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Aim. To summarize the international experience of medical savings accounts (MSAs), make a preliminary evaluation
of the impact of MSAs, and assess their feasibility in other countries, particularly Central and Eastern Europe.

Method. A review of published literature in academic journals, books, Internet sources, and other “gray” literature.

Results. Most published studies were theoretical. Advocates argued that MSAs improved the efficiency of insurance,
increased consumer choice, and reduced health care expenditures. Critics argued that MSAs led to adverse selection,
reduced equity, resulted in cost inflation, and deterred necessary utilization. MSAs have been implemented in China,
Singapore, the United States of America, and South Africa. The organization of MSAs varied between countries. MSAs
were combined with either a public or private insurance element to cover catastrophic expenses. Few empirical stud-
ies of MSAs have been conducted and, therefore, the evidence on their impact is limited.

Conclusion.Moreempirical evaluations areneededon the impact ofMSAs.Results of empirical evaluations cannot be
easily generalized but depend on the complementary systems of financing and the extent of state regulation. MSAs are
not likely to be feasible in countrieswhere the unemployment rate is high, savings rates and average earnings low, and
the state weak.
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Most health care systems around the world are fi-
nanced from a variety of sources: taxes, social health
insurance contributions, private health insurance
premia, and user charges (1). In the past decade, med-
ical savings accounts have been introduced as a
method of funding health care in a number of coun-
tries. Medical savings accounts are similar to bank ac-
counts: the money belongs to the account holder, but
its purpose is to pay for medical expenses of an indi-
vidual (or family). Although the implementation of
medical savings accounts has been limited thus far, it
has raised widespread international interest. How-
ever, published work on medical savings accounts
has been mostly theoretical.

The purpose of this paper is to summarize the in-
ternational experience of medical savings accounts.
After setting out a typology of health care funding
showing how medical savings accounts compare to
other established methods of funding and the possi-
ble variations in the way that medical savings account
schemes are designed, a brief review of the theoreti-
cal literature is presented, highlighting the potential
advantages and disadvantages of medical savings ac-
counts. Four country case studies are presented –
China, the USA, South Africa, and Singapore (Hong
Kong is introducing a Health Protection Account. Pro-
posals were published in a White Paper in March
2001, refs. 2,3) – which describe the medical savings

account schemes in each country and present any
available evidence of their impact. A preliminary
evaluation of medical savings accounts’ impact is
made and the feasibility assessed of implementing
medical savings accounts in other countries, particu-
larly in Central and Eastern Europe.

Selection of Source Literature

The paper is a review of secondary sources. It
mainly draws on published literature in academic
journals, books, and other “gray” literature, such as
government and research institute reports. Keyword
searches of PubMed/MEDLINE and International Bib-
liography of the Social Sciences (IBSS – a part of Bath
Information & Data Services [BIDS]) elicited 93 refer-
ences. Of those, 10 were eliminated due to the lack of
relevance to the topic. The keywords used to search
the two electronic databases were “medical savings
accounts”, “flexible savings accounts”, and “individ-
ual savings accounts and health”. Finally, only 20 ref-
erences were included in the review, because they
appeared in leading peer-reviewed journals and con-
tained information related to the four countries men-
tioned above. References were sorted according to
whether the articles were theoretical (including com-
mentaries and reviews) or empirical (including pri-
mary data analysis and micro simulations). Further
references and materials were identified through bib-
liographies, library catalogues, and Internet searches.
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As Nichols et al (4) noted in their review of the
literature up to and including 1997, “practically all
the literature on medical savings accounts outside
Singapore has been theoretical”. Much of the litera-
ture published subsequently has continued in this
vein. Due to the lack of empirical articles, the case
studies also make reference to the “gray” literature,
including a number of papers published on the
Internet. Most of these are from reputable sources,
e.g., Ministries of Health or government departments,
established research institutions, or by authors who
have also published on the subject in peer-reviewed
journals. The Department of Medical Insurance at the
Ministry of Labor and Social Security of the People’s
Republic of China provided additional information
on China.

