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Setting

Broadly, Medicare enrollees can obtain drug coverage in one of two
ways

through a Medicare Advantage plan that replaces Medicare Parts A
and B
through a stand-alone Part D plan that supplements Medicare Parts A
and B

The standard Medicare Part D bene�t is nonlinear



Data

Medicare Part D Event Files

10% of bene�ciaries
observeeach �ll
aggregateto the bene�ciary-year level for 2007-2009

Medicare Part D Plan �les

allow us to merge in plan pricing and formulary information

county-level demographic information





Summary Statistics: Consumers

MA-PD









IV Results

County-level urban status is a strong predictor of MA enrollment.
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Are �rms correcting for underutilization?

main e�ect of increased utilization is concentrated entirely in drugs
with big o�sets
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Are �rms correcting for underutilization?

MA-PD plans have lower OOPC for identical drugs in the same phase
of the standard bene�t.



Are �rms correcting for underutilization?

the price e�ect is larger in drug categories typically targeted by
value-based insurance designs

Antihyp ertensives and NICE





StructuralModel

premiums, subsidies, drug costs, and shares are taken as given

elasticitiesare take from plan demand system



StructuralModel

the



StructuralModel

the average stand-alone PDP would save $91 per member by
increasing out-of-pocket costs by $100

the average MA-PD plan would only save $60 per member by
increasing out-of-pocket costs by $100Results

As plans spend more on drugs, some of the cost is o�set by reductions
in spending in other areas.

Canuse these estimates to quantify the size of the externality and
drug o�sets.





ImpliedO�sets

Supplymodel implies the the lighter rectangle can be written as:

¶cMedical

¶P
= q2

¶OOPC
¶P

;

Demandtheory implied the lighter rectangle can be written as:

¶q
¶P

(c � c0):

Implieddiscount is 19%.



CounterfactualsII: Cost-Sharing Subsidies

Canthe federal government impose a broad cost sharing subsidy that
is revenue neutral and improves consumer welfare?

Calculationchange in consumption given a subsidy and increase
premiums by the amount of the subsidy net of the o�set e�ect.

No. Consumers do not appear to be �sophisticated� about the
potential for underconsumption.





StructuralModel

Pro�t for stand-alone plans is given by:

� jmt =
�

pjmt + rPDP
t � cDrug

jmt

�
sjmt ;

wherepjmt is the premium,rPDP
t is the subsidy, andcDrug

jmt are drug costs.
Pro�t for MA-PD plans is given by:

� jmt =
�

pjmt + rPDP
t + rMA

mt � cDrug
jmt � cMedical

jmt

�
sjmt ;

whererMA
mt is the (separate) MA subsidy andcMedical

jmt are non-drug medical
costs.

Object to estimate is:

q =

8
><

>:

¶cDrug
jmt

¶PPhase
jmt

+
¶cMedical

jmt

¶PPhase
jmt

if MA = 1

¶cDrug
jmt

¶PPhase
jmt

if MA = 0







PlanDemand

Estimateseparate nested logits (Berry 1994) for each quintile of
enrollees (based on 2006 drug spending)

instrumentusing our urban dummy and Hausman instruments

Plan demand is given by:

uqjt = X =qjt=qjtqjtqjtqjt=qjtqjtqjtqjt==qjt=



EmpiricalImplementation of Supply Model

Infer MA medical costs from �rst order condition with respect to
premium:

cMedical
jmt =

�
pjmt + rMA

mt

�
+ å

q

sqjmt =Q
¶sqjmt
¶pjt

;

Estimatethe relation between OOPC and insurer total costs using �rst
order conditions with respect to cost-sharing.
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