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ABSTRACT

ISSUE: Many studies report that high out-of-pocket health spending is
an increasing problem, despite expanded insurance coverage under the
Affordable Care Act (ACA). Little is known about how Americans’ out-of-
pocket spending has changed over time.

GOALS: To observe trends in high out-of-pocket spending and describe
the distribution and composition of out-of-pocket spending over time,
focusing on the top 5 percent and 1 percent of spenders.

METHODS: Analysis of Medical Expenditure Panel Survey (MEPS) data.

KEY FINDINGS AND CONCLUSIONS: Expansions in insurance coverage
and in the quality of coverage through the ACA have protected most
Americans from high out-of-pocket costs. Recently, however, out-
of-pocket costs for the highest out-of-pocket spenders (the 99th
percentile) have been increasing. In 2017, one in 100 Americans under
age 64 spent $5,000 or more out of pocket for medical services, and
about one in 20 spent more than $1,700. High out-of-pocket spending
mostly affects those with employer coverage and those with incomes
above 400 percent (and, in particular, above 600 percent) of the federal
poverty level. The plurality of this spending is for physician services.
High deductibles and out-of-pocket maximums in private insurance,
combined with exposure to out-of-network bills for physician services,
leave many Americans facing very high out-of-pocket costs.

TOPLINES

4

For most Americans, the
Affordable Care Act reduced the
risk of very high out-of-pocket
health care costs.

Currently, people with private
insurance bear the brunt of high
out-of-pocket health care costs.

In 2017, 1 percent of Americans
under age 64 spent at least
$5,000 on out-of-pocket health
care costs, with physician care
accounting for the greatest share
of this spending.
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INTRODUCTION

Americans are increasingly concerned about the high
cost-sharing requirements in their health insurance
coverage.' According to federal data, average deductibles
in employer plans more than doubled between 2008 and
2017, from $869 to $1,808.2 Although most Americans have
insurance coverage, only 62 percent of adults in a recent
Commonwealth Fund survey reported they were very or
somewhat confident in their ability to afford health care,
while those earning less than 250 percent of the federal
poverty level (FPL) — $12,490 for a single person and $21,330
for a family of three in 2019 — were even less confident.?

Despite recent increases in cost-sharing requirements,
both average per capita out-of-pocket spending and the
out-of-pocket share of national health expenditures have
remained relatively flat in the past 15 years.* Analysis of
average out-of-pocket spending, however, may offer a
misleading picture of the risks people, especially those
with serious illnesses, face.

Health care spending is highly concentrated among the
highest spenders. In 2016, the top 5 percent of spenders
accounted for half of health care spending, spending about
$50,000 annually.® Out-of-pocket spending was similarly
concentrated: the highest 5 percent accounted for 46
percent of overall out-of-pocket spending.®

Very high out-of-pocket expenses may have dangerous
consequences: high costs have been linked to poor
medication adherence and treatment delays in patients
with rheumatoid arthritis, kidney disease, diabetes, oral
cancer, and breast cancer.” We find that, in 2017, one in 100
Americans under age 65 spent $5,000 or more out of pocket
for medical services, and about 1 in 20 spent more than
$1,700. Protecting people from such catastrophic spending
isamong the most important roles of health insurance.

Many provisions of the Affordable Care Act (ACA) were
designed to help reduce the incidence of high out-of-pocket
spending. Nearly 20 million more Americans now have
health insurance coverage than before the ACA took effect,
and the duration of coverage gaps also has declined.® The
ACA’s expansion of access to preventive services without
copayments reduced out-of-pocket bills for these services,
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while the elimination of annual and lifetime maximums
provided financial protection to those with the highest
medical costs.’ Current coverage offered in the individual
market has more generous benefits and lower cost-sharing
provisions than was the case before the ACA."° In 2019,
ACA-compliant coverage could not have an out-of-pocket
maximum above $7,900 for individuals and $15,800 for
families."! While these out-of-pocket requirements are
lower than those seen in the individual market before
the ACA, these deductibles and out-of-pocket maximums
remain very high relative to household incomes.

