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Abstract



Choice, Price Competition and Complexity in Markets for Health Insurance The United States and other nations rely on consumer choice and price competition among competing health plans to allocate resources in the health sector. A great deal of research has examined the efficiency consequences of adverse selection in health insurance markets, less attention has been devoted to other aspects of consumer choice. The nation of Switzerland offers a unique opportunity to study price competition in health insurance markets. Switzerland regulates health insurance markets with the aim of minimizing adverse selection and encouraging strong price competition. We examine consumer responses to price differences in local markets, the degrees of price variation in local markets. Using both survey data and observations on local markets we obtain evidence suggesting that as the number of choices offered to individuals grow their responsiveness to price declines allowing large price differentials to persist holding constant plan and population characteristics. We consider explanations for this phenomenon from the field of behavioral economics.
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I. Introduction The U.S. and other nations rely on consumer choice and price competition among competing health insurance plans to allocate resources in the health sector. There is an efficiency impulse to offer larger numbers of choices and greater variety of health insurance products. Expanded choices also carry efficiency problems in the form of adverse selection even if choices in health plans also result in price competition (Cutler and Reber, 1998). The nation of Switzerland offers a unique opportunity to study price competition in health insurance markets. Switzerland requires all residents to have health insurance. The government also regulates the terms of competition so as to encourage price competition and minimize adverse selection. This is accomplished by defining a standardized benefit for the mandated individual coverage, prohibiting insurers from turning away potential enrollees, providing extensive public information on prices, and risk adjusting payments to insurers. Households face the full price of coverage and may also purchase supplementary coverage and most do. Swiss residents all face opportunities to purchase coverage from at least 35 different sellers. In principle such a set of market arrangements might be expected to lead to active price competition. Yet Swiss health insurance markets are characterized by large and persistent price differences in local markets and little consumer switching between plans offering different prices. This has been the case even during a period of expanding choice in local health insurance markets. These market outcomes contrast sharply from what might be expected based on standard models of consumer behavior and competitive markets. We therefore explore several explanations for the observed behavior based on limitations on consumers’
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ability to make efficient choices in highly competitive health insurance markets (Samuelson and Zeckhauser, 1988; and Iyengar and Lepper, 2000). Specifically, we focus on the response of consumers to an expanding health insurance choice set. We make use of data from Swiss health insurance markets and a survey of insured individuals to explore switching behavior, price compression and consumer satisfaction with health insurance. The paper is organized into six sections. Following the introduction, the second section describes the market for health insurance in Switzerland and reports some basic facts about the performance of the market with respect to the amount of choice, consumer mobility and price patterns. The third section offers some explanations for the apparent disconnect between what the standard competitive model would lead one to expect and the observed outcomes. The fourth section describes the empirical analysis aimed at producing evidence to assess the proposed explanations. Results are reported in the fifth section. Concluding remarks and a discussion of implications are included in the final section of the paper.



II. Background A.



Swiss Health Insurance Markets: Regulatory Framework



Switzerland, a country of 7.4 million inhabitants, is divided into 26 Cantons. The organization of the health care system is the responsibility of individual Cantons, the health care system is regulated by the Federal Law on Social Health Insurance (LAMal). The LAMal has been in force since 1996 after it was ratified in a popular referendum in 1994.
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The health insurance market in Switzerland is regulated with the aim of promoting consumer choice and price competition. The key features of this market are as follows. 1) An individual mandate requires all residents to have health insurance coverage. (Note that each family member must contract on an individual basis). 2) A standardized basic benefit package is specified. This uniform basic insurance package is very comprehensive and covers not only outpatient and inpatient care, but also a limited number of alternative therapies as well as nursing home care. The level of cost sharing (deductible, coinsurance of 10% up to an annual ceiling) is defined by the law and is invariant across insurers. 3) Premiums are community-rated. That is, premiums can differ between health plans but, an insurer must offer uniform premium for people in the same age groups (0-18, 19-25, and >25), in the same place of residence (78 regions are defined, ie 3 per Canton), with the same type of coverage. Four types of basic health insurance are available. In 2003 the most frequent choice was for ordinary deductible health insurance (49.7%) followed by insurance plans with higher deductibles (42.0%). Insurance with limited choice of providers (HMO-contracts) which account for 8.2% of enrollees have not gained much market share. Individual-premiums are not income-adjusted but federal and Canton subsidies are available to low-income residents. It is worth mentioning that in some Cantons means-tested subsidies are granted to over 40% of the population. 4) Health insurers must accept every applicant for basic insurance. There is an open enrollment opportunity every six months (June and December) in which individuals can switch insurance providers, but only within the



