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Is Medicare Advantage More Efficient than Traditional Medicare?

Medicare is the largest public insur-
ance program in the U.S., with over 55 
million elderly and disabled beneficia-
ries. Over time, this program has evolved 
to have a significant private component. 
The Medicare Advantage (MA) pro-
gram offers beneficiaries the opportuni-
ty to enroll in a private health insurance 
plan (a HMO, PPO, or other coordi-
nated plan) that is reimbursed by the 
federal government instead of tradition-
al fee-for-service Medicare. In addition, 
beneficiaries who elect prescription drug 
coverage under Medicare Part D choose 
from a vari-
ety of pri-
vate pre-
scription 
drug insur-
ance plans. 
More than 
40 million 
Medicare 
beneficia-
ries have 
private 
insurance 
through 
MA or Part 
D plans. 

An important motivation for the 
growing privatization of Medicare is the 
potential for private insurers to deliv-
er health care services more efficiently 
than the government. Yet obtaining reli-
able evidence on this question is diffi-
cult. A key challenge is that individuals 
choose whether to enroll in MA or stan-

dard Medicare. Evidence suggests that 
MA beneficiaries are healthier than the 
Medicare population as a whole, so any 
differences in program expenditures may 
not necessarily reflect greater efficiency 
in the provision of care.

In their paper “The Efficiency 
Consequences of Health Care 
Privatization: Evidence from 
Medi care Advantage Exits” 
(NBER Work ing Paper No. 
21650), researchers Mark Duggan, 
Jonathan Gruber, and Boris Vabson 
employ a novel strategy to explore this 

issue. The 
authors 
examine 
the change 
in health 
care utili-
zation by 
MA ben-
eficiaries 
after they 
switch to 
traditional 
Medicare 
because 
their pri-
vate insur-

er has exited the market. By focusing 
on cases where there are no other MA 
providers in the county, the authors 
ensure that the change in MA status is 
unrelated to the individual’s health or 
other characteristics. 

The authors use hospital discharge 
data from New York State linked to 

data on Medicare enrollment. This gives 
them the unique opportunity to track 
individual-level hospital utilization 
for those in MA and those switching 
between MA and traditional Medicare. 
During their sample period, 8 counties 
experience the exit of all MA insurers, 
affecting 3 percent of MA enrollees. The 
authors’ empirical approach isolates the 
effect of MA exit, allowing for trends 
over time and differences across counties 
in hospital utilization.
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The central finding is that MA 
enrollees who are forced to switch to 
traditional Medicare due to MA exit 
experience an increase of 0.11 hospital 
admissions per capita, which represents 
a 60 percent increase relative to the 
mean of 0.18 admissions. This increase 
in hospitalizations is accompanied by a 
48 percent increase in total days spent in 
the hospital, a 33 percent increase in the 
number of procedures, and a 53 percent 
increase in hospital charges.

If this increase represents “pent-up 
demand” by MA enrollees who were 
being treated less intensively, the increase 
in utilization should be temporary and 
fade over time. However, the findings do 
not support this hypothesis. The analysis 
also suggests that the effects of MA exit 
on utilization cannot be explained by 
other health care trends in the counties 
that experienced MA exit. 

What might explain the lower hos-
pital utilization of MA enrollees? The 
study’s findings suggest two key mecha-

nisms. The first is that MA plans restrict 
patients to hospitals that involve con-
siderably longer travel. The second is 
that MA plans more tightly restrict elec-
tive and non-urgent hospitalizations. By 
contrast, the authors fail to find sup-
port for the theory that MA enrollees 
face higher cost-sharing than traditional 
Medicare beneficiaries.

Do MA enrollees who switch to tra-
ditional Medicare experience an increase 
in the quality of care? The authors find 
that traditional beneficiaries do not use 
higher quality hospitals. They also find 
that the odds of readmission and of hav-
ing a preventable hospitalization rise 
after MA exit. “By these measures, there-
fore, quality is falling for those initially 
enrolled in MA following the exit of 
MA plans.” Evidence on mortality is less 
conclusive, but if anything, mortality 
rises following MA exit.

In concluding, the authors note that 
the role of private players in public insur-
ance has been a subject of debate, with 

advocates claiming that private insur-
ers provide services more efficiently and 
detractors suggesting that private insur-
ers enroll a healthier population and 
receive overly-generous reimbursements 
from the government. The authors con-
tribute to this debate by documenting 
sizeable increases in hospital utilization 
among many dimensions when MA 
plans exit a county. They note sever-
al limitations of their work, including 
their inability to track inpatient care and 
to look at outcome measures beyond 
mortality. Nonetheless, they conclude, 
“our results suggest that there are large 
efficiencies from ensuring that at least 
some managed care option is available 
to enrollees.” Future work could help to 
identify the tradeoffs of various alterna-
tives to promote MA plan availability. 