Other developments in health care markets have increased
the risks of high out-of-pocket spending, especially among
those with employer-sponsored insurance. Since 2003, tax
policy has encouraged employers to offer high-deductible
insurance plans with tax-favored health savings accounts.
Today, 19 percent'? of employees are enrolled in such
plans, but few — only 5 percent of taxpayers in 2014 —
contributed to their health savings accounts.!

This issue brief examines trends in the level and
distribution of high out-of-pocket spending across
insurance coverage, age, and income categories. Focusing
on the population under age 64, we examine trends in
out-of-pocket spending at the 50th, 75th, 90th, 95th, and
99th percentiles. We then examine the composition of
spending among those in the top 5 percent and 1 percent
of the spending distribution.

FINDINGS

Between 1996 and 2006, out-of-pocket spending (adjusted
for economy-wide inflation) increased rapidly for most
Americans (Exhibit 1). At the median, out-of-pocket
expenses over this period increased by 19 percent. Since
2006, however, patterns have diverged considerably across
the spending distribution. For those who spend very little
out of pocket on health care (about three-quarters of the
population), out-of-pocket spending has fallen. Between
1996 and 2017, out-of-pocket spending at the lower end

of the spending distribution declined, from $65 to $33

at the 50th percentile and from $285 to $260 at the 75th
percentile.
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Exhibit 1. Per-Person Out-of-Pocket Spending (MEPS, Inflation-Adjusted)

Out-of-pocket spending in 2019 dollars
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Notes: Out-of-pocket spending was generated by excluding spending on home health care, vision aids, and dental costs from the overall out-of-pocket spending
variable. The 50th, 75th, 90th, 95th, and 99th percentiles for the population age 63 and under were then calculated for each year and Consumer Price Index

(CPD)-adjusted to 2019 dollars.

Data: Authors’ analysis of Medical Expenditure Panel Survey (MEPS), 1996—2017.

For those with higher levels of out-of-pocket spending
(above the 90th percentile), spending was relatively flat

between 2006 and 2014, and then dropped sharply in 2014.

Since 2014, however, out-of-pocket spending has begun to
increase again among those at the 99th percentile of the
spending distribution.

Increases in out-of-pocket spending have been
most apparent among those holding employer
coverage.

Because of fairly steady annual increases over a decade,
inflation-adjusted out-of-pocket expenses among the top
1 percent of spenders with employer-sponsored coverage
in 2017 were 15 percent higher than in 2007 (increasing
from $4,675 to $5,426) (Exhibit 2).

Increases in spending at the 99th percentile are also
evident in the individual health insurance market, where
out-of-pocket expenses have consistently been much
higher. Because the individual market is small, we report
three-year moving averages for this population (Appendix
Exhibit 1). From 2015 to 2017, the top 1 percent of spenders
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in the individual market spent, on average, more than
$10,509 out of pocket annually, up 9 percent from $9,679 in
2005 to 2007.

Policy changes have afforded much more risk protection to
low-income groups but have increased out-of-pocket risk
for higher-income groups.

Exhibit 3 shows the spending trend among the top 5 percent
of out-of-pocket spenders within each income group.

In 2001, about one in 20 people in households with
incomes above 400 percent of FPL (about $81,700 for a
family of three) and about one in 20 people in households
with incomes below 100 percent of FPL (about $21,300 for
a family of three) each spent more than $1,300 on out-of-
pocket medical expenditures. By 2017, spending patterns
in the two income groups had diverged. The top 5 percent
of spenders in higher-income households spent about
$2,200 on out-of-pocket expenses, 70 percent more than
in 2001. Meanwhile, the top 5 percent of spenders in the
lowest income households spent about $650 out of pocket,
half as much as in 2001.
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Exhibit 2. Out-of-Pocket Spending Among Those Covered by Full-Year Employer-Sponsored Insurance

Out-of-pocket spending in 2019 dollars
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Notes: Lines describe the 50th, 75th, 90th, 95th, and 99th percentiles of out-of-pocket spending for holders of private group insurance (CPI-adjusted to 2019
dollars). Employer coverage includes the MEPS categories of employer/union group insurance and other group insurance.

