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Typical ACA Marketplace  

enrollee faces 47 plan options 

Recent Explosion in Health Plan Choice… 

 

Typical Medicare Part D 

enrollee faces 30 plan options 



 

“Exchanges offer Americans competition, choice, and clout.  

Insurance companies will compete for business on a  

transparent, level playing field, driving down costs, and  

Exchanges will give individuals… a choice of plans to fit their 

needs.” 

      
 - Kathleen Sebelius, former HHS Secretary 
    

 
 

Economic Rationale for Expanding Choice? 

 
 

Economic rationale for expanded choice presumes individuals 
make sensible health plan decisions 



New Evidence on Quality of Health Plan Choice 

Bhargava, Saurabh, George Loewenstein, and Justin Sydnor.  “Do Individuals Make Sensible Health Plan 
Decisions?” NBER Working Paper No. 21160, 2015. 

•   Major US Firm 

 - Fortune 50 company ($100B+ revenue) 

 - 50,000+ benefit eligible employees  

 - Self-insured health coverage since 2008 

 

• Data on Employee Choice and Spending for 2010 to 2012 

 

 

3 key features of firm setting offer litmus test for assessing 

employee ability to make sensible choices… 
 



BYO PLAN MENU 
(single-coverage employees) 

• Deductible Choice:   
 - $350 
 - $500 
 - $750 
 - $1,000 
 
• Coinsurance: 
 - 90% 
 - 80% 
 
• Out-of-Pocket Maximum 

- $1,500 
- $2,500 
- $3,000 
 

• Office Visit Copayment 
 - $15 
 - $25 

 
 

1 Firm Let Individuals “Build their Own Plan” 



2 Employees Chose from Standardized Menus… 



3 Nearly Every Low-Deductible Plan was Dominated 

For any level of health expense nearly every plan w/ $1k deductible was  
cheaper than otherwise equivalent low deductible plans 
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• 55% of employees chose financially dominated health plans (61% on pre-tax basis) 
 

Example:  Employees who chose $500 deductible over the $1,000 deductible  

spent $630 in premiums to avoid expected $230 in costs (max of $500)  

 

• Economic consequences of are significant – excess cost equivalent to 42% of premiums 

So Do Employees Make Sensible Plan Decisions? 

Low income employees most likely to select plans with poor economic value 
 

Almost 50% of employees 



     
We conducted a series of experiments in which ~4,000 thousand  

US adult subjects were asked to make hypothetical plan choices from simplified menus 

Complexity of  

Choice Interface 

 

Low Health Plan 

Literacy 

Low Search 

Motivation / Trust 

   

     

Why Did Employees Make Such Decisions? 

EXPERIMENT 1   EXPERIMENT 2   EXPERIMENT 3   

 

Search and menu complexity modestly important but most still chose dominated 
plans when choosing from menu w/ 4 plans varying only in deductible and price 

 

Subjects suffered from very low health insurance literacy –  

most could not evaluate basic differences in economic value of plans 



N = 2,317 

But Employees Do Not Choose Randomly… 

Simple Choice Menu (Experiment) Employee Sample 



Choice Heuristics Gone Awry? 



Choices appear consistent with heuristic choice strategy where individuals select plans 
based on perceived health and risk-tolerance but not comparison of plan values 

(ongoing work with Loewenstein and Sydnor) 

Deductible Choice Sensitive to Irrelevant Context 



Do ACA Exchange Enrollees Make Sensible Choices? 

Bhargava, Saurabh, and George Loewenstein, and Shlomo Benartzi.  “The Health Exchanges and the Behavioral 
Economics of Plan Choice” Under Review. 

Exchange adopted Metal Labels to help guide plan choice 



Tier choice is highly financially consequential but Metal Labels  
not likely to lead to better choices 



(Behavioral) Policy Tools for a Complex World 

D.  Simplify Underlying Incentives and Program Structure 

• Explosion in complexity of financial decisions confronting consumers—savings, investments, 
insurance, lending – and major complexity in tax and benefit systems 

• Limits to efficacy of (real-time) educational interventions, especially among the poor 

• Possible strategy is to simplify underlying incentives, products, and programs 

Bhargava, Saurabh, and George Loewenstein.  “Behavioral Economics and Public Policy 102:  Beyond Nudging” 
American Economic Review, Papers & Proceedings, Vol. 105, No. 5, pp. 396-401, 2015. 

• Health Plan choices are growing in complexity – like other financial choices 

 

• May be limits to informational disclosures, marketing interventions, and education 

 

• Perhaps we should move beyond traditional nudges and marketing: 

 - Customized actuarially-based recommendations 

 - Restrict choice menus to those appropriate for each individual 

 - Simplify the actual incentives that underlie insurance 

 

Fundamental simplification not only likely to lead to  

better choice but better utilization and greater provider competition 

 



Thank you 
sbhar@andrew.cmu.edu 
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