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Cost Sharing, Caps on Benefits, and the Chronically Ill — 
A Policy Mismatch

Kenneth E. Thorpe, Ph.D.

Crafting effective policy solutions to the high and 
rising costs of health care requires a clear under-
standing of the underlying problem. First, more 
than 75 percent of health care spending is traced 
back to patients with a chronic illness.1 Patients 
who are chronically ill have long-lasting condi-
tions that, in general, require predictable medical 
interventions. Although these medical interven-
tions are well established, chronically ill patients 
receive only 56 percent of the recommended care 
each year.2 Second, most of the increase in health 
care spending is associated with a rise in the 
prevalence of treated disease, much of which is in 
turn associated with the rise in obesity and chang-
es in clinical thresholds for treating cardiovascu-
lar disease in asymptomatic patients.3

Despite the central role of chronically ill pa-
tients, the solution offered by health plans to 
control the growth in spending continues to fo-
cus on increasing deductibles, limiting benefits, 
and imposing caps on spending and office visits. 
Yet, the value of health insurance for patients 
rises when there is uncertainty about an outcome 
and the magnitude of the potential loss. Indeed, 
in Kenneth Arrow’s seminal work on uncertainty 
and medical care, he noted that insurance in a 
strict sense is probably useless for patients who 
already have a chronic disease.4 If more than 75 
percent of health care spending is associated with 
treating chronic disease, why would health plans 
increase deductibles and limit spending through 
caps on benefits? Improvement in the treatment 
of chronic disease hinges on reforming how we 
pay physicians to care for chronically ill patients. 
One change could be the use of a primary care 

case-management model of payment, which would 
be likely to increase the number of clinically rec-
ommended services delivered to chronically ill 
patients.

In this issue of the Journal, Hsu et al. provide 
additional evidence that attempts to save money 
through the redesign of insurance plans — in-
volving caps on benefits and increases in out-of-
pocket spending for prescription drugs — result 
in the delivery of poor care to chronically ill pa-
tients.5 Moreover, caps on prescription-drug ben-
efits apparently do not even save much money; 
although the caps lower spending on drugs, the 
design of the benefit results in increased rates of 
visits to the emergency department and nonelec-
tive hospitalizations. These changes affect the 
sickest patients the most, since they reach their 
caps on benefits earlier in the year than other 
patients. Hsu et al. found that patients who ex-
ceeded their caps on drug benefits had lower lev-
els of drug consumption; poorer control of blood 
pressure, lipid, and glucose levels; and greater 
levels of nonadherence than did patients whose 
insurance had no cap and patients whose insur-
ance had a cap but who did not exceed it. In short, 
caps on drug benefits, such as those used in 
Medicare, for a population of patients with chron-
ic illnesses result in worse outcomes and do not 
reduce spending considerably.

The use of increased copayments or limita-
tions on benefits in an attempt to control spend-
ing represents a misdiagnosis of what accounts 
for, and what is needed to address, the high and 
rising costs of health care. Any approach to creat-
ing better outcomes in health care must address 
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the appropriate clinical treatment of chronically 
ill patients. Interventions to contain costs also 
need to address the rise in the prevalence of treat-
ed disease. A large component of the rise in 
health care spending is the increase in the rates 
of diabetes, back problems, and mental disorders 
associated with the persistent rise in obesity across 
virtually all age groups. Thus, controlling health 
care spending will require a strategy for the more 
effective treatment of chronically ill patients and 
for the slowing or halting of the increase in the 
prevalence of diseases such as diabetes.

Instead of an approach driven by the redesign 
of insurance and benefits, control of spending 
will require the early identification of patients 
at risk and the appropriate payment of physicians 
to manage a patient’s multiple chronic diseases 
according to evidence-based protocols. Providing 
better care for chronically ill patients under the 
Medicare program will require changes in policy. 
One approach would accelerate the use of the 
models of payment and delivery of care for chron-
ic diseases that are under way in Medicare. A key 
unresolved issue concerning such an approach is 
how to get physicians to apply integrated models 
of chronic-disease care and how to get their pa-
tients to participate actively.

The results of the study by Hsu et al. should 
encourage movement toward other approaches to 
the management of spending in Medicare and 
other health insurance programs. One such ap-
proach would involve a monthly payment to phy-
sicians so that they would take the time needed 
to work with patients and manage their multiple 
chronic illnesses. Simultaneously, cost sharing for 
clinically recommended care (e.g., annual eye ex-
aminations or measurement of glycated hemo-
globin for patients with diabetes) should be 
waived to ensure higher rates of compliance. In-
deed, a condition-specific cost-sharing structure 
should be in place for clinically recommended 
services for chronically ill patients. We should be 
reducing the barriers to treatment and encour-
aging patients to take appropriate medications 
for the recommended duration, rather than in-
creasing these barriers by limiting benefits. As 
the findings of Hsu et al. highlight, the use of 

cost sharing and limits on prescription-drug ben-
efits to control spending is counterproductive 
both medically and in the immediate attempt to 
limit spending.

Effective strategies for reducing the level and 
growth of spending will need to rely on tools 
other than high-deductible plans and limits on 
benefits. With respect to the rise in spending, 
we need to address the rise in obesity head-on. 
Doing so will be neither easy nor likely to pro-
duce immediate results. However, the failure to 
include primary prevention and population-based 
approaches in the cost-containment tool kit will 
come at a price: a continued increase in obesity 
and in the prevalence of associated disease.

In the near term, we can do a better job of 
treating chronically ill patients. Some major 
health systems, in particular the Veterans Health 
Administration, responded to this challenge by 
substantially improving clinical information sys-
tems and the treatment of chronic disease. Today, 
patients in the Veterans Health Administration 
receive better preventive care, and more recom-
mended care for chronic disease, than do patients 
outside the system.6 Our attention needs to shift 
toward the reform of payment and delivery sys-
tems and away from the redesign of health insur-
ance benefits.
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