Typology of Funding Methods

Most methods of health care funding can be clas-
sified according to whether they are forms of prepay-
ment or point-of-service payments (5). The defining
characteristic of pre-payment systems is the voluntary
or compulsory contribution of payments by individu-
als, households or firms to a third party that serves to
spread the financial risks of poor health for the com-
mon advantage of participants (5). This contrasts with
systems in which patients are required to pay for ser-
vices at the point of use. In middle- and lower-income
countries, where systems of prepayment do not gen-
erate sufficient revenue (or have collapsed), point-of-
service payments or user charges are viewed as an es-
sential component of health care revenues (6). Most
systems of pre-payment, such as taxation, social
health insurance, and voluntary health insurance,
pool risks among participants, whereas point-of-ser-
vice payments do not.

Medical savings accounts are a hybrid of
point-of-service and pre-payment: although money is
put into a savings (prepaid) account, the accounts are
personalized and there is no pooling of funds (or of
risks). Medical savings accounts can, therefore, be de-
fined as the voluntary or compulsory contribution of
payments by individuals, households or firms into a
personalized savings account that serves to spread
the financial risk of poor health over time.

Variations in the Design of Medical Savings
Accounts

In practice, medical savings accounts are usually
combined with some form of health insurance against
catastrophic costs. Sometimes, the term “medical sav-
ings accounts” refers to the specific arrangements in
the country under discussion (including insurance ar-
rangements). The organization of both the savings ac-
counts and insurance element varies enormously.

The “back-up” financing mechanism, for exam-
ple, can be wholly or partly public or private (4). There
may be a state-financed back-up mechanism in the
form of a safety net for the poor (Singapore Medifund)
or tax-financed services (Hong Kong proposals). The
back-up financing mechanism may be compulsory
(USA, South Africa) or voluntary (Singapore Medi-
Shield). Contributions to medical savings accounts

may be compulsory for all or part of the population
(Singapore Medisave, China) or may be voluntary
(USA, South Africa). A simple matrix (Table 1) repre-
senting the two main dimensions – compulsory contri-
bution and the nature of back-up financing – illustrates
how the four case studies, discussed below, differ.

Other possible variations in the design of a medi-
cal savings account scheme depend in part on the ex-
tent of regulation. For example, the contribution rate
may either be set by the government or left to individ-
ual citizens to freely contribute any amount they
wish. Contribution rates may be set at a flat rate
amount or may vary depending on the age or income
of the contributor. There are usually some limits
placed on the maximum monthly or annual contribu-
tion and on the maximum accumulated balance. This
is especially the case when the medical savings ac-
counts benefit from tax relief, which can be applied to
the savings, interest, and/or expenditures. The indi-
vidual, the employer or the state (e.g., a tax credit)
may contribute to the account.

The management of the funds can also vary. In
Singapore, the scheme is state-run and accumulated
savings are invested, for example, in government
bonds. In contrast, in the USA, where medical savings
accounts are offered as part of private health insur-
ance plans, the insurer or a bank usually manages the
funds. In the USA, employers manage some of the
funds, so-called flexible spending accounts, designed
to encourage employees to opt for high deductible in-
surance plans (7).

To ensure that the accounts are used for health
care and not simply as a means of sheltering income
from taxation, there are limits placed on what counts
as eligible spending. For example, in South Africa
spending is allowed on “relevant services” although
these remain poorly defined (8). In Singapore both
the types of service and the fees are specified. There
are often penalties, such as loss of tax benefits, if sav-
ings are spent on non-medical expenses. The benefi-
ciaries of the account may also be defined: the con-
tributor or his or her dependants, spouse or other fam-
ily members (e.g., elderly parents). It is also possible
to allow any unspent balance to be bequeathed to rel-
atives.

Medical savings accounts do not fit neatly into
the dichotomy of funding systems but combine ele-
ments of systems of prepayment with point-of-service
payments. There are many different ways to combine
medical savings accounts with other funding ele-
ments and regulate them. Here is a summary of some
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Table 1. Dimensions of medical savings accounts plans
Back-up Medical savings account contributions

financing compulsory voluntary

None Singapore (before 1990) –a

Voluntary Singapore MediShield (after 1990) –a

Compulsory China (urban workers) USA (federal);
South Africa

aThe combination of voluntary contributions to medical savings accounts with
either no back-up or voluntary back-up financing is theoretically possible. How-
ever, it is not found in practice.



of the main theoretical arguments put forward in favor
and against medical savings accounts.

