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ABSTRACT

INTRODUCTION

STRUCTURE OF THIS ARTICLE

There are strong pressures for em-
ployers to pursue defined contribu-
tion health benefits with individual
health benefit accounts such as Med-
ical Savings Accounts (MSAs), Health
Care Reimbursement Accounts
(HCRAs), and Comprehensive Indi-
vidual Medical Accounts (CIMAs).
Health care consumers are becoming
more assertive. The political backlash
against managed care is eroding
provider-based cost control mecha-
nisms. Health insurance premium in-
flation is intensifying.

Advocates of the movement to-
ward individual health benefit ac-
counts view them as a means of
restoring autonomy to the physician-
patient relationship and controlling
costs. Opponents are concerned that
individual health benefit accounts of
any type will segment insurance mar-
kets, benefiting the healthy and
wealthy at the expense of the chron-
ically ill and the poor. Can these ac-
counts be designed so as to achieve
their positive effects and minimize
negative effects?
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As this article goes to press, it looks
like federal legislation authorizing a
four-year pilot for Medical Savings
Accounts (MSAs) will expire with-
out continuation at year’s end. People
who believe MSAs would only un-
ravel health insurance markets —
benefiting the healthy and the rich at
the expense of the sick and the poor
— will be relieved, no doubt. Still,
pressure continues for employers to
adopt defined contribution health
benefits with some type of individual
health benefit account.

Employers are caught in the mid-
dle. They must confront pressure on
the demand side of the health care
equation from consumers — in-
cluding their employees, who are
more active participants in their care
— with easy access to medical infor-
mation on the Internet and increas-
ing exposure to direct-to-consumer
medical advertising. Employers also
face mounting pressure on the supply
side of health care. The political back-
lash against managed care is eroding
provider-based cost-control mecha-
nisms, just when they are most
needed to constrain a resurgence of
double-digit insurance premium in-
flation.

Wedged between these conflicting
forces, many employers are seeking a
way out of the middle without aban-
doning employee health benefits.
Many are considering defined con-
tribution health benefits, wherein an
employer commits a specified dollar
amount toward health benefits in-
stead of a specified package of health
care benefits with open-ended costs.

Accompanying this move toward
defined contribution benefits is a shift
in the direction of greater individual

+ Do Insurance Constraints
Benefit Consumers? This
section provides the concep-
tual background for the his-
torical shift of employer-
based health insurance to
managed care. It is vital for
understanding the present
transition to defined contri-
bution benefits and individ-
ual health benefit accounts.

+ The Evolution of Employer-
Based Health Insurance
traces the evolution of the
level at which insurance is
purchased, from individuals
to groups to group-individual
hybrids.

+ Individual Health Benefit
Accounts: Types, Pros, and
Cons highlights different
types of individual health
benefit accounts, their pros
and cons, and ways to opti-
mize their good effects while
minimizing the bad.

choice, control, and responsibility for
health care in the form of individual
health benefit accounts. MSAs are
probably the most publicized version
of these accounts, but there are other
versions. Several kinds of individual
health benefit accounts are springing
up, some using Internet technology
to create products that would have
been infeasible five years ago.
Advocates of the movement to-
ward individual health benefit ac-
counts view them as a means of
restoring autonomy to the physician-
patient relationship without losing
cost control. Opponents are con-
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cerned that individual health benefit
accounts of any type will segment in-
surance markets between the healthy
and the sick and between the wealthy
and the poor.

Strong sentiments exist on both
sides of the debate, but relatively lit-
tle empirical evidence has emerged
thus far to resolve these differences.
Congress planned a study of MSA ef-
fects on selection, cost, consumer
choice, and other issues, but it was
not completed (USGAO, 1998). As
we will discuss later, several excellent
simulations have projected the prob-
able effects of MSAs, yet these effects
depend on MSA design parameters
such as deductible level, multiple vs.
single plan offerings, scope of ser-
vices, risk and income adjustments,
and type of tax deduction or credit.
Accounts with certain design para-
meters might benefit the healthy and
wealthy, but accounts with other de-
sign parameters might be neutral or
actually benefit the chronically ill and
the poor.

