value of the medica
tion or the clinical and socioeconomic status of 
the affected patients can have deleterious effects 
on health.21-24 The results also extend our previous 
work showing that elderly enrollees in managed
care plans reduce their use of effective medical 
care in response to copayments as low as $10.25•26 

According to the findings of the RAND Health 
Insurance Experiment and other studies of non
elderly insured populations, cost sharing has 
generally been thought to reduce total health care 
spending without harming health for the average 
person.2 ,27-32 Our results, however, suggest that in
creasing copayments for ambulatory care among 
elderly Medicare beneficiaries may be a particu
larly ill-advised cost:-containment strategy. Assum
ing an average reimbursement of $60 for an out
patient visit,33 seven annual outpatient visits per 
enrollee, and an average copayment increase of 
$8.50 per visit, a Medicare plan would receive an 
additional $5,950 in patient copayments and avert 
$1,200 in spending on outpatient visits for every 
100 enrollees, for a total of $7,150 in savings for 

the health plan. However, assuming an average 
cost of $11,065 for hospitalization of a person 65 
to 84 years of age in 2006,34 our estimates sug
gest that expenditures for inpatient care will in
crease by $24,000 for every 100 health plan enroll
ees in the year after copayments for ambulatory 
care are increased. Even if we used the upper 
bound of the 95% confidence interval for the es
timate of outpatient visits, used the lower bound 
of the 95% confidence interval for the estimate 
of inpatient admissions, and doubled the average 
reimbursement for an outpatient visit, additional 
expenditures for hospital care would still exceed 
any savings from the copayment increase by a 
factor of nearly two. 

The main limitation of our study is that en
rollees were not randomly assigned to case and 
control plans. However, our findings were ob
served in a cohort of continuously enrolled ben
eficiaries, suggesting that our results were not 
biased by selective enrollment in and exit from 
health plans in response to changes in cost shar
ing. In addition, utilization of inpatient care was 
lower in case plans than in control plans during 
the year before the copayment increase, indicat
ing that enrollees in case plans were not inher
ently more likely to use hospital care. However, 
we cannot fully exclude the possibility that un
measured differences between case and control 
plans influenced our results. 

We observed the use of care over a short 
period of time. Different patterns might have 
emerged if we had been able to follow a sizable 
cohort for more than 3 years. We were unable to 
match case plans with control plans in a geo
graphic area smaller than a census region, given 
the relatively small number of Medicare plans in 
the country. 

Our analysis did not include data on the di
agnoses, procedures, and costs associated with 
hospital admissions and outpatient visits. We 
could not assess the timing of forgone outpa
tient visits in relation to hospital admissions. Fi
nally, because of the small number of case plans, 
we were unable to evaluate separately the effects 
ofincreasing cost sharing for primary care visits 
as opposed to specialty care visits or the relation
ship between the magnitude of cost-sharing in
creases and subsequent use of hospital care. 

In conclusion, increasing copayments for am
bulatory care reduced the use of outpatient care 
among elderly enrollees in managed-care plans, 
but this decline was offset by an increase in hos-
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pitalizations, particularly among enrollees with 
low socioeconomic status and those with chronic 
disease. Increasing copayments for ambulatory 
care among elderly patients may have adverse 
health consequences and may increase spending 
for health care. 
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The Health Insurance Experiment 
A Classic RAND Study Speaks to the Current 
Health Care Reform Debate 

A
fter decades of evolution and 

experiment, the u.s. health care 

system has yet to solve a funda
mental challenge: delivering quality 

health care to all Americans at an affordable 

price. In the coming years, new solutions will 

be explored and older ideas revisited. One 

idea that has returned to prominence is cost 

sharing, which involves shifting a greater 

share of health care expense and responsibil

ity onto consumers. Recent public discussion 
of cost sharing has often cited a landmark 

RAND study: the Health Insurance Experi
ment (HIE). Although it was completed over 

two decades ago, in 1982, the HIE remains 

the only long-term, experimental study of cost 

sharing and its effect on service use, quality of 

care, and health. 'The purpose of this research 
brief is to summarize the HIE's main findings 

and clarify its relevance for today's debate. 

