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Dissertation Abstract

Title: “Studies of Choice Behaviors in the Medicare Market”

Chapter 1: “Medicare Beneficiaries’ Choice of Medicare Health Plans — A Choice-with-Screening
Model” (Job Market Paper)

Evidence from behavioral economics finds that consumers suffer cognitive costs from complicated choice
situations and they may use screens to simplify their choices. This paper investigates the screening
behavior of the elderly in the choice of Medicare health plans. A choice-with-screening model is proposed,
where the individual’s decision process follows two stages: first screening the health plans by attributes
using a conjunctive rule and then making the final choice among the plans that passed the screening.
Screening is a stochastic process that is driven by demographics. The plan choice after the screening is
analyzed by the random coefficient multinomial probit (RCMNP) model. The choice-with-screening
model is estimated in a Bayesian framework. Estimation only relies on observed choices. The choice and
demographic information is obtained from the 2002 Medicare Current Beneficiary Survey (MCBS) and
the information regarding Medicare health plans is obtained from the 2002 Medicare Health Plan
Compare (MHPC) dataset. The results show that the elderly are likely to screen health plans based on
premium, drug coverage and vision service coverage. Compared with the conventional RCMNP model,
the choice-with-screening model fits the data better and also captures certain nonlinearities in the effects
of plan attributes.

Chapter 2: “Choice-with-Screening Model with Correlated Cutoffs”

In Chapter 1, the cutoffs for the screening attributes are assumed to be independent of each other,
conditional on the demographics. However, this assumption is not valid when factors not considered in
the model have systematic impacts on the cutoff values. This paper proposes an extension of the choice-
with-screening model so that the cutoffs for premium, drug coverage and vision service coverage are
determined jointly by each individual. After re-parameterization of the joint distribution for cutoffs,
Bayesian estimation of the model follows standard algorithm. Griddy Gibbs sampler and Metropolis-
Hasting method are used to facilitate the posterior simulation. The model is applied to an unbalanced
panel of 4-years’ data, which include the 2001-2004 MCBS and the 2001-2004 MHPC. The preliminary
results are consistent with the findings in Chapter 1. Moreover, a negative correlation between the cutoff
for drug coverage and the cutoff for vision service coverage in the screening stage is detected.

Chapter 3: “Impact of Health Insurance on Out-of-Pocket Prescription Drug Expenses — Evidence from
the Medicare Current Beneficiary Survey” (with Pravin K. Trivedi)

Many studies in health economics have analyzed the relationship between the health plan choice of the
elderly and their utilization of health care services. Since the plan choice is believed to be endogenous,
finding good instrumental variables for plan choice is important. The insurance premium is a natural
instrument and is important for identifying the causal impact of insurance status on health care
utilization. However, the prevailing data used in the studies do not contain this information. MCBS
provides detailed health care utilization data and some health plan information, including the insurance
premium. In Chapter 3, the MCBS data will be used to analyze the impact of health plan choice on the
out-of-pocket drug expenditure. The analysis can verify the findings in the literature and provide more
insight in the health plan impact. The model will be estimated in a Bayesian framework.
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