5



Canton where they reside or work. 5) Premiums paid to health plans are risk adjusted. Risk adjustment is based on location, gender and age. Finally, there is also a clear-cut regulatory separation between basic statutory coverage and optional supplementary insurance. One can get basic and supplementary insurance from two different providers or from the same fund. Supplementary insurance is not regulated by LAMal. Insurance Contract Law (LCA) regulates it. In the supplementary insurance market, insurers may refuse bad risks and offer risk-adjusted premiums. Together, these features suggest that changing insurers for basic insurance coverage involves very low switching costs in the Swiss system. Indeed, as explained, the basic insurance coverage is virtually identical from one health insurer to the other, and the enrollee may remain with the same physician or hospital, unless he/she voluntarily opts for an HMO contract, which is rare. Furthermore, the actual switching procedure is not costly: it only requires the individual to write a letter (for which prototypes are downloadable from a well known website) to one’s health insurer. Search costs are low. All premiums are officially published every year by the Federal Office for Public Health (OFSP) and distributed to the households which request them. Furthermore, the most competitive premiums can be easily found on the Internet and in newspapers. In such a health insurance market with community-rated premiums at for each health plan, homogenous benefits, open enrollment and low switching costs, individuals would be expected to migrate toward the sickness funds offering the lowest premiums.
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Premium differences across sickness funds would be expected to be very small. The observed facts depart from these expectations.



B.



Stylized Facts on Market Performance i.



Market Structure



In the aggregate the number of health insurers (all non profit sickness funds) that offer mandatory health care insurance has decreased over the past decade. In 1994 there were 178 authorized health insurers operating in the health insurance market; by 2004, only 92 insurers were operating (Statistics in Health Insurance, 2004, Table 8.01). At the Canton level where the competition takes place, the individual choice set has increased over the same period (Table 1). In 1998 the mean number of operating funds per Canton was 39 (range: 36 – 49); Consumers could choose among more than 40 health plans in only 2 Cantons. The mean number of operating funds per Canton rose to 52 in 2003 (range: 41 – 70); in 8 Cantons, more than 55 insurers were providing individuals with basic insurance. A look at the 6 largest health plans reveals that the group as a whole was stable from 1998 to 2004. About 61% of enrollees were enrolled with these 6 companies in 1998. After a slight decline between 1998 and 2004, the 6 largest firms regained market share in 2005.



ii.



Price Variability Over Time



Price variability was high in 2004 (Graph 1). Graph 1 shows monthly price variability by Canton, the maximal difference in basic premiums for adults over 26 (for
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full coverage and in a single geographical cell) was 2952 Swiss francs per year or about 80% of the average. In 2004, the average gain of switching for an enrollee insured with the biggest company CSS amounted to 621 Swiss Francs over the year (which constitutes an average 20% discount). We measure price variation by examining the mean differences across cantons of the average premium minus the minimum and the maximum minus the minimum premium. These are reported on Table 2 for the years 1998-2004. Table 2 shows that there is little evidence of price convergence over time as competition at the Canton level has intensified. These observations are consistent with analyses by Dormont et al (2005).



iii.



Switching Behavior



Annual switching percentages are relatively low given the price differentials for identical benefit packages. Health insurance switching rates were 4.8% in 1997, 5.4% in 1998, 2.7% in 1999 and 2.1% in 2000 according to household survey data (OFAS, 2001). Yearly switching rates have recently stabilized at around 3% (Le Temps, 2005). In sum Swiss health insurance markets appear not to have realized the type of price competition that might have been expected from their particular brand of regulated competition.