Despite noncontinuation of MSA
legislation in 2000, the combination
of unflagging pressure on employers
and enduring uncertainty about the
effects of accounts with different de-
sign parameters suggest that this de-
bate will not go away. The MSA pilot
may be over, but proposals for indi-
vidual health benefit accounts with
fresh, new acronyms will arrive next
year. In anticipation of this impend-
ing arrival, this article covers the evo-
lution, definition, and pros and cons
of different individual health benefit
accounts. It is intended for decision-
makers in health plans and other
providers, businesses, legislative bod-
ies, and research organizations.

DO INSURANCE CONSTRAINTS
BENEFIT CONSUMERS?

Supply-side constraints in health
insurance, such as restrictions on
provider selection and service cover-
age, generally are not popular among
consumers. In fact, they are one rea-
son for the backlash against managed

care. Consumers are put off by de-
mand-side constraints such as large
copays, deductibles, or waiting lines
also. This begs the question: If con-
sumers do not like these constraints,
then why do these constraints domi-
nate health insurance markets? If a
restaurant chain prepared food that
most people did not like, would that
chain grow to 80% of the market?
One possible explanation is em-
ployee misrepresentation, which
refers to the idea that employers gen-
erally make health insurance con-
tracts that do not accurately represent
employee preferences. Consider the
restaurant-marketplace analogy. Sup-
pose that instead of selecting and pay-

preferences in health benefits, pay
employees lower wages, and come out
ahead on balance? Misrepresentation
of employee preferences in health
benefits can reduce employer profit.
The employee misrepresentation ex-
planation only suffices if employees
are immobile and forced to accept
whatever wage-benefit package an
employer provides.

A supplemental or alternative ex-
planation for health insurance con-
straint is that some level of control ac-
tually improves employee welfare.
This would explain why insurance
constraints do not vanish in a tight
labor market. This reasoning is based
on the concept of “moral hazard,”

With managed care, everyone agrees hefore
entering a health plan to abide by constraints that
will avert use of extra services. As a result, the
insurance plan will have less waste and a lower
premium, and consumers will be better off. Seen
in this light, employers may actually have heen
maximizing employee welfare by moving to
managed care during the past two decades.

ing for restaurants on our own, we all
had restaurant insurance. Also, sup-
pose health food specialists arranged
this restaurant insurance for us. In
this situation, one might well find a
market dominated by health food
restaurants filled with people sullenly
eating healthy fare, when in fact they
prefer their cuisine deep fried.

The employee misrepresentation
explanation may have some merit,
but it raises other questions. Espe-
cially in a tight labor market, would-
n’t employers who neglect to accu-
rately represent employee preferences
in health care benefits tend to lose
out? If a greedy employer wants to
exploit workers by minimizing their
pay, why not represent employee

wherein insured people use extra ser-
vices because they pay little or noth-
ing at the time of service. Although
these extra services may not be
charged to the insured person at the
time of use, each has a real cost that
is added to future insurance premi-
ums. In the long run, everyone in the
insurance pool shares the cost if one
person gets an extra service. The re-
sult is the use of services with costs
that exceed their benefit and, ulti-
mately, are paid by consumers.

Let’s return to the restaurant anal-
ogy. Suppose that you are going out
to eat with a group of ten people.
Someone in the group (probably
someone with expensive taste in
food) proposes that you all share a
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common bill and split it evenly. Un-
less friendships or other arrange-
ments temper behavior, the group
will probably spend more with a sin-
gle check split evenly than it would
have with separate checks. People in
the group will order items that are
not worth the menu price, due to the
low marginal price each individual
faces; each person pays for only a
tenth of the extra things they order.
Who wants to order a cheap meal
while others order drinks, desserts,
and shrimp cocktails? Moral hazard
translates to excess consumption and
a higher bill for everyone.