At least one co-author has disclosed a financial 
relationship of potential relevance for this research. 
Further information is available at http://www.
nber.org/papers/w21650.ack.

How Biases Affect Retirement Savings

With the decline of traditional pen-
sion plans, employer-sponsored individ-
ual accounts such as 401(k) plans have 
become a major source of retirement 
income for millions of Americans. These 
plans typically require individuals to 
make decisions about participa-
tion, contributions, investment 
allocation, and withdrawals. As 
a result, individuals’ abilities 
and attitudes towards saving are 
increasingly consequential for 
their retirement security.

In “The Role of Time 
Preferences and Exponential-
Growth Bias in Retirement 
Savings” (NBER Working 
Paper No. 21482), research-
ers Gopi Shah Goda, Matthew 
Levy, Colleen Flaherty 
Manchester, Aaron Sojourner, 
and Joshua Tasoff explore two psycho-
logical tendencies that may lead peo-
ple to save insufficiently for retirement. 
While standard economic theory sug-

gests that savings decisions will depend 
on factors like the rate of return, the 
complexity of these decisions increases 
the likelihood that “behavioral” factors 
or biases will also play a role. 

“Present bias” refers to the tenden-

cy, in evaluating a tradeoff between two 
future options, to give stronger weight 
to the earlier option as it gets closer. 
An individual with present-biased pref-

erences might express willingness to 
invest a tax refund she will receive in six 
months in a retirement savings account, 
for example, but when the refund arrives 
she will prefer not to do so, even though 
nothing has changed except the passage 

of time. This individual will save 
less for retirement than another 
who also favors investing the tax 
refund (who has the same long-
run “discount rate”) but does 
not suffer from present bias and 
thus does not change her mind 
as the refund date nears. 

“Exponential-growth bias” 
is a perceptual bias that relates to 
an individual’s understanding of 
compound interest. An individ-
ual who neglects compounding 
will expect retirement account 
balances to grow linearly over 

time, while one who incorporates it will 
expect them to grow exponentially. The 
former individual may save less because 
he believes the expected return to saving 

http://www.nber.org/papers/w21650.ack
http://www.nber.org/papers/w21650.ack
http://www.nber.org/papers/w21482
http://www.nber.org/people/Gopi_Shah_Goda
http://www.nber.org/people/Matthew_Levy
http://www.nber.org/people/Matthew_Levy
http://www.nber.org/people/Colleen_Manchester
http://www.nber.org/people/Colleen_Manchester
http://www.nber.org/people/Aaron_Sojourner
http://www.nber.org/people/Joshua_Tasoff


3

Capacity to Work Around the World

Many social security systems 
around the world face long-term sol-
vency challenges. Raising the retire-
ment age is frequently suggested as 
one possible reform, since rising life 
expectancy is a contributing factor to 
the systems’ strained finances.

A key consideration in any 
debate over raising the retirement 
age is whether individuals are healthy 
enough to extend their working lives. 
This question is the subject of the 
recent working paper by research-
ers Courtney Coile, Kevin Milligan, 
and David A. Wise, “The Capacity 
to Work at Older Ages” (NBER 
Working Paper No. 21939). Their 
paper is the introduction and sum-
mary to the most recent volume in 

the Social Security and Retirement 
Around the World series, in which 
researchers from the U.S., Canada, 
Japan, and nine European countries 
undertake similar analyses and com-
bine them to gain greater insights. 

The researchers employ two 
methods to estimate the ability of 
older individuals to work longer. 
They first ask, if individuals today 
worked as much as people with the 
same health worked in the past, how 
much more (or less) would they 
work? Health in this case is defined as 
mortality risk. In the U.S., for exam-
ple, today’s 55-year-olds have the 
same risk of dying as 49-year-olds did 
in 1977, due to improving mortality. 
Yet the employment rate of today’s 

to be less than it really is.
To estimate the prevalence of these 

two biases, the authors use data from two 
online surveys, the RAND American 
Life Panel and the Understanding 
America Study. To assess exponential-
growth bias, participants are asked to 
calculate how much an investment of 
a certain amount would be worth after 
a specified period of time with a given 
interest rate. Individuals are allowed to 
use any approach or aids they like to 
answer the questions, and are paid more 
for giving more accurate answers, to 
mimic the environment and incentives 
they would face in making real-world 
decisions. To assess present bias, partici-
pants are asked about “present-future” 
and “future-future” tradeoffs (for exam-
ple, would you prefer to receive $100 
today or $120 in 12 months? $120 in 12 
months or $144 in 24 months?). 