Our goal is not to conclude that cost sharing is 

good or bad but ro illuminate its effects so that 

policymakers can use the information ro make 
sound decisions. 

Learning from Experiment: 
Conducting the HIE 
In the early 1970s, financing and the impact of 

cost sharing took center stage in the national 
health care debate. At the time, the debate 

focused on free, universal health care and 

whether the benefits would justify the costs_ 

To inform this debate, an interdisciplinary 

team of RAN D researchers designed and car

ried out the HIE, one of the largest and most 

comprehensive social science experiments ever 
performed in the United States. 

• 

• 

• 

The HIE posed three basic questions: 

How does cost sharing or membership in 

an HMO affect use of health services com

pared to free care? 

How does cost sharing or membership in 

an HMO affect appropriateness and quality 

of care received? 

What are the consequences for health? 

1he HIE was a large-scale, randomized 

experiment conducted between 1971 and 

1982. For the study, RAND recruited 2,750 

families encompassing more than 7,700 indi

viduals, aU of whom were under the age of 

65. They were chosen from six sites across the 



United States to provide a regional and urban/rural balance. 
Participants were randomly assigned to one of five types of 

health insurance plans created specifically for the experi

ment. 'There were four basic types of fee-for-service plans: 

One type offered free care; the other three types involved 

varying levels of cost sharing-25 percent, 50 percent, or 95 

percent coinsurance (the percentage of medical charges that 

the consumer must pay). The fifth type of health insurance 

plan was a nonprofit, HMO-st:yle group cooperative. 'T}lOse 
assigned to the HMO received their care free of charge. 

For poorer families in plans that involved cost sharing, the 

amount of cost sharing was income-adjusted to one of three 
levels: 5, 10, or 15 percent of income. Out-of~pocket spend

ing was capped at these percentages of income or at $1,000 
annually (roughly $3,000 annually if adjusted from 1977 to 

2005 levels), whichever was lower. TIle 95 percent coinsur

ance plan in the study closely resembled the high-deductible 

catastrophic plans being discussed today. 

Families participated in the experiment for 3-5 years. 

lhe upper age limit for adults at the time of enrollment 

was 61, so that no participants would become eligible for 

Medicare before the experiment ended. 10 assess partici

pant service use, COStS, and quality of care, RAND served 

as the families' insurer and processed their claims. To assess 

participant health, RAND administered surveys at the 

beginning and end of the experiment and also conducted 

comprehensive physical exams. Sixty percent of participants 

were randomly chosen to receive exams at the beginning of 

the study, and all received physicals at the end. TIle random 

use of physicals at the beginning was intended to control for 

possible health effects that might be stimulated by the physi

cal exam alone, independent of further participation in the 

experiment. 

Effects on Use of Health Services 
The results showed that cost sharing reduced the use of 

nearly all health services. Specifically, 

• Averaged across all levels of coinsurance, participants 

(including both adults and children) with cost sharing 

made one to two fewer physician visits annually and had 

20 percent fewer hospitalizations than those with free 
care. Declines were similar for other types of services as 

well, including dental visits, prescriptions, and mental 

health treatment (see Figures 1 and 2). 

• Consumers in the HMO-style cooperative had 39 percent 
fewer hospital admissions than consumers with free care 

in the fee-for-service system, but they had similar use of 
outpatient services. Spending reductions under the HMO 

plan were comparable to the effects of a higher rate of 

coinsurance in the fe~-for-service system. 

-2-

Figure 1 
Participants with Cost Sharing Visited the Doctor Less 
Frequently 
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SOURCE: Newhouse and the Insurance Experiment Group, 1993, 
Tables 3.2 and 3.3. 
NOTE: Utilization numbers include both adults and children. 

Figure 2 
. .. and Were Admitted to Hospitals Less Often 
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SOURCE: Newhouse and the Insurance Experiment Group, 1993, 
Tables 3.2 and 3.3. 
NOTE: Utilization numbers include both adults and children. 