If the ten diners were able to agree
in advance which types of food are
“extra” and could enforce a collective
decision not to order extra food, they
then could constrain moral hazard,
avoid ordering things with a cost that
outweighs its benefit, and all be bet-
ter off. They could even enlist the help
of the server to discourage excess or-
dering — “Excuse me, sir, do you re-
ally want those extra calories?” It
would be fascinating to see such
“managed dining” in operation.

Moving from restaurants to health
care again, one can see that health in-
surance is similar to splitting the
check except that there are tens of
thousands of fellow consumers in-
stead of just ten. There is a welfare
loss from inefficient consumption
due to unconstrained moral hazard
— aloss that can be limited by con-
straining supply (e.g., through man-
aged care) or demand (e.g., through
copays or lines). With managed care,
everyone agrees before entering a
health plan to abide by constraints
that will avert use of extra services. As
a result, the insurance plan will have
less waste and a lower premium than
an unconstrained plan, and con-
sumers will be better off. Seen in this
light, employers may actually have
been maximizing employee welfare
by moving to managed care during
the past two decades (Connor, 2000).
If, however, plan members can avoid
abiding by their agreement and plan

constraints through legal action, the
arrangement unravels, moral hazard
returns, and consumer welfare is
eroded.

There is another way for the check-
splitting diners to avoid the ineffi-
ciency of moral hazard. Each diner in
the group could receive a defined
contribution voucher for a certain
dollar amount. If he spends less than
this amount on the meal, he can keep
the savings to use for future meals or
withdraw it for other purposes. This
is roughly the restaurant version of an
MSA. Like “managed dining,” it con-
strains inefficiency caused by moral
hazard. It also circumvents the need
to agree on which food choices are ex-
cessive and the need to enforce this
agreement during the dining experi-
ence. It is thus less likely to unravel
due to litigation. The parallels that
can be drawn to health care suggest
why many people think that individ-
ual health benefit accounts may be a
more viable way of constraining
moral hazard.

This discussion of moral hazard
and the possibility that some insur-
ance constraints can actually benefit
consumers sets the stage for a discus-
sion of the developments in em-
ployer-based health benefits.

THE EVOLUTION OF
EMPLOYER-BASED HEALTH
BENEFITS

Table 1 summarizes the evolution
of employer-based health insurance
in the United States. Constraints on
moral hazard are shown across the
top: supply-side constraints (such as
managed care or regulatory ra-
tioning); demand-side constraints
(such as copays, deductibles, or wait-
ing lines); or no constraints. The dif-
ferent levels at which health insur-
ance or care may be purchased appear
in the far-left column. The evolution
of employer-based health benefits
began during the middle of the 20th
century, with a movement from in-
dividual health insurance to group
health insurance, shown by an up-

ward arrow in the far-right column.
Employer response to rising health
care costs is represented by right-to-
left arrows in the middle row. Ad-
vantages of the move from individual
to group health insurance include:
(1) pooling sicker and healthier peo-
ple together so that cross-subsidies
can occur; (2) economies of scale in
administration; (3) lower care prices,
due to clout from group purchasing;
(4) better information on care qual-
ity, attributable to the clout and
agency role of the employer; and (5)
tax benefits (from employer and em-
ployee perspectives, if group health
insurance only is tax deductible; from
asocietal perspective, if tax subsidy of
health insurance is viewed positively).

Disadvantages associated with the
move from individual to group health
insurance include: (1) decision-mak-
ing based on group averages, which
translates to fewer individual choices
and less influence from individuals
concerning covered services and
provider preferences; (2) greater in-
efficiency due to moral hazard with
group vs. individual insurance, if in-
dividual insurance is experience-
rated; and (3) greater tax benefits for
the wealthy (when individual insur-
ance is not tax deductible but group
insurance is, and there is no tax de-
duction limit).

The next step in the evolution of
employer-based health benefits was
prompted by rapidly rising health
care costs during the final quarter of
the 20th century. Employers re-
sponded by moving to insurance with
either demand-side constraints (such
as copays and deductibles) or sup-
ply-side constraints (such as man-
aged care).