III. Explanations A. The Expected Utility Model
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In considering the stylized facts about Swiss health insurance markets we begin by considering how standard models of health insurance address such facts. The key behaviors are relatively low rates of health plan switching in the presence of substantial opportunities to realize lower premiums for what appears to be a homogeneous set of health plans. This type of behavior is consistent with market equilibriums with substantial price variation. Models of health insurance choice typically are based on the assumption that consumers choose a health plan based on its premium (r) and quality attributes (q) so as to maximize expected utility, EU(r, q). Thus an individual consumer i will choose a health plan from among j choices if EUij > EUik. In Switzerland price information is widely available and most dimensions of quality are regulated. Once a plan is chosen a consumer may experience a change in health state or other personal circumstances (e.g. reduced income) or may face a new set of premium choices due to health plan entry into the local market. These altered circumstances may result in the individual reassessing the expected utility of their health plan relative to available alternatives possibly resulting in a switch of health plan. The observation that switching rates are low and large price differences between comparable health plans persist would be explained in the expected utility framework by appealing to switching costs (e.g. time costs of search) and unobserved quality differences. The Swiss institutional context makes the switching cost explanation less plausible given the availability of price information, the simple administrative procedures for switching and the regular and well publicized opportunities to switch health plans. Moreover, in Switzerland the choice of health plan is by and large unconnected to the choice of health care provider (physician or hospital) (8%), which is a major source of
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switching costs in American health insurance markets. These types of switching costs have been viewed as important in explaining low rates of health plan switching in the U.S. (Niepp and Zeckhauser, 1985). The regulatory structure and the fee for service-indemnity structure serve to reduce many aspects of service quality variation. Some quality variation no doubt remains. One variable dimension of quality may relate to the reliability of the health plans. Health plans have entered and left the market in recent years. Research on choice of health plans in American health insurance markets shows quite limited effects on choice or switching of measured (but unregulated) quality differences between health plans (Beaulieu, 2002; Dafny and Dranove, 2005; Abraham et al, in press). Another potentially variable aspect of quality may involve administrative processes like how quickly and accurately enrollee questions are addressed. The implications of the expected utility model for empirical analysis of switching behavior is that right hand side variables would include measures of relative premiums, enrollee health status and personal circumstances, and potentially some measures of plan characteristics, their administrative effort and financial stability.



B. Decision Overload The Behavioral Economics literature has reported on experiments and offered explanations grounded in the psychology of choice that provide explanations for why expanded choice may encourage persistence in key choices and may thus not lead to more competition or greater ability to match consumers and products. One set of ideas focus on the concept of decision or information overload (Eppler and Mengis, 2003)
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where as the choice set grows people are overwhelmed by information and this may reduce the ability to act or serve to compromise the effectiveness of decision-making. The theory behind this notion is that the relationship between information and the quality of decision making is an inverted U. That is more information improves decision making up to a point after which it reduces the quality of decision-making. One set of experimental results by Iyengar and Lepper (2000) show that as the number of choices expands people will be less likely to take action and, say, make a purchase. This result is consistent with other research showing that a type of “analysis paralysis” takes hold when information and choices becomes very complex (Bawden, 2001, Cowan, 2001). Other studies show that consumers loose the ability to differentiate between products as the choice set grows thereby obscuring the ability to compare alternatives (Schneider, 1987). The implication is that more choice and greater complexity of choice after a point will inhibit action and reduce the quality of choices that are made.



C. Status Quo Bias Thaler (1980) identified a general tendency of people to exaggerate the value of an item they possess (selling price) relative to what they would value the same item if they did not own it (buying price). This has been termed the endowment effect and it stems from loss aversion identified by Tversky and Kahneman (1991). Loss aversion has also been associated with an attachment to the status quo. In an environment of uncertainty and decision complexity it is hypothesized that there is a tendency to exaggerate the disadvantages of departing from current arrangements and to understate potential gains. Samuelson and Zeckhauser (1988) have explored this
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phenomenon in the context of insurance markets and report support for what they term status quo bias in decision making. They studied health plan choices as new health insurance products were introduced into the Harvard University employee benefit plan. They argued that traditional consumer choice theory suggests that, ceteris paribus, newer faculty (holding constant age) and those with longer tenures should display a similar pattern of choices. Yet the data showed that established faculty members were more likely to enroll in health plans that had existed prior to the new offerings than faculty with shorter periods of attachment to any health insurance plan. They interpreted this as support for the existence of a status quo bias. The implication is that the level of attachment to a health plan will inhibit the desire to act and will become more important as the complexity of choice grows.