• Participants in cost sharing plans spent less on health 
care; this savings came from using fewer services rather 

than finding lower prices. Those with 25 percent coinsur
ance spent 20 percent less than participants with free 

care, and those with 95 percent coinsurance spent about 
30 percent less (see Figure 3). 

• Reduced use of services resulted primarily from partici
pants deciding not to initiate care. Once patients entered 

the health care system, cost sharing only modestly affected 

the intensity or cost of an episode of care. 

Effects on Appropriateness of Care and on 
Quality of Care 
The analysis also examined the appropriateness of the services 
reduced by cost sharing and the technical quality of care 



Figure 3 
Participants with Cost Sharing Spent Less on Health 
Care Services 
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SOURCE: Newhouse and the Insurance Experiment Group, 1993, 
Tables 3.2 and 3.3. 
NOTES: Spending numbers include both adults and children. 
Spending numbers have been adjusted to 2005 dollars using 
all-items Consumer Price Index. 

received by participants. Did cost sharing deter participants 

from seeking appropriate care to a greater or lesser extent than 

it deterred ineffective care? To answer this question, analysts 

grouped specific conditions into seven categories according to 

the degree to which outpatient care and therapies were known 

to be effective in treating each condition. TI1e categories 

ranged from conditions for which care is highly effective to 

conditions for which care is rarely effective. 

TIle analysis found that cost sharing reduced the use of 

effective and less-effective care across the board (see the 

table). For hospitalizations and prescription drug use, cost 

sharing likewise reduced more-effective and less-effective 

care in roughly equal amounts for all participants. The pro

portion of inappropriate hospitalizations was the same (23 

percent) for cost-sharing and free-plan participants, as was 

the inappropriate use of antibiotics. 

In addition to measuring the appropriateness of care 

sought by patients, the experiment measured the quality 

of care delivered. Analysts constructed process measures of 

the quality of ambulatory and dental care received by HIE 

participants. The process measures dealt with the appropri

ate use of visits and diagnostic tests by providers and the 

appropriate use of therapeutic interventions after participants 

sought care. 

Two striking findings emerged: First, cost sharing did 

not significantly affect the quality of care received by par
ticipants. Clinically meaningful differences between the free 

plan and cost sharing plans appeared only for the process 

criteria dealing with the need for an office visit: 59 percent 

for free-plan participants versus 52 percent for those under 

-3-

cost-sharing. Second, the overall level of quality for process 

measures was surprisingly low for all participants: criteria for 

quality were met only 62 percent of the time. These results 

were discouraging at the time. What is more, recent RAND 

work found that health care quality may not have improved 

significantly in the interim. Results of a 2003 nationwide 

study showed that quality criteria were met only 55 percent 

of the time.! TIlliS, despite tremendous technical progress 

that raises the potential value of care received, quality of care 

as a proportion of the best possible care has not improved in 
the past 20 years. 

Effects on Health 
Tn general, the reduction in services induced by cost sharing 

had no adverse effect on participants' health. However, there 

were exceptions. The poorest and sickest 6 percent of the 

sample at the start of the experiment had better outcomes 
under the free plan for 4 of the 30 conditions measured. 

Specifically, 

• Free care improved the control of hypertension. 1he poor

est patients in the free care group who entered the experi

ment with hypertension saw greater reductions in blood 

pressure than did their counterparts with cost sharing. 

1he projected effect was about a 10 percent reduction in 

mortality for those with hypertension. 

• Free care marginally improved vision for the poorest 

patients. 

• Free care also increased the likelihood among the poorest 

patients of receiving needed dental care. 
• Serious symptoms2 were less prevalent for poorer people on 

the free plan. 

• Cost sharing also had some beneficial effects. Participants 
in cost sharing plans worried less about their health and 

had fewer restricted-activity days (including time spent in 
seeking medical care). 