The authors find that over half — 55 
percent — of respondents have present-
biased preferences. They also find that 
less than one-quarter of respondents cor-
rectly perceive account balances to grow 
exponentially over time. Seven in ten 
respondents perceive the rate of return 
on saving to be less than it really is, with 
roughly 30 percent believing that bal-

ances grow linearly over time and 40 per-
cent estimating a rate of return that falls 
between linear and exponential growth. 
Interesting, while both types of bias are 
common, the correlation between them 
is weak, suggesting that the biases are 
largely independent.

Next, the authors examine the 
relationship between these biases and 
retirement saving. They find that both 
biases are strongly related to retirement 
account balances, even after controlling 
for the effect of income, education, risk 
preference, financial literacy, IQ, and 
other characteristics. A two-standard-
deviation increase in either measure of 
bias (equivalent to moving from a typi-
cal level of bias to the 95th percentile) 
would decrease retirement savings by 
about $26,000, or about 20 percent rela-
tive to the mean value of $133,000. The 
effect is smaller for those who are more 
aware of their bias, which could be the 
case if these individuals use commit-
ment devices to counteract present bias 
or tools and expert help to address expo-
nential-growth bias. 

Overall, eliminating both bias-
es from the sample would lead to a 
12 percent increase in retirement sav-
ings, according to the authors’ estimates. 

Turning to mechanisms, the authors find 
that these biases affect retirement savings 
by reducing flows into employer-spon-
sored retirement accounts. Conversely, 
the biases do not seem to affect enroll-
ment or equity allocation. 

In concluding, the authors note 
“while defaults and other alternatives 
have successfully increased average con-
tributions in many contexts, and retire-
ment income projections may move 
people towards better decisions when 
well-implemented, there is no evidence 
that these fully counteract the effects 
of exponential-growth bias and pres-
ent bias on retirement saving decisions. 
More evidence regarding the ability of 
interventions to target biases related to 
retirement saving decisions is needed 
and remains an important direction for 
future research.”

The authors acknowledge financial support by 
the TIAA-CREF Institute and the Pension Research 
Council/Boetter Center of the Wharton School 
at the University of Pennsylvania. This research 
was also supported by the U.S. Social Security 
Administration through grant #RRC08098400-
07 to the NBER as part of the SSA Retirement 
Research Consortium. Additional support was pro-
vided by the National Institute on Aging through 
grant #R01AG020717 and the Social Security 
Administration for the UAS data collection.
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55-year-olds is 17 percentage points 
lower than that of their same-mortality 
counterparts in the past. This yields the 
estimate that employment could be 17 
points higher at this age, equating to an 
additional 0.17 years of work. Applying 
this logic at ages 55 through 69 suggests 
that individuals could work an additional 
4.2 years, on average. 

The values for other countries are also 
large, ranging from 3.2 years in Sweden 
to 8.4 years in the UK, with an average of 
5.5 years across the twelve countries. But 
the average value is only 1.7 years if 1995 
is used as the base year. This difference 
is due in large part to employment rates, 
which reached a low point around 1995 
in most countries but were higher in both 
1977 and 2010. As the authors note, “over 
the 1995 to 2010 period, employment has 
risen substantially in virtually all countries, 
and these employment gains have largely if 
not completely kept up with the gains in 
mortality.” Looking back to 1977, mortal-
ity gains have been even larger and employ-
ment increases have not kept pace.

In their second approach, the 
researchers base their estimate of work 
capacity on a comparison to young-

er workers. The authors estimate the 
relationship between health and work 
for individuals ages 50 to 54 and com-
bine this with the actual health of those 
ages 55 to 69 to predict their ability 
to work. The predicted share working 
declines with age, since health declines 
with age. Yet actual employment rates 
fall far faster than predicted rates. The 
difference between predicted and actual 
employment rate is the estimated addi-
tional capacity to work. For example, the 
authors estimate that an additional 17 
percent of U.S. men ages 60 to 64 could 
work, based on their health status. 

