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A. "Measuring Welfare and the Effects of Regulation in a Government-Created Market: The Case of
Medicare Part D Plans," by Claudio Lucarelli, Jeffrey Prince and Kosali Simon (w14296, September 2008,
pdf format, 31p.).

Abstract:

Medicare's prescription drug benefit (Part D) has been its largest expansion of benefits since 1965. Since
the implementation of Part D, many regulatory proposals have been advanced to improve this government-
created market. Among the most debated are proposals to limit the number of options, in response to
concerns that there are "too many" plans. In this paper we study the welfare impacts of limiting the number
of Part D plans. To do this, we first provide evidence that consumers view Medicare Part D plans as
differentiated products. In doing so, we determine how much Medicare beneficiaries value the plans'
various features -- an important measurement not only for our analysis, but also because these features
are heavily dictated by policy. Second, using our demand- and supply-side estimates, we conduct several
policy experiments to understand the implications of reducing the number of plans. Specifically, we assess
The effects on equilibrium premia and welfare from removing plans that cover "the gap," reducing the
maximum number of plans each firm can offer per region, and, for validation purposes, the impact of a
recent major merger. Our counterfactuals regarding removal of plans provide an important assessment of
the losses to consumers (and producers) resulting from government limitations on choice. These costs
must be weighed against the widely discussed expected gains from limiting options (due to expected
reductions in consumer search costs) when considering new restrictions on the number of plans that can
be offered. We find that the search costs should be at least two thirds of the average monthly premium in
order to justify a regulation that allows only two plans per firm, and that this number would be substantially
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Abstract:

Subsidies for health insurance for chronically ill, high-cost individuals may increase coverage in the broader
population by improving the functioning of insurance markets. In this paper, we assess an historical
example of a policy intervention of this sort, the extension of Medicare to the disabled, on the private
insurance coverage of non-disabled individuals. We use data on insurance coverage from the Panel Study
of Income Dynamics from before and after the extension of Medicare to the disabled to estimate the effect
of the program on private insurance coverage rates in the broader population. We find that the insurance
coverage of individuals who had a health condition that limited their ability to work increased significantly in
states with high versus low rates of disability. Our findings suggest that subsidizing individuals with high
expected health costs is an effective way to increase the private insurance coverage of other high-cost
individuals. http://papers.nber.org/papers/wi4309
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Resources of the Early Baby Boomers. University of Michigan; Michigan Retirement Research Center
[2008]
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