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Moral Hazard of Health Insurance based on Empirical Evidence from Compensation Policy Change

XIANG Hui DU Chuang PENG Xiao-bo

Abstract: A compensation policy change of two adjacent counties in the east of China provided a rare opportunity for the qua—
si-natural experiment to measure the moral hazard effect of health insurance. The study used the detailed panel data of individu—
al hospitalization expenses and insurance claims payment to estimate the effect of moral hazard in health insurance with the
Difference-in-Difference method. The result shows that the increase in the ratio of compensation of the New Cooperative Medi—
cal Insurance Plan causes a significant increase in hospitalization fees which offsets the increase in the reimbursable expenses.

As a result the patient’s out-of-pocket fees are not visibly decreased. By measuring the heterogeneity of moral hazard at differ—
ent levels of medical facilities different age groups and different diseases and for social medical insurance category listed or
non-listed expenses structure the study finds that the expense effect is significantly different for medical facilities at the town—
ship county and city levels from the strongest to the least. From the demand side the non-inearity of the demand price elastic—
ity transportation costs for accessing medical services and difference in age distribution all help to explain the existence of the
abovementioned heterogeneity. From the supply side the change in social medical insurance category listed or non-isted expen—
ses structure and the expense effect difference within and without the county and between chronical or non-chronical diseases
after the compensation ratio increase can expose the moral hazard of the supply side.

Key words: social medical insurance; moral hazard; compensation policy; Difference-in-Difference method
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