D. Distinguishing Between Explanations One apparent difference between the expected utility model and the decision overload hypothesis is that the number of choices available to consumers in the market would typically not enter a switching model based on the expected utility model. In the expected utility model the number of choices works through premium and quality. A model based on ideas about decision overload would include a measure of the number of choice available to consumers. The decision overload hypothesis suggests a negative relation between switching and the number of choices above a certain number of choices (the inverted U). In practice, since service quality is likely to be incompletely measured a negative relationship between switching rates and number of choices could occur because the number of choices may serve as a proxy for the ability of consumers
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to find better preference-quality-price matches. If prices are well measured and most variation in quality is either eliminated by regulation or measured by indicators of plan administrative effort or financial reserves then one would expect the number of choice to add little explanatory power to a model of switching behavior based on expected utility. As noted above the expected utility model allows for some learning about how health plans serve consumers, which might result in switching behavior. These learning effects might be expected to occur within a year of two of enrollment. Beyond that the expected utility framework would not include expect tenure of enrollment in a health plan to explain switching behavior. Thus, if evaluated at longer durations than a year or two health plan enrollment tenure would be expected to add little explanatory power to a model of switching. The status quo bias model implies that longer tenures of enrollment should continuously reduced the likelihood of switching other things equal.



IV- Empirical Implementation We empirically examine the roles of price, information overload and status quo bias in explaining the switching rates and persistent price differentials between insurance plans operating in individual Swiss insurance markets.



A. Overview of Analysis Strategy Information overload could occur due to the large number of competing health plans. As already noted, Swiss people faced choices of 35 or more health plans during the period of observation. Even if health plans can be assessed easily and quickly because of publicly available information on prices and health plan rankings, the large
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number of alternatives is likely to make the choice process more burdensome. In our context, status quo bias is present when enrollees prefer their current plans to lower cost alternatives of comparable quality even when tangible transition costs are low. To examine these issues, we conduct the following specific analyses. We examine: (i) factors associated with switching of health plans/ and the intention to switch plans (ii) plan distributions of old/ new enrollees and (iii) reasons for being enrolled with current health plans. In our empirical analysis of plan switching, we focus on five main factors that may influence plan switching. First, we examine the monetary gains from plan switching or the influence of price differentials. Second, we assess the impact of the number of competing health plans on health plan switching. The variability in the number of choices across Cantons allows us to test whether more choice increases or decreases the likelihood that individuals will switch health plans. A finding that suggests that individuals facing larger numbers of alternative health plans are less likely to switch plans, other factors equal, would be most consistent with information overload. That is, the number of plans is unlikely to be correlated with unmeasured quality differentials. Third, the influence of the complexity of choice is also tested as part of the decision overload hypothesis. In particular, those who have purchased a supplementary insurance policy in addition to the basic package face greater complexity of choice to the extent that the number of providers of supplementary insurance multiplies their spectrum of choices. Again a negative relationship between the presence of supplementary coverage and the switching probability would be consistent with information overload. A fourth source of evidence would be to examine plan switching
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among people who express dissatisfaction with their plans and whether they are affected by the number of choices available. Under the decision overload hypothesis, dissatisfied individuals with relatively more choice in plans may be less likely to switch. Fifth, we study the relationship between the duration of enrollment and switching behaviors in order to assess whether individuals stick with their current health plans though presumably superior alternatives (with respect to price) are available. Under the status quo bias hypothesis, the longer one has been enrolled with a fund, the less likely one is to switch, all other things equal. The health plan choices of new enrollees (switchers) will be compared to plan choices of those who have maintained their previous plans (non switchers). Switchers should be relatively unencumbered by status quo bias. If the pattern of plan choices for these two groups differ significantly this would be consistent with the presence of status quo bias (Samuelson and Zeckhauser, 1988). Studying the stated reasons of enrollment in health plans at a point in time in surveys of health plan enrollees offers another window into factors that influence observed patterns of enrollment. Samuelson and Zeckhauser (1988) have emphasized that “anchoring” or “psychological commitment” underlying status quo bias are likely to result from tradition, habit, sufficient satisfaction (as opposed to optimal choice), uncertainty toward alternatives, misperceptions or false beliefs concerning health plan characteristics. Sample surveys of Swiss health plan enrollees ask some questions related to the importance of such factors as reasons for health plan enrollment.
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B. Data We make use of two sources of data, a survey of individuals focusing on health plan choices in Switzerland and publicly reported information related to health insurance plans including premiums, number of enrollees and financial indicators (the level of reserves, and administrative costs). The OFAS Survey The survey that we use was conducted by OFAS (Office Fédéral des Assurances Sociales) as part of the general assessment of the Law on Sickness Insurance (Art. 32 OAMal). The corresponding dataset was obtained from the Swiss Information and Data Archive Service (SIDOS). It includes observations from a sample of 2152 households representative of the Swiss population. One adult was interviewed by telephone in each household during the summer of 2000. This survey provides extensive information on health plan choice at the individual level. Respondents were requested to name their health insurance plans for the basic and supplementary health insurance separately and to define their criteria for choosing plans. The options they chose (e.g. higher deductibles, HMO) and the composition of the supplementary benefit package were also reported. People were asked whether they had changed any of their health insurance contracts during the four previous years (1997 - 2000). In addition, information on the intent to switch in the future as well as general satisfaction with their health insurance plans was collected. Knowledge, beliefs, attitudes and perceptions towards LAMal and health plans were also investigated. Socio-demographic characteristics were obtained in the survey. A detailed descriptive
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analysis of this dataset is available in the OFAS report (2001) and is also provided by Colombo (2002). The insurer database We constructed a data set that describes markets for health plans. In this database, information on the number of enrollees (denoted nict) and monthly adult premiums (Pict) are reported at three levels: insurers (i), Cantons (c) and year (t). Financial characteristics of the health plans such as the amount of reserves (rit) or the level of administrative costs (ait) are known at the insurer level for a given year. A problem arises because the number of enrollees per health plan is reported at the Canton level even though there are Cantons that consist of two or three different premium regions. To address this issue we use the (unweighted) average premium per health insurer and Canton. A second problem is that the number of enrollees per sickness fund is not provided by type of contract while there are several rebates for high deductibles and HMO contracts that differ from one health insurer to another. The premium for full coverage (ordinary deductible) is used as a proxy variable for the adult premium. The number of insured people was directly provided by the OFSP (Federal Office for Public Health) upon request; yearly premiums are available on the OFSP website (http://www.bag.admin.ch/kv/statistik/f/index.ht). Financial characteristics of funds are published each year in the report entitled “Statistics in Health Insurance”. Our database consists of 8940 observations (one observation per insurance company, per Canton, per year) over 7 years.
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For our purposes, this insurer dataset is used to study premium convergence over time and to assess the gains associated with switching from one health plan to another. Furthermore, we make the connection between the OFAS survey and this database by matching each individual health plan reported in the survey with the corresponding aggregate information (premium, number of enrollees, reserves, market share) referring to the relevant year and Canton and by adding some data at the Canton level (number of operating funds, number of enrollees). This will help us study the relationship between health plan characteristics and choice behaviors.



