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SUMMARY OF KEY FINDINGS

>	 CDHPs have, on average, 
reduced health care spending. 
Estimates of the savings range 
from 5 percent to 14 percent and 
are driven primarily by reductions 
in spending on pharmaceuticals 
and outpatient care. The reduc- 
tion in health spending is concen- 
trated among healthier enrollees.

>	 The overall effect of CDHPs 
on quality of care is not 
clear. While some studies find 
consumers reduce health care 
use indiscriminately when enrolled 
in a CDHP, a study of emergency 
department use, for example, 
found consumers reduced 
visits primarily for low severity 
conditions. The effects on health 
outcomes are unknown. 

>	 CDHPs tend to attract higher-
income, more educated 
and healthier enrollees. The 
majority of evidence is from 
large, self-insured employers 
offering multiple plans, for whom 
favorable risk selection into a 
single plan is not necessarily 
problematic  however. 

Why are policy-makers interested?

g	 The managed care backlash of the 1990s combined with rising health 
expenditures led to the creation of Consumer-Directed Health Plans 
(CDHPs), which place greater responsibility for health care decision-
making in the hand of consumers. 

g	 CDHPs are intended to reduce health care spending by exposing 
consumers to the financial implications of their treatment decisions.

g	 CDHPs have grown in popularity since their inception, but it is unclear 
what effect they have on utilization or costs and whether consumers 
in CDHPs consider both cost and quality when making health care 
decisions. 

The definition of CDHPs is rather fluid, but they are often associated with three 
features: a relatively high annual deductible, a personal spending account, and 
the availability of decision support tools for enrollees. In practice, however, not 
all CDHPs have all three features. 

For purposes of this policy brief, a CDHP is defined as a high-deductible plan which is 
accompanied either by a Health Reimbursement Arrangement (HRA) or is eligible for a 
Health Savings Account (HSA). The majority of the research evidence on which this brief 
is based is from employment-based settings in which high-deductible health plans are offered 
with an HRA (see below).

Who enrolls in CDHPs?

In 2011, 17 percent of people with employer-sponsored health 
insurance were enrolled in a CDHP, up from 4 percent in 2006  
(Figure 1). Among firms offering health insurance, large firms are more likely 
to offer a CDHP than small firms, but a larger proportion of covered workers is 
enrolled in CDHPs in small firms (23%) than in large firms (15%) (Reference 1). 
Enrollment in CDHPs in the individual market has grown, but not as fast as in 
the employer-based market (Reference 2). 

CDHP enrollees tend to have higher levels of income or education 
than enrollees in other types of plans (Reference 3). In addition, CDHP 
enrollees have better self-reported health status, lower rates of smoking, higher 
rates of exercise, and may be more knowledgeable and skillful in managing their 
health than enrollees in other plans (Reference 4). 
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Do CDHPs reduce utilization?
Multi-firm studies find CDHPs reduce utilization 5 percent to  
14 percent relative to alternative types of plans (Reference 5). Single- 
firm studies, in contrast, have generated less consistent evidence on cost  
savings (Reference 6). 

CDHPs have larger effects on total spending for low- than for high-
risk enrollees (Reference 7). Out-of-pocket spending for high-risk enrollees 
actually could be less under a CDHP than a traditional plan depending on 
how cost-sharing is structured once the deductible is met and how much the 
employer contributes to the spending account (Reference 8). 

Plans with higher deductibles and less generous spending accounts 
are associated with larger reductions in spending (Reference 9).  
This finding is based primarily on the experience of employers offering HRAs. 
Less evidence exists on the effects of HSAs. Because funds in HSAs may be 
invested and accumulate over time and because they are owned by individuals 
rather than employers, account owners may spend these funds more sparingly.

CDHPs reduce spending primarliy among 
healthy enrollees.

Tax Treatment of CDHPs

The development of CDHPs was 
strongly influenced by federal 
regulations adopted in early 2000 
which established favorable tax 
treatment for personal spending 
accounts. HRAs and HSAs serve 
similar functions, but have different 
rules and implications for consumers.

Health Reimbursement 
Arrangements: HRAs are owned by 
the employer and only the employer 
is allowed to make contributions 
to the account. There is no limit to 
employer contributions; contributions 
are excluded from an employee’s 
gross income and not subject to 
taxes. Although unused funds may 
accumulate from one year to the 
next, should an employee terminate 
employment or switch health plans, 
the funds may revert to the employer. 

Health Savings Accounts: HSAs 
address one of the key limits of 
HRAs—a lack of portability. HSAs 
are owned by the individual, not the 
employer, making them portable 
across employment situations and 
health plans. Both employer and 
employee contributions to HSAs are 
excluded from the employee’s taxable 
income. Individuals and employers 
are allowed to establish or contribute 
to an HSA only when the individual is 
enrolled in a qualified high-deductible 
health plan. In 2012, the minimum 
qualifying deductible was $1,200 
for individual and $2,400 for family 
coverage. The Patient Protection 
and Affordable Care Act (ACA) 
requires the health plans to cover 
certain preventive services without a 
deductible, although some CDHPs did 
this prior to the ACA.