Data: Authors’ analysis of Medical Expenditure Panel Survey (MEPS), 1996—2017.

Exhibit 3. Out-of-Pocket Spending at the 95th Percentile of Spenders by Income Category

Out-of-pocket spending in 2019 dollars
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Notes: Lines describe the 95th percentile of out-of-pocket spending (defined as in above exhibits) by income group (CPI-adjusted to 2019 dollars). Income groups

are defined as the percentage of the federal poverty level (FPL) for a family of three.

Data: Authors’ analysis of Medical Expenditure Panel Survey (MEPS), 1996—2017.
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The main reason for this divergence is that before 2014,
many high out-of-pocket spenders were uninsured, and
most uninsured people had lower incomes." Since then,
there has been a substantial reduction in the share of very
high out-of-pocket spenders who are uninsured (Exhibit
4).In 2006, 28 percent of those in the top 5 percent of
out-of-pocket spenders and 32 percent of those in the top
1 percent had spent at least part of the year uninsured. In

2017, only 16 percent of those in the top 5 percent and 20

percentin the top 1 percent had spent any time uninsured.

This reduction in the percentage of the uninsured
population means that a greater percentage of the highest
out-of-pocket spenders today have employer-sponsored
and individual health insurance coverage. Among those
in the top 1 percent of spenders, the proportion that had
been insured all year rose from two-thirds in 2009 to 80

percentin 2017.

An even more striking shift has occurred by income,
especially since 2014 (Exhibit 5). Most of the new coverage
options available through the ACA expansions were
targeted at those with incomes below 400 percent of FPL.
Improvements in the quality of coverage since 2014 also have
benefited lower-income people. Medicaid expansions, cost-
sharing subsidies, and improvements in the scope of private
insurance under the ACA have led to absolute reductions in
out-of-pocket spending among those with incomes below
400 percent of FPL within each insurance category.

Consistent with this pattern, the share of high out-of-
pocket spenders with lower incomes has declined
substantially. In 2013, 49 percent of those in the top 5
percent of out-of-pocket spending had incomes below 400
percent of FPL. In 2017, that share had fallen to 39 percent.
Conversely, the share of those in the top 5 percent of
spending in the highest income groups rose; the percentage
of the highest spenders with incomes over 600 percent of
FPL rose from 25 percent in 2013 to 35 percent in 2017.

Exhibit 4. Insurance Coverage of the Top 5 Percent of All Out-of-Pocket Spenders

Out-of-pocket spending
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Notes: Bars describe the proportion of individuals in each insurance category among those with out-of-pocket spending (defined as in previous exhibits) at or
above the 95th percentile. The height of the bars describes mean out-of-pocket spending among those in the top 5 percent of out-of-pocket spenders.

Data: Authors’ analysis of Medical Expenditure Panel Survey (MEPS), 1996—2017.
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Exhibit 5. Distribution of the Top 5 Percent of Out-of-Pocket Spenders by Income Category

Out-of-pocket spending
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Notes: Bars describe the proportion of individuals at each poverty category among those with out-of-pocket spending (defined as in previous exhibits) at or
above the 95th percentile. The height of the bars describes mean out-of-pocket spending among those in the top 5 percent of out-of-pocket spenders.

Data: Authors’ analysis of Medical Expenditure Panel Survey (MEPS), 1996—2017.