C. Estimation Estimation of a switching model We estimate a health plan-switching model. We denote y n the binary variable defined by y n = 1 if the individual n has switched (over the past 4 years) and y n = 0 when he/she has not switched. The following basic model is estimated on the latent *



variable y n :



y n = xn ' β + (dp) n η + Onγ + c n ρ + u n , *



The decision to switch is given by: * yi = 1 if yi ≥ 0.



x n ' is a vector of individual characteristics (age, gender, household size, education level, urban location, health status, level of deductible, enrolment with supplementary package). On is a vector of dummy variables representing the number of choices available to individuals living in different Swiss Cantons. Each dummy variable represents a plan choice range (eg. 35-45 plans, 46-50, 51-55, 56-60 etc). We use the
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vector of dummies to allow for a flexible functional form. We also estimated an alternative specification with a single dummy variable with takes on a value of one for markets with 50 or more choices. The idea of choice overload is consistent with a monotonically decreasing likelihood of switching.



(dp) n represents the potential gains from switching health plans. We measure (dp) n as the standard deviation in health plan premiums within a Canton. This represents the expected difference in price one would experience if the typical person switched to the mean plan in a Canton. This is one measure of potential financial gains from plan switching.1 We also estimate a model specification that includes interaction terms between the choice environment indicators, and the measure of price dispersion (dp) n . This enables us to examine differential price response in the five choice environments. We also estimate models that include a measure of the number of new plans available to consumers over the three year period to allow both levels and changes in plan choice to affect switching behavior. As the impact of vector O on switching behaviors might depend upon whether the individual has purchased supplementary insurance, the interaction between both variables will also be tested in additional models. The standard errors and significance associated with the interaction terms in non-linear models will be computed according to the approach of Ai and Norton (2003).