Likewise, patient satisfaction, another outcome of inter
est, was generally high and did not vary at different levels of 

cost sharing among the fee-ror-service plans. While health 

outcomes at the HMO were no different than outcomes for 

those with free care, patient satisfaction was lower among 
participants initially assigned to the HMO. "111ese partici-

1 For a summary of this work, see ""lbe First National Report Card 
on Quality of Health Care in America," RB 9053-2, available at 
http://www.rand.org/pubs/research_brie£~/RB9053-2/. 

2 Defined as chest pain when exercising, bleeding (other than nosebleed or 
menstrual period) not caused by accident or injury, loss of consciousness, 
shortness of breath with light exercise of work, and weight loss of more 
than ten pounds (except when dieting). 
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Cost Sharing Reduced the Use of Medical Services at all Levels of Effectiveness 

Predicted Percentage of Participants with at Least One Episode of Care in a Single 
Year, by Medical Effectiveness Category and Plan 

Medical Effectiveness Category Adults Children 

Free Care Cost Sharing Free Care Cost Sharing 

Highly effective 

Acute 28 19 32 23 

Acute/ch ron ic 17 13 19 16 

Chronic 13 11 4 2 

Quite effective 23 18 22 18 

Less effective 25 19 13 10 

Rarely effective 11 7 5 3 

Rarely effective but equally effective 
with self-care or doctor 39 29 36 24 

SOURCE: Lohr et aI., 1986, p. 34. 
NOTE: Percentages refer to participants who had at least one episode of care within the relevant diagnostic categories during a year of 
the experiment. 

pants were less satisfied with care overall than either those 
who had previously chosen to be in the HMO or those who 

remained in the fee-for-service system. 

Finally, the experiment examined whether shouldering 

more of their own health care costs leads people to take bet

ter care of themselves. It did not. Risky behaviors were not 

affected-rates of smoking and obesity, for instance, did not 

change. 

Implications for lodayrs Health Care Reform 
Discussion 
Today's health care environment differs in fundamental ways 

from the one in which the HIE took place. 1he science of 

medicine has changed across all dimensions. Managed care 

has become more prominent, as has prescription drug use. 

Doctors emphasize preventive care to a greater extent and 

know more about providing it. Given these and many other 
systemic changes, it is impossible to know whether a similar 

experiment undertaken today would produce similar results. 

It is possible to take two contrasting perspectives on the 
HIE's relevance to today's health care debate. On the one 

hand, the study raises the possibility that cost sharing can be 

adapted to help achieve fundamental goals: containing costs 
and reducing waste without damaging health or quality of 

care. Would pairing some form of cost sharing and managed 

care allow us to exploit COSt sharing's benefits (reduced costs 

and unnecessary care, small overall health effects) while 

avoiding its negatives (reduction in needed care, some health 

effects for poorer and sicker patients)? The study suggested 
that cost sharing should be minimal or nonexistent for the 

poor, especially those with chronic disease. 

On the other hand, the HIE showed that cost sharing can 

be a blunt tool. It reduced both needed and unneeded health 

services. Indeed, subsequent RAND work on appropriate

ness of care found that economic incentives by themselves 

do not improve appropriateness of care or lead to clinically 

sensible reductions in service use.3 

In addition, cost sharing may not address the principal 

causes of cost growth. Cost sharing cuts expenditures by 

reducing visits but has little effect on the cost of treatment 

once care is sought. If, as is widely believed, cost increases 

are driven by treatment expense and new technologies, cost 

sharing can contribute to reducing costs at each point in 

time bur may have little effect on the overall rate of cost 

growth. 
Testing the effects of cost sharing in today's environment 

and determining its usefulness as a tool for health system 

reform would require another large-scale demonstration. To 
our knowledge, no such demonstration has been conducted 

since the HIE. However, important nonexperitnental work 

has been done in the interim using the HIE's findings on 

the effect of cost sharing in more targeted insurance plans. A 

recent series of RAND studies showed that cutting prescrip

tion co-payments for patients who needed cholesterol

lowering drugs the most could improve their health and save 

more than $1 billion annually in medical costs by increasing 

adherence and reducing the chance ofhospitalization.4 In 

3 For a summary of this work, see ''Assessing the Appropriateness of 
Care: How Much Is Too Much?" RB-4522, available at 
http://www.rand.org/pubs/research_brief.~/RB4522. 



this instance, reduced cost sharing led to greater savings and 
improved health. 