Recently, the combination of sev-
eral powerful trends has led many
employers to consider a shift back to-
ward individual health benefit ac-
counts with a defined contribution.
These trends include a resurgence of
high health care inflation, a backlash
by employees and physicians against
provider-side constraints as well as
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health insurance

TABLE 1 Tracing the development of employer-based

Level at which
insuranceis

health insurance
with managed care

purchased Type of constraint on moral hazard
Supply-side Demand-side
constraints constraints No constraints
Nation National health National health National health
insurance with insurance with high insurance with com-
managed care or copays or lines plete coverage and
regulated supply no constraints
Employer Employer-based Employer-based Employer-based health

health insurance
with high copays

insurance with
complete coverage
and no constraints

Employer and

Employer-based health

\J

Employer-based health

or MSA or CIMA,
with managed care

Individual benefits with individual ~ benefits with individual
accounts (MSA, CIMA) accounts (MSA, CIMA)
and managed care without managed care
Individual Only Individual insurance Individual insurance Individual insurance

or MSA or CIMA,
without managed care

with complete coverage
and no constraints

the possibility of increased litigation,
and higher demand due to increased
health care consumerism (More-
HealthOptions, 2000). Advocates of
individual health benefit accounts be-
lieve that these accounts will not only
contain health care costs, but also bol-
ster employee choice and satisfaction.

Not surprisingly, the pros and cons
of a move from group employer-
based health insurance to individual
health benefit accounts are roughly
the mirror image of the advantages
and disadvantages listed for the shift
from individual to group insurance
several decades ago. Potential advan-
tages of the move from employer
group to individual health benefit ac-
counts therefore include: (1) greater
individual choice with respect to
providers and covered services; (2)

less intrusion into the physician-pa-
tient relationship; and (3) less ineffi-
ciency due to moral hazard when an
individual can keep part of an ac-
count surplus.

Conversely, disadvantages of the
move from employer group to indi-
vidual health benefit accounts would
be likely to include: (1) segmentation
of the insurance market, leaving
sicker people in traditional plans with
higher premiums; (2) higher admin-
istrative costs (unless coordinated by
employer or other agent); (3) higher
health care prices due to less clout
(unless coordinated by employer or
other agent); (4) poorer information
on care quality (unless coordinated
by employer or other agent); and (5)
greater tax benefits for the wealthy
(if individual accounts allow greater

tax benefits for the wealthy than
group health insurance does).

Interestingly, many disadvantages
associated with individual health
benefit accounts can be prevented if
the employer or another agent plays
an active role. The employer or other
agent can reduce administrative costs,
negotiate prices or create markets to
foster competition, and provide in-
formation on care quality. It is not
surprising then that some of the new
Internet-based health benefit (“e-
benefits”) companies offer precisely
these services in conjunction with
their individual health benefit ac-
counts.

The potential adverse segmenta-
tion risk and tax effects from indi-
vidual health benefit accounts are
tougher problems but might be min-

50

MANAGED CARE / NOVEMBER 2000




INDIVIDUAL HEALTH BENEFIT ACCOUNTS

imized by proper design parameters.
We will explore this further in the
next section on different types of in-
dividual health benefit accounts.

INDIVIDUAL HEALTH BENEFIT
ACCOUNTS: TYPES, PROS,
AND CONS

Medical Savings Account

A Medical Savings Account (MSA)
is a personal account funded by tax-
exempt contributions with which an
individual (employee) pays itemized
health care bills, and from which a
surplus at the end of the year can be
used to pay health care bills in future
years or withdrawn for other pur-
poses after payment of taxes and a
fee. Although not theoretically re-
quired for an MSA, a catastrophic
health insurance policy, which pays
for all health care bills above a high
annual deductible, almost always ac-
companies MSAs. Like provider-side
constraints, MSAs can improve con-
sumer welfare by constraining moral
hazard. Nonetheless, MSAs generally
allow greater choice of provider and
services than managed care plans. For
example, most MSA plans allow the
individual to see any provider and
will cover any health care expense al-
lowed by the IRS. This covers a wider
range of services than most managed
care plans.