Reductions in out-of-pocket spending among lower-
income groups might have occurred because of better
insurance protection — but they might also have occurred
because high cost-sharing reduced overall service use

in these groups. To assess this possibility, we examined
how total spending for these groups changed over time.
Both the 95th percentile of total health care spending and
average total health care spending among those in the top
5 percent of out-of-pocket spenders increased similarly for
all income groups during this period (Appendix Exhibits
2 and 3). These patterns suggest that better risk protection,
rather than less utilization, explains the reduced out-of-
pocket spending of lower-income groups.

Physician services, not prescription drugs,
account for a greater share of out-of-pocket
spending among high spenders.

Finally, we examined trends in out-of-pocket spending on
specific services among high spenders (Exhibit 6). Average
out-of-pocket spending on prescription drugs peaked in
2006 but has declined quite steadily since then. Average
out-of-pocket spending on hospital and emergency care
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has remained relatively stable over time. Average out-of-
pocket spending on physician care, however, has been
increasing since 2014.

The consequence of these patterns is that retail
prescription drug costs have diminished as a share of
out-of-pocket spending among high spenders (Exhibit
7).1In 2003, about 55 percent of all spending among those
in the top 5 percent of the spending distribution was for
prescription drugs. In 2017, only 24 percent of all spending
for these high spenders went toward prescription drugs.
By contrast, the share of spending among the top 5 percent
of spenders that went to physician and related services
rose from 27 percent in 2003 to 44 percent in 2017.

We see similar patterns when we focus only on those with
private insurance. These findings are consistent with a
recent analysis of National Health Expenditure Accounts
data, which similarly show that per capita out-of-pocket
spending on prescription drugs has decreased since the
mid-2000s, both as a share of spending and in absolute
value, while out-of-pocket spending on physicians and
hospitals has been increasing.!®
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Exhibit 6. Mean Out-of-Pocket Spending on Selected Services Among the Top 5 Percent of Out-of-
Pocket Spenders

Out-of-pocket spending in 2019 dollars
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Notes: Lines describe mean spending on each service among those at or above the 95th percentile of the out-of-pocket spending distribution (all figures CPI-
adjusted to 2019 dollars).

Data: Authors’ analysis of Medical Expenditure Panel Survey (MEPS), 1996—2017.

Exhibit 7. Proportion of Out-of-Pocket Spending on Selected Services of the Top 5 Percent of Out-of-
Pocket Spenders
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Notes: Bars describe the share of spending on each category of services among those with out-of-pocket spending (defined as in previous graphs) at or above the
95th percentile. The Hospital category includes both inpatient stays and outpatient visits. The Physicians category includes office-based visits to physicians as
well as other providers such as nurse practitioners and physician assistants. The Other category comprises medical supplies and equipment that do not fitin the
other categories.

Data: Authors’ analysis of Medical Expenditure Panel Survey (MEPS), 1996—2017.
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The growing share of out-of-pocket spending that pays

for physician services may reflect, in part, increased use

of out-of-network services, both through surprise bills
and other out-of-network uses. Health insurance plans
typically provide much more limited financial protection
for out-of-network use than for in-network use, including
higher cost-sharing, higher out-of-pocket maximums, and
no limitations on provider balance billing. Recent research
shows that a large number of privately insured patients
face unexpected out-of-network physician bills.!

POLICY IMPLICATIONS

As prior analysts have observed, rising cost-sharing
requirements and concerns about out-of-pocket exposure
do not correspond to rising out-of-pocket spending levels
on average. We find, however, that out-of-pocket spending
has been increasing since 2014 among Americans with the
highest out-of-pocket spending levels. Those with private
insurance and those with incomes above 400 percent of
FPL (and especially above 600 percent of FPL) have been
most affected by rising out-of-pocket costs.

Several factors likely drive these results. First, the ACA
insurance expansions led to increases in the number

of people with health insurance, reducing the share of
high spenders who are uninsured. Second, particularly
for those with low incomes, the ACA provided much
better protection against out-of-pocket costs. Third, the
proliferation of high-deductible plans with health savings
accounts among people in these higher income groups
may lead to higher out-of-pocket spending in this group.