Theoretical Arguments

Medical savings accounts have received atten-
tion as an alternative to predominant systems of fund-
ing that provide full insurance coverage because of
their potential to address the problem of moral haz-
ard. According to economic theory, moral hazard oc-
curs when the act of insurance increases the likeli-
hood of the occurrence of the event being insured
against. Consumer moral hazard may result in the
subscriber using excessive services and provider
moral hazard in the provider prescribing excessive
treatment. Consumer and provider moral hazard oc-
cur under both public and private insurance. Advo-
cates argue that medical savings accounts will reduce
moral hazard, increase choice, improve the efficiency
of insurance, and result in lower costs of and expendi-
ture on health care (9). The argument goes that under
medical savings accounts individuals are made to
purchase routine health care at full price so there will
be no incentive to participate in risky behavior and
thus over-consume services. Increased consumer
awareness of the cost will deter unnecessary con-
sumption (10). However, critics cite evidence on the
effects of cost sharing, which show that high out-of-
pocket payments deter patients from using necessary
services, particularly preventive ones (11,12).

Underlying the support for medical savings ac-
counts is a belief in individual responsibility and
self-reliance. Advocates argue that medical savings
accounts give patients greater choice of providers and
incentives to shop around to obtain lower prices,
which will reduce overall costs (13). Critics argue that
due to information asymmetries there can be no price
competition. Instead, the competition will be based
on hotel amenities and high technology (“quality”
competition) resulting in inflated costs (14). Also fee-
for-service payments will generate strong incentives
for overutilization of expensive specialist services
and overtreatment by those services (12).

Another source of cost savings predicted by ad-
vocates of medical savings accounts is the lower ad-
ministrative costs. Because patients pay directly for
the frequent low-cost services, there is less billing or
checking by the insurer (13). On the other hand, con-
sumers may be faced with higher transaction costs
arising from the increased choice of plan and provid-
ers. Costs are likely to inflate, because the market
power of providers will increase vis a vis poorly in-
formed consumers, and the incentives of fee-for-ser-
vice payment will be to over-supply.

In theory, insurance is most efficient for low-pro-
bability high-cost events. Thus, by limiting insurance
claims to catastrophic episodes, medical savings ac-
count plans will be more efficient than traditional
first-dollar cover insurance. Theory would also sug-
gest that, where there is a choice between medical
savings account plans and traditional first-dollar
cover plans, medical savings accounts will segment
the insurance market, reducing its efficiency. High-
rate taxpayers, people with surplus income to save,

those with a low risk of ill health, and the well-in-
formed will be more likely to opt for a medical sav-
ings account plan (15). Thus the introduction of medi-
cal savings accounts may concentrate the higher risks
in the traditional fee-for-service and manged care
plans, creating a “death spiral” (16), which ultimately
may increase the number of uninsured people (17).

Advocates argue that medical savings accounts
enable pre-funding (accumulation of resources in ad-
vance to pay for future health care needs) and inter-
temporal redistribution (spread the risk of ill health
over a lifetime from periods of health to illness and
periods of wealth to poverty). However, critics argue
that due to the skewed distribution of ill health (ie, a
minority of the population accounts for the majority
of health care expenditures), a system with no inter-
personal redistribution means that the burden of costs
will fall on a small proportion of the population,
which is likely to be the least well-off due to the rela-
tionship between income and health (18).

Apart from micro-simulations using US data, lit-
tle empirical work has been carried out to date to test
these theoretical assumptions. In the following sec-
tion, the medical savings account schemes that have
been implemented are presented together with the
limited empirical work available on their impact.

Case Studies

This section reviews and analyzes the experi-
ence with medical savings accounts in Singapore,
China, the USA, and South Africa.

Singapore
Personalized savings schemes for medical ex-

penses were first implemented in Singapore in 1984
(Medisave) as part of a major national reform of the
health care system. The main pressures for reform
were rapid health expenditure growth and low pro-
ductivity of public hospitals and health care services,
which were unresponsive to patients (19). The com-
pulsory scheme was not initially combined with
back-up financing (Table 1). However, in 1990, a cat-
astrophic insurance scheme run by the government
(MediShield) was introduced. However, it was not
made compulsory (Table 1). The final element of the
scheme (Medifund), which provides financial protec-
tion for the poor, was introduced in 1993.