Employer MSA contributions are
exempt from federal income tax, So-
cial Security tax, and state income tax
in many states (Goldman et al, 2000).
Employee MSA contributions, which
pay Social Security tax, are less desir-
able. Since the benefits of MSAs with
open-ended tax exemption are
greater for wealthy people, some ex-
perts have proposed a fixed-dollar tax
credit (Pauly and Goodman, 1995).

MSAs require federal authoriza-
tion, because they involve federal tax
exemption. MSAs were authorized
until the end of 2000 in a four-year
pilot in the Health Insurance Porta-
bility and Accountability Act. This act
placed several limitations on MSAs:

+ Annual MSA contributions can-
not exceed 65% of the catastrophic
insurance deductible for individual
coverage or 75% for family cover-
age.

+ The minimum deductible for the
catastrophic insurance is $1,500
for individuals and $3,000 for fam-
ilies.

+ MSAs are only allowed for em-
ployees of firms with fewer than
50 employees, the self-employed,
and the uninsured.

+ Both an employer and employee
cannot contribute to an MSA, only
one or the other.

To date, there have been only
around 100,000 MSAs under the
pilot. Opponents say that this shows
that MSAs do not work. Advocates
say that the pilot limitations are too
strict and that there would be many
more MSAs if these limitations were
relaxed. They also note a recent sur-
vey showing 60% of executives ex-
pect that most U.S. employers will
offer MSAs by the year 2010 (Wrobel
and Metropulos, 1999). As this article
is going to press, a proposal is being
considered by Congress to continue
MSAs and relax restrictions on firm
size and the minimum deductible
(Landers, 2000). In any case, this leg-
islation faces stiff opposition. The
MSA pilot may expire at the end of
the year without continuing legisla-
tion.

There has not been a lot of empir-
ical research concerning MSAs to
help resolve this heated debate.
Nonetheless, there have been some
excellent simulations and case stud-
ies that offer insights into the effec-
tiveness of MSAs. Since concerns
about MSAs center on whether they
will primarily attract the healthy and
the wealthy, we will focus on results
relevant to these two issues.

Simulations in the literature gen-
erally predict the disproportionate
selection of MSAs by healthy people,
but results are mixed and often de-
pendent on MSA design parameters.
Keeler et al (1996) tested two MSA

concepts: an MSA so stringently
funded by an employer that employ-
ees would never withdraw funds; and
an MSA funded by an employee (or
generously funded by an employer).
Keeler’s simulation predicts that
healthy people will tend to select an
MSA that is stringently funded by an
employer.

Thorpe’s (1995) model also pre-
dicts that healthy people would be
more likely to choose an MSA plan
with a high-deductible catastrophic
insurance. The American Academy
of Actuaries (1995) estimated that se-
lection of MSAs by the healthy could
cause premiums for sicker people re-
maining in traditional insurance to
increase by 60%. Zabinski et al (1999)
simulated the effects of MSAs based
on Americans’ actual mix of health
plans rather than drawing stylized
comparisons with prototype plans.
Zabinski’s simulation predicts that
MSAs will attract the healthy when
offered alongside traditional health

MSAs generally

allow greater choice

of provider and services
than managed care
plans.

insurance. Kendix and Lubitz (1999)
simulated the effects of offering
MSAs to Medicare beneficiaries in
fee-for-service (FFS) Medicare. Their
simulation predicts that, if Medigap
coverage is allowed to pay cost shar-
ing, then MSAs will appeal primarily
to healthy beneficiaries.

Other simulation results, some
with different MSA plan designs, pre-
dict no biased selection or even dis-
proportionate selection of MSAs by
sicker people. Keeler’s (1996) simu-
lation predicts that sicker people will
tend to select an employee-funded
MSA if it has a low catastrophic in-
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Sizing Up the MSAs

MSA advocates say MSAs will:

relationship.

scope of services.

+ Control costs without intrusion into the patient-physician

+ Reduce the number of uninsured by offering a low-cost, tax-
exempt alternative to traditional health insurance.

+ Empower people with greater control over their health care and
health — by allowing them to shop for high-quality, low-cost
care and by encouraging healthful lifestyles.