One issue is that the duration of enrollment is only known for the current fund and is not reported for the previous fund of switchers. Consequently, we estimate models, where we use the declared intention to switch in the future as a proxy for 1



We are grateful to Tom McGuire for discussion of this approach to specifying the “price” measure.
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switching. In that case the vector x n ' also includes the duration of enrolment with current fund. c n is a dummy variable for language region which is used as a proxy for



cultural and structural differences across Cantons. u n is a random disturbance that is assumed to follow a normal or a logistic distribution. Estimation of premium convergence The premium variability within a Canton is summarized by the coefficient of variation. This measure has the advantage of being comparable across Cantons with different means. It is denoted CVctd. We estimate the following model: E (CVct ) = α + ∑ β i t i + δ I ct + ∑ φ i (t i * I ct ) i



i



c ∈ [1,26], t ∈ [1998,2004] ,



Ict is the number of operating funds in Canton c during year t. Year dummies ti control for a possible premium convergence over time. In order to take heterogeneity between Cantons into account, we estimate a GEE population-averaged model with an exchangeable correlation structure (Liang and Zeger, 1986; Zeger and Liang, 1988). Furthermore, the regression is weighted to account for varying population shares across Cantons.



d



CVct =



σ c ,t µ c ,t



with



⎛ ni , c , t ⎞ ⎟ , ⎟ n ⎝ c,t ⎠



µ ct the mean premium in Canton c during year t, µc , t = ∑ Pi , c , t * ⎜⎜ i



and σ c,t the premium standard deviation
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To examine the impact of expanded choice on price convergence we examine the pattern of estimated coefficients for δ and φ. The net effect of increasing choice in the standard competitive model would be a decrease in price dispersion overtime as the number of plans increase.



V- Results The main descriptive features of the survey are summarized in Table 3. There were 2055 individuals observed where complete information on their health insurance was available. Of this sample, 73.8% of the respondents lived in areas with more than 50 competing health plans. During the period 1997-2000, 15.2% switched from one sickness fund to another for the basic package. In the year 2000, 9.9% reported an to switch in the future. Switching rates proved to be significantly higher in areas with fewer plans than in the high choice areas over the 4-year period. A similar pattern was observed for the intent to switch outcome. The logit estimates for the plan switching models are reported on Table 4. The pattern of results for the dummy variables representing the number of choices facing consumers of health insurance suggests that more choice tends to reduce the likelihood of switching. The coefficient estimates are relatively stable with respect to model specification. Column 1 of Table 4 reports the results of the simplest specification. Here the coefficient estimates suggest a monotonically declining likelihood of switching as choices increase beyond 50 choices. The estimates are relatively precise with significance levels at the 5% level. Column 2 reports results for a specification that allows for an interaction of the possession of supplementary health
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insurance coverage and the dummy variable representing the number of plans available in the Canton. The coefficients suggest that more choice reduces the likelihood of plan switching when choice exceeds 50 plans. The estimated coefficients for the interaction terms are positive for lower numbers of choices, with choices sets below 50 being associated with a significantly higher likelihood of switching. These results indicate that when an individual holds supplemental insurance, more choice reduces the probability of switching health plans. Column 4 allows for interaction between choice and premium dispersion. Again the results indicate a net negative effect of larger choice sets on switching behavior. Column 5 reports a specification where we include a variable measuring the number of new plan entrants in a Canton during the 1997-2000 period. The results show that the number of new plans decreases the likelihood of switching and having more than 50 plans is associated with a reduced likelihood of plan switching. It should be noted that only the 51-55 choice dummy variable’s coefficient is significantly different from zero in this model. Finally, the pattern of coefficient estimates for the choice set size dummy variables are suggestive of an inverted U shaped relationship between choice and switching, although the estimated increased likelihood of switching for choice sets below 45 choices was not significantly different from zero at conventional levels (note that the significance levels for the model in column 5 was 10%). This pattern is not consistent with any formulation of the standard model but is consistent with the notion of decision overload.2



2



We also estimated the same models using a single dummy variable, which had a value of one for Cantons with more than 50 health plan choices. In these models the estimated coefficient for the dummy variable was consistently negative and significant. The same pattern of results held for interaction of the dummy variable and other variables.
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Table 4 also shows that consumers are quite responsive to price dispersions, as evidenced by the positive and significant coefficient estimate for the dp variable in all specifications. Column 4 reports a specification where the price dispersion variable dp, is allowed to interact with the level of choice. The results suggest that consumer price responses increase with the size of the choice set.



We investigate the impact of choice a bit further by examining the intent of switch among consumers expressing dissatisfaction with their health plan. Consumers facing large numbers of health plan choices were less likely to express an intention to switch health plans even when they expressed dissatisfaction with their current health plan. Indeed, out of those who were very dissatisfied (answers 1-5 on a 1-10 scale) 33.7% intended to switch plans in areas with less than 50 choices versus 21.9% in areas with more than 50 choices (p 
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