Interestingly, predicted employment 
rates are fairly similar across countries, while 
actual employment rates vary dramatically. 
At ages 60 to 64, for example, the share 
of men working ranges from 80 percent 
in Japan to less than 20 percent in France. 
Thus the authors estimate that the addi-
tional capacity to work at ages 60 to 64 is 50 
percent or more in Germany, Italy, Belgium, 
and France, but less than 20 percent in Japan, 
Sweden, and the U.S. Earlier work in the 
series suggests that Social Security program 
provisions can explain much of the differ-
ences in employment rates.

In sum, both methods suggest that 
many older people may have additional 
capacity to work beyond current employ-
ment levels. The authors caution that their 
work “is not intended to suggest how long 
people should work nor to suggest what 
typical retirement ages should be in vari-
ous countries.” As people live longer, it may 
be natural for gains in life expectancy to 
be divided in some way between years of 
work and retirement. Further, there may 
be other factors that make it difficult for 
people to extend their working lives, such 
as weak demand from employers, which 
were not explored in this study. 

The authors conclude, “the con-
cept of health capacity to work, how-
ever, can be important in considering 
whether continued incremental increases 
in retirement ages, such as those that have 
been common in many countries over the 
past two or three decades, might be con-
strained by the health of older workers 
going forward. The results of this phase of 
the International Social Security Project 
suggest that this is not the case.” 

The NBER’s International Social Security 
Project is supported by the National Institute on 
Aging (grant P01 AG012810). 
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21600
Emily Oster
Diabetes and Diet: Behavioral Re-
sponse and the Value of Health

Individuals with obesity often appear 
reluctant to undertake dietary changes. 
Evaluating the reasons for this reluc-
tance, as well as appropriate policy re-
sponses, is hampered by a lack of data on 
behavioral response to dietary advice. I 
use household scanner data to estimate 
food purchase response to a diagnosis 
of diabetes, a common complication of 
obesity. I infer diabetes diagnosis with-
in the scanner data from purchases of 
glucose testing products. Households 
engage in statistically significant but 
small calorie reductions following di-
agnosis. The changes are sufficient to 
lose 4 to 8 pounds in the first year, but 
are only about 10% of what would be 
suggested by a doctor. The scanner data 
allows detailed analysis of changes by 
food type. In the first month after di-
agnosis, healthy foods increase and un-
healthy foods decrease. However, only 
the decreases in unhealthy food persist. 
Changes are most pronounced on large, 
unhealthy, food categories. Those indi-
viduals whose pre-diagnosis diet is con-
centrated in one or a few foods groups 
show bigger subsequent calorie reduc-
tions, with these reductions primarily 
occuring in these largest food groups. I 
suggest the facts may be consistent with 
a psychological framework in which 
rule-based behavior change is more suc-
cessful. I compare the results to a policy 
of taxes or subsidies.

21669
David Neumark, Ian Burn, Patrick 
Button
Is it Harder for Older Workers to 

Find Jobs? New and Improved Evi-
dence from a Field Experiment

We design and implement a large-scale 
field experiment — a resume correspon-
dence study —  to address a number of 
potential limitations of existing field 
experiments testing for age discrimina-
tion, which may bias their results. One 
limitation that may bias these studies 
towards finding discrimination is the 
practice of giving older and younger ap-
plicants similar experience in the job to 
which they are applying , to make them 
“otherwise comparable.” The second 
limitation arises because greater un-
observed differences in human capital 
investment of older applicants may bias 
existing field experiments against find-
ing age discrimination. We also study 
ages closer to retirement than in past 
studies, and use a richer set of job pro-
files for older workers to test for dif-
ferences associated with transitions to 
less demanding jobs (“bridge jobs”) at 
older ages. Based on evidence from over 
40,000 job applications, we find robust 
evidence of age discrimination in hir-
ing against older women. But we find 
that there is considerably less evidence 
of age discrimination against men after 
correcting for the potential biases this 
study addresses.