+ Improve satisfaction by offering wide choice of providers and

+ Provide equal tax benefits to people who choose high out-of-
pocket insurance plans instead of low-deductible plans.*

MSA opponents say MSAs will:

uninsured.

+ Mainly attract the healthy and wealthy — leaving the sick and
the poor in traditional insurance with high premiums.
Attract people who are already insured, rather than the

Provide a tax break for the wealthy that is so great it
overshadows any positive health care effects.
Cause people to neglect preventative care.**

of 1996.

* Archer 2000, Citizen's Council on Health Care 1999, Elizondo
1995, Gawande 1998, Goldberg 1999, Hamilton 1999, HealthCare
2000, Matthews 1996, MoreHealthOptions 2000, Rushton 1999,
Scandlen 1999, Senate Record Vote Analysis/Health Insurance
Reform Act of 1996, Whelan 1999.

** Center on Budget and Policy Priorities 1998, Gleckman 1999, Lav
2000, Moon 1996, MoreHealthOptions 2000, NCPA 1998, Samaad
1999, Senate Record Vote Analysis/Health Insurance Reform Act

surance deductible. Goldman et al
(2000) simulated the effects of em-
ployer-funded MSAs for small firms
and predict that MSAs would not dis-
proportionately attract the healthy
— who would prefer to be uninsured
and take higher wages. Kendix and
Lubitz’s (1999) Medicare simulation
predicts that, if Medigap coverage is
not allowed to pay cost sharing, then
MSAs appeal to both very healthy and
extremely ill beneficiaries.

Both Keeler et al (1996) and Gold-
man et al (2000) assumed that $1.00
of HMO care is worth $.90 of FFS
care, due to the value of greater free-
dom of choice under FFS. They also
noted that this assumption has a

measurable effect on simulation re-
sults. One implication of this is that
if sicker people value choice of
provider and services more than
healthy people, MSAs offering greater
choice may attract more sick people
than simulations currently predict.
Choice plays an important role in sat-
isfaction with care (Gawande et al,
1998; Strategic Health Perspec-
tives/Louis Harris & Associates,
1999).

Pauly and Herring (2000) explain
how selection dynamics depend on
the interactions of MSA plan design,
employer behavior, and employee be-
havior. Kendix and Lubitz (1999),
Zabinski et al (1999), and Pauly and

Herring (2000) all note that unequal
employee MSA contributions can
also reduce biased selection.

Simulation predictions concern-
ing preference for MSAs by wealthy
people are mixed as well. Keeler’s
(1996) simulation predicts that
wealthy people will tend to select an
employee-funded MSA. Zabinski’s
(1999) simulation also predicts that
MSAs attract the wealthy when of-
fered alongside traditional health in-
surance. On the other hand, Gold-
man’s (2000) simulation predicts that
MSAs would not tend to attract the
wealthy — who prefer the higher tax
breaks that are afforded by a com-
prehensive HMO.

Health Care Reimbursement
Account

Health Care Reimbursement Ac-
counts (HCRAs) are not new. Despite
this fact, it is important to review
them at least briefly here, as the basis
for the newer health benefit products
being offered through the Internet.
Like MSAs, HCRAs are personal ac-
counts funded with tax-free contri-
butions that an individual uses to pay
health care bills. Unlike MSAs, how-
ever, HCRAs have traditionally been
used in a secondary role to pay for co-
pays, deductibles, and services not
covered by primary, low-deductible
insurance. Also, with HCRAs, the in-
dividual loses any money left in the
account at the end of the year. The
“use it or lose it” incentive of HCRAs
differs from the “save it for use later”
incentive of MSAs. Currently, a key
advantage associated with an HCRA
is its flexibility relative to an MSA.
For example, there are no restrictions
on employer size with HCRAs. This is
one reason some e-benefits compa-
nies are using HCRAs as the founda-
tion of their online health benefit
products.