One concern is that the growing share of high spenders
who have higher incomes reflects a reduction in total
health care utilization among those with lower incomes.
We do not find evidence of this pattern — total spending
forall groups has increased over this period. We also find
that a growing share of out-of-pocket costs among those
with high out-of-pocket spending goes toward paying for
physician services. This increase may be, in part, because
of the rise of surprise (and nonsurprise) bills for out-of-
network physician service use.
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Our results show that out-of-pocket spending for most
Americans has been flat or declining, and that for most
people, the ACA has reduced the risk of very high
out-of-pocket spending. However, we also find thata
small percentage of Americans increasingly bears the
brunt of high out-of-pocket costs. High deductibles and
out-of-pocket maximums shift the burden of health care
costs away from premiums paid by the average insured
person to those with serious illnesses and substantial
health service use. This pattern undermines a principle
purpose of health insurance: to protect people against
catastrophic expenses.

HOW WE CONDUCTED THIS STUDY

We analyzed Medical Expenditure Panel Survey
(MEPS) data from 1996 to 2017 and excluded

all respondents age 64 or older to focus on the
nonelderly population. The analysis excluded
dental care, home health care, and vision

care. The median, mean, 75th percentile, 90th
percentile, 95th percentile, and 99th percentile
of out-of-pocket spending were then calculated
across various insurance statuses and income

groups.

The second part of the analysis, which was
restricted to the top 5 percent and top 1 percent
of out-of-pocket spenders in a given year,
examined the composition of these populations
by insurance status and income group. Results
were confirmed by comparing trends of spending
in the Current Population Survey by insurance
coverage, income categories, age categories, and
racial categories from 2011 to 2018.
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APPENDIX

Appendix Exhibit 1. Out-of-Pocket Spending Among Those Covered by Full-Year Individual Insurance,
Three-Year Moving Averages
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Data: Authors’ analysis of Medical Expenditure Panel Survey (MEPS), 1996—2017.

Appendix Exhibit 2. Per-Person Total Spending at the 95th Percentile by Percentage of Federal Poverty
Level, Inflation-Adjusted, Under Age 64
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Data: Authors’ analysis of Medical Expenditure Panel Survey (MEPS), 1996—2017.
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Appendix Exhibit 3. Average Per-Person Total Spending Among the Top 5 Percent of Out-of-Pocket
Spenders by Income Category, Under Age 64

Total spending in 2019 dollars
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Data: Authors’ analysis of Medical Expenditure Panel Survey (MEPS), 1996—2017.

Appendix Exhibit 4a. Proportion of Individuals in Each Income Category with at Least One Office Visit

Proportion with one or more office visits
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Data: Authors’ analysis of Medical Expenditure Panel Survey (MEPS), 1996—2017.
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Appendix Exhibit 4b. Proportion of Individuals in Each Income Category with at Least Two Office Visits
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Data: Authors’ analysis of Medical Expenditure Panel Survey (MEPS), 1996—2017.

Appendix Exhibit 5. Per-Person Total Spending, Inflation-Adjusted MEPS, Under Age 64
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Data: Authors’ analysis of Medical Expenditure Panel Survey (MEPS), 1996—2017.
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Appendix Exhibit 6a. Per-Person Total Spending, Inflation-Adjusted, Employer-Sponsored Coverage,
Under Age 64

Total spending in 2019 dollars
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Data: Authors’ analysis of Medical Expenditure Panel Survey (MEPS), 1996—2017.

Appendix Exhibit 6b. Per-Person Total Spending, Inflation-Adjusted, Individual Market Coverage, Under
Age 64

Total spending in 2019 dollars
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Note: The p99 values for individual market coverage were too volatile and thus excluded from the exhibit.
Data: Authors’ analysis of Medical Expenditure Panel Survey (MEPS), 1996—2017.
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