As health reform reenters the national policy dialogue, 

RAND Health is once again providing a framework and 
objective analysis to inform the evaluation of options. The 

Comprehensive Assessment of Reform Efforts (COMPARE) 

initiative is developing a multidimensional framework 

within which a variety of proposed solutions to the problems 

in the U.S. health care system can be evaluated. RAND 

llealth will use a variety of analytic tools including micro

simulation to explore the expected performance of the health 

care system over the next two decades in the absence of sig

nificant policy change (I.e., establish a base case). Proposals 

for change will be evaluated in comparison to the base case. 

'This work continues the role that RAND Health began with 

the HIE by providing the facts and analysis necessary for 

informing health policy. III 

4 For a summary or this work, see "Cutting Drug Co-Payments for Sicker 
Patients on Cholesterol-Lowering Drugs Could Save a Billion Dollars 
Every Year," RB-9169, available at 
http://www.rand.org/puhs/research_brief,/RB9169. 
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the RAND Health Insurance Experiment 
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Bibliographical note: Work on the HIE began in 1973 
and ended in 1982. The study led to over 300 publications, 
including journal articles, reports, and books. For a compre
hensive bibliography of HIE-related publications, see 
http://www.rand.org/health/projects/hie/hiepubs.htlTII. 
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HAWAII MEDICAL ASSOCIATION 
1360 S. Beretania Street, Suite 200, Honolulu, Hawaii 96814 
Phone (808) 536-7702 Fax (808) 528-2376 www.hmaonline.net 

Wednesday March 31, 2010, 9:30am, Conference Room 211 

To: COMMITTEE ON WAYS AND MEANS 
Senator Donna Mercado Kim, Chair 
Senator Shan S. Tsutsui, Vice Chair 

From: Hawaii Medical Association 
Gary A. Okamoto, MD, Legislative Co-Chair 
Linda Rasmussen, MD, Legislative Co-Chair 
April Donahue, Executive Director 
Lauren Zirbel, Government Affairs 
Dick Botti, Government Affairs 

RE: HB2774 RELATING TO HUMAN SERVICES 

Chairs & Committee Members: 

Hawaii Medical Association would like to provide comments on Part I and II of HB2774 Relating to 
Human Services and addressing QUEST benefits. 

HMA has concerns regarding the proposal in Part I to implement co-pays for physician services and 
prescriptions for the QUEST population. A significant number of QUEST patients have chronic 
conditions that require multiple medications and visits to their physicians. As General Assistance 
provides just $300 per month, not enough to cover basic personal needs, adding co-pays could 
create undue hardship for QUEST patients. Patients with the more severe health problems would be 
most seriously impacted. 

Evidence has shown that co-pays significant in relation to income, such as with QUEST 
beneficiaries, deter necessary care more than unnecessary care. Not seeking appropriate care will 
lead to significantly worse health outcomes for this population, resulting in increased use of 
emergency rooms and in-patient care (and thus increased costs). 

HMA also has concerns with the policy of specifying formulary and prior authorization policies for 
QUEST plans in statute, as is the case in Part II of HB2774. While we support the intent of 
encouraging generic prescriptions, it would be preferable that the details of prior authorization 
requirements for QUEST plans be left to the plans, with mechanisms set by the legislature to ensure 
accountability to providers and recipients of care. The efficacy and safety for drugs in a certain class 
will vary over time as new drugs are developed and older ones become generics. By writing 
requirements into statutes, they can only be changed by further legislative acts, creating a burden on 
the system. 

We do recommend that the legislature require plans to have pharmacy and therapeutics committees 
with a majority of local physicians and pharmacists to set these policies. It is critical that QUEST 
health plans are responsive to and develop policies based on the local market. Provisions in SB2102 
include appropriate language that could be added to this measure. 

Thank you for the opportunity to provide comments. 
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