21818
Erzo F. P. Luttmer, Andrew Samwick
The Welfare Cost of Perceived Policy 
Uncertainty: Evidence from Social 
Security

Policy uncertainty can reduce indi-
vidual welfare when individuals have 
limited opportunities to mitigate or in-
sure against consumption fluctuations 
induced by the policy uncertainty. For 
this reason, policy uncertainty sur-

rounding future Social Security benefits 
may have important welfare costs. We 
field an original survey to measure the 
degree of policy uncertainty in Social 
Security and to estimate the impact of 
this uncertainty on individual welfare. 
On average, our survey respondents ex-
pect to receive only about 60 percent 
of the benefits they are supposed to get 
under current law. We document the 
wide variation around the expectation 
for most respondents and the hetero-
geneity in the perceived distributions 
of future benefits across respondents. 
This uncertainty has real costs. Our 
central estimates show that on average 
individuals would be willing to forego 
around 6 percent of the benefits they 
are supposed to get under current law 
to remove the policy uncertainty asso-
ciated with their future benefits. This 
translates to a risk premium from pol-
icy uncertainty equal to 10 percent of 
expected benefits.

21851
Alexander Gelber, Timothy Moore, 
Alexander Strand
The Effect of Disability Insurance 
Payments on Beneficiaries’ Earnings

A crucial issue in studying social in-
surance programs is whether they affect 
work decisions through income or sub-
stitution effects. We examine this in the 
context of U.S. Social Security Disabili-
ty Insurance (DI), one of the largest so-
cial insurance programs in the U.S. The 
formula linking DI payments to past 
earnings has discontinuous changes in 
the marginal replacement rate that al-
low us to use a regression kink design to 
estimate the effect of payment size on 
earnings. Using Social Security Admin-
istration data on all new DI beneficia-
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ries from 2001 to 2007, we document 
a robust income effect of DI payments 
on earnings. Our preferred estimate is 
that an increase in DI payments of one 
dollar causes an average decrease in 
beneficiaries’ earnings of twenty cents. 
This suggests that the income effect 
represents an important factor in driv-
ing DI-induced reductions in earnings.

21854
Donald Keim, Olivia Mitchell
Simplifying Choices in Defined Con-
tribution Retirement Plan Design

In view of the growth and popular-
ity of defined contribution pensions, 
along with the government’s growing 
attention to retirement plan costs and 
investment choices provided, it is im-
portant to understand how people se-
lect their retirement plan investments. 
This paper shows how employees in a 
large firm altered their fund allocations 
when the employer streamlined its pen-
sion fund menu and deleted nearly half 
of the offered funds. Using adminis-
trative data, we examine the changes 
in plan participant investment choices 
that resulted from the streamlining and 
how these changes might affect partici-
pants’ eventual retirement wellbeing. 
We show that streamlined participants’ 
new allocations exhibited significantly 

lower within-fund turnover rates and 
expense ratios, and we estimate this 
could lead to aggregate savings for 
these participants over a 20-year period 
of $20.2M, or in excess of $9,400 per 
participant. Moreover, after the reform, 
streamlined participants’ portfolios 
held significantly less equity and exhib-
ited significantly lower risks by way of 
reduced exposures to most systematic 
risk factors, compared to their non-
streamlined counterparts.

21855
David C. Chan, Jr. 
Uncertainty, Tacit Knowledge, and 
Practice Variation: Evidence from 
Physicians in Training

Substantial practice variation across 
physicians for seemingly similar patients 
is an unresolved puzzle of great interest to 
economists and policy makers. This paper 
studies physicians in training to explore 
the behavioral foundations of practice 
variation. A discontinuity in the forma-
tion of teams reveals a large role for rela-
tive experience in the size of practice vari-
ation. Among the same physician trainees, 
convergence occurs in services driven by 
specialists, where there is arguably more 
explicit knowledge, but not on the general 
medicine service. Similarly, rich physician 
characteristics correlated with preferences 

and ability explain little if any variation.

21894
Victor Lavy, Analia Schlosser, Adi 
Shany
Out of Africa: Human Capital Con-
sequences of In Utero Conditions

This paper investigates the effects of 
environmental conditions during preg-
nancy on later life outcomes using qua-
si-experimental variation created by the 
immigration of Ethiopian Jews to Israel 
in May 24th 1991. Children in utero 
prior to immigration faced dramatic 
differences in medical care technolo-
gies, prenatal conditions, and prenatal 
care at the move from Ethiopia to Isra-
el. One of the major differences was ad-
equacy of micronutrient supplements, 
particularly iodine, iron and folic acid. 
We find that children exposed in an 
earlier stage of the pregnancy to better 
environmental conditions in utero have 
two decades later higher educational 
attainment (lower repetition and drop-
out rates and higher Baccalaureate rate) 
and higher education quality (achieve 
a higher proficiency level in their Bac-
calaureate diploma). The average treat-
ment effect we estimate is driven main-
ly by a strong effect on girls. We find 
however, no effect on birth weight or 
mortality for girls.