 

Figure 1: CDHP enrollment in employer-sponsored plans, 2011

Source: KFF/HRET Annual Employer Survey, 2011 (Reference 1)
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It is unclear if utilization reductions are  
clinically appropriate.

Risk Selection and 

Insurance Coverage

Much of the evidence on CDHPs is 
based on the experience of large, 
self-insured employers who usually 
offer CDHPs alongside other plans. 
Since employers are prohibited from 
varying employee contributions 
based on individual health status, 
CDHPs, which typically require 
higher cost-sharing, are likely to 
be more attractive to healthier 
employees, who expect lower out-
of-pocket spending. In fact, studies 
consistently find that CDHPs do 
enroll younger, healthier individuals 
compared with other types of plans 
(Reference 18). Risk segmentation, 
however, is not necessarily 
problematic when the employer 
is self-insured and at risk for the 
spending of the entire group. 

In contrast, small firms usually offer 
only one plan and purchase fully 
insured products. In the individual 
and small group markets, CDHPs 
may serve as a mechanism for 
insurers to segment risks, which 
would lower premiums for low 
risks and raise them for high 
risks. However, whether CDHPs 
experience favorable risk selection in 
the individual or small group market 
is unknown.

The effect of CDHPs on rates of 
insurance coverage is unknown. A 
potential benefit of high-deductible 
plans is that they might increase 
rates of insurance coverage by 
providing access to a lower premium 
product. On the other hand, CDHPs 
may not increase rates of coverage 
because neither the relatively high 
cost-sharing nor the tax-favored 
savings vehicle is likely to make 
insurance coverage more attractive 
to the currently uninsured who are 
disproportionately low income and 
less wealthy (Reference 19). 

What types of utilization reductions occur? 

Much of the savings associated with CDHPs is driven by reductions  
in spending on pharmaceuticals and outpatient care (Reference 10). 
Studies of the effects of CDHPs on inpatient spending produce inconsistent 
results (Reference 11).

CDHPs do not reduce the use of preventive services significantly 
when they are excluded from the deductible (Reference 12). When 
preventive services were not excluded from the deductible, however, there  
was a more substantive reduction in cervical and breast cancer screening 
(Reference 13). The ACA requires many preventive services to be offered 
without cost-sharing.

There is mixed evidence on the extent to which enrollees reduce 
utilization of clinically appropriate services. Studies of emergency 
department use found consumers responded to the introduction of a deduc-
tible by cutting back on visits for low, rather than high severity, conditions that 
could potentially be managed in a lower-cost setting (Reference 14). Similarly, 
a study of maternity services found quality indicators were not affected by 
CDHP enrollment (Reference 15). But CDHPs also are associated with modest 
reductions in medication adherence in patients with chronic conditions. The  
negative effects on utilization tend to be concentrated on drugs for asympto-
matic conditions such as hypertension and high cholesterol (Reference 16),  
which could have negative long-term effects on patient health.

What decision support tools are available to CDHP 
enrollees?

Decision support tools are improving in quality and increasing in 
availability, but significant weaknesses remain (Reference 17). In 
particular, cost data often are based on provider averages rather than being 
provider-specific, cost estimates are often procedure-based rather than episode-
based, and quality information is often limited to a small set of measures, which 
sometimes conflict across tools. 

The types of tools offered by CDHPs are often available to enrollees 
in other types of plans as well. In both cases, little evidence is available on 
the effects of information tools on either plan enrollment or utilization of care 
when enrolled. 
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CDHPs have neither transformed health care markets as dramatically as 
their proponents had hoped nor been as detrimental as their detractors 
had feared. CDHPs have reduced health care expenditures, primarily for outpatient 
services and pharmaceuticals. The evidence on their effect on quality of care is mixed. 
While some studies indicate that consumers reduce utilization indiscriminately in 
response to higher deductibles, others suggest that consumers differentiate between 
more and less clinically appropriate care. 

In their current form, however, CDHPs are likely to represent only part of a 
solution to address high and rising health care costs. The evidence indicates 
that CDHPs generate savings primarily among low- and medium-risk enrollees. 
In other words, they have little effect on spending for the small proportion of the 
population which generates the bulk of health care spending. Thus, a comprehensive 
approach to addressing high health care spending would require additional solutions 
targeted toward high-risk populations.

There is no evidence CDHPs have generated risk segmentation that has 
eroded coverage. The bulk of the evidence on CDHPs is from large, self-insured 
employers for whom risk segmentation is not necessarily problematic. However, there 
is also no evidence that CDHPs have expanded insurance coverage in the United 
States, and little evidence on the financial implications of greater cost-sharing for low-
income and/or less healthy enrollees. 

Conclusions and Policy Implications

THE SYNTHESIS PROJECT (Synthesis) is an initiative of the Robert Wood 
Johnson Foundation to produce relevant, concise, and thought-provoking briefs 
and reports on today’s important health policy issues.  
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