Comprehensive Individual Medical
Account

A Comprehensive Individual Med-
ical Account (CIMA) is an individual
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health benefits account that a person
uses to buy health insurance as well as
to pay bills for individual health care
services. This approach differs from
MSAs and traditional HCRAs, which
are only used to pay bills for individ-
ual health care services — not the in-
surance policy, which is provided sep-
arately.

CIMA:s are flexible. An individual
can use a CIMA to purchase full
health insurance from a health plan
that has an established network of
providers, with a single capitation
payment and a single contract. Alter-
natively, an individual can create a
custom network of providers by com-
bining multiple subcapitation pay-
ments and multiple contracts. With
subcapitation contracts, each
provider is paid a monthly fixed
amount to provide only the care that
the employee needs from that
provider. Finally, an individual can
use a CIMA to simply pay all their
health bills on a fee-for-service basis,
with no insurance function.

The pros and cons of a particular
CIMA follow those of the health ben-
efit plan that it most closely approx-
imates — traditional health insur-
ance, MSA, HCRA, or self-insurance.
The greatest advantage offered by a
CIMA is the flexibility it provides. In-
dividuals can fully customize their
health benefits. Multiple subcapita-
tion contracts can also restore a com-
petitive market among providers in
areas where there is an oligopoly
among full-capitation health plans.

The greatest potential disadvan-
tages of a CIMA are: significant mar-
ket segmentation between the healthy
and the sick due to individual flexi-
bility in benefits design, complexity of
multiple subcapitation contracting,
and lack of care coordination among
multiple subcapitation contracts.
Concerning the latter, HMOs have
developed sophisticated internal poli-
cies and risk pools to coordinate care,
align incentives, and avoid cost shift-
ing among capitated providers. When
an individual has multiple subcapi-

tation contracts, these policies and
risk pools are absent. It may be diffi-
cult for the individual to resolve dis-
agreements among providers con-
cerning referrals and care
coordination.

Conclusion

Many employers are investigating
individual health benefit accounts
with defined contributions, including
Medical Savings Accounts, Health
Care Reimbursement Accounts, and
Comprehensive Individual Medical
Accounts. Advocates see them repre-
senting the dawn of a new era in
health benefits that will empower pa-
tients and physicians while contain-
ing costs. Opponents revile them asa
misguided attack on the sick and the
poor.

Can these health benefit accounts
be designed so as to achieve their pos-
itive effects while minimizing nega-
tive effects? Some of the negative ef-
fects can be lessened through active
coordination by the employer or e-
benefits company — reducing ad-
ministrative costs, negotiating prices,
or creating competitive minimarkets
where providers offer services and
consumers buy them, and providing
consumers with quality of care in-
formation. Other negative effects, es-
pecially market segmentation by
health risk and income level, are more
challenging. Yet they might also be
minimized with proper plan designs.
For instance, the disproportionate se-
lection of individual health benefit
accounts by the healthy might be
minimized in several ways. Selection
dynamics can become more balanced
through risk-adjusted employer con-
tributions; varying the size and loca-
tion of the window between account
contribution and catastrophic insur-
ance deductible, if any; varying the
degree of provider-side constraints
in accompanying catastrophic insur-
ance, if any; and varying the scope of
covered services. Disproportionate
selection of individual health benefit
accounts by the wealthy might be

minimized by careful design and/or
by limiting tax benefits.

Since these accounts would be part
of a complex system involving human
behavior, these questions are best an-
swered by empirical results. In the
words of a prominent simulation de-
signer: “Better information about
employer experiences and the rea-
sons for differences with experimen-
tal results would be extremely valu-
able.” (Ozanne, 1996) With the
expiration of the MSA pilot, it may be
tempting to think that these issues
will dissipate and further experi-
mentation will not be needed. These
issues could fade away if: the United
States changes course and adopts na-
tional health insurance; consumers
change sentiment and grow fond of
provider-side constraints; or health
premium inflation changes direction
and drops to the level of general in-
flation. Without the emergence of at
least one such change, however, em-
ployers will continue to pursue indi-
vidual health benefit accounts, and
further investigation into the effects
of account design will continue to be
important.
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