Medisave is part of the Central Provident Fund to
which all working Singaporeans (including the self-
employed) are required to deposit 20% of their in-
come and the employer 12% (reduced from 20% in
1999; 8% reduction did not affect the contribution to
the Medisave Account). The equivalent of 6-8% of in-
come is directed into Medisave depending on age up
to a maximum contribution per month (Table 2).
There is also a total contribution ceiling currently set
at SGD22,000 (around 13,600) (20). The savings
can be used to cover hospitalization expenses in-
curred by the account holder or his/her immediate
family members. Any account balance can be be-
queathed upon death to the relatives.

All Medisave account holders who are citizens
or permanent residents of Singapore and under the
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age of 75 are eligible for MediShield unless they opt-
out. MediShield premia increase with age. The lowest
rate for MediShield Basic for those under 30 years of
age is SGD12/year, and the highest premium is for
those between 66 and 70 years of age who pay
SGD132/year. There are high deductibles and co-in-
surance as well as annual and lifetime limits to reduce
moral hazard. MediShield will pay 80% of the
amount in excess of the deductibles, and the insured
person will pay the remaining 20% co-insurance. The
maximum amount claimable from MediShield is
SGD20,000 for a policy year and SGD80,000 for a
lifetime. MediShield Plus is an enhanced insurance
scheme for those who wish to use private hospitals or
private wards in public hospitals, and offers a choice
of two plans with different claim limits and deduct-
ibles. The premia for these are threefold and fivefold
higher rates than for the standard MediShield policy
(21). Those who opt out of MediShield may use
Medisave funds to purchase Medisave-approved in-
surance schemes available in the private sector.

Medifund is financed from an endowment fund
created in 1993. The interest is used to pay the hospi-
tal bills for those otherwise unable to afford hospital
care.

Medisave has received the most attention in the
international literature, in part because it was the first
scheme to be implemented. Evaluations have focused
on whether medical savings accounts have reduced
or controlled health care expenditure growth by re-
ducing moral hazard without adversely affecting eq-
uity. In evaluating medical savings accounts, Hsiao
(19) concluded that Singapore managed to “assure ev-
eryone reasonable access to basic medical services”.
There are several problems with this conclusion. Ac-
cess for the poor is enabled through Medifund, not fa-
cilitated through Medisave. Due to the lack of data, it
is difficult to evaluate whether all groups access ser-
vices regardless of their ability to pay. Finally, medi-
cal savings accounts were introduced at the same
time as hospital restructuring. It is, therefore, not pos-
sible to isolate factors that might have accounted for
improvements in medical service responsiveness.

As far as cost containment is concerned, the eval-
uation of Medisave is critical. Singapore’s health care
system has no price competition. Instead, hospitals
compete on “quality”, as reflected in the level of high
technology care offered and the reputations of senior
doctors. This has resulted in inflated costs. In addi-
tion, when consumers need to decide which health
care service to purchase, they tend to choose “the
best money can buy”. Thus, the mix of health care in-
puts is further skewed toward high-cost care. Even if
medical savings accounts reduce utilization, they do

not seem to reduce costs associated with the intensity
of services.

The problem of inflation in the Singapore health
system was also recognized in a government white
paper, as follows :

“Market forces alone will not suffice to hold
down medical costs to the minimum. The health care
system is an example of market failure. The govern-
ment has to intervene directly to structure and regu-
late the health care system.”

Medical savings accounts are demand-side fi-
nancing method and thus do not constrain provider
moral hazard. The experience of Singapore suggests
that supply side measures are needed to control ex-
penditure growth. Massaro and Wong (22) offer a
more positive evaluation of the Singapore system, but
also recognize the importance of regulation:

“This willingness [of the state] to intervene ag-
gressively in the market… may be as important to its
success as the individual savings mechanisms”.

Pauly and Goodman (23) maintained that expen-
diture growth in Singapore simply reflects rising in-
come. They suggested that the few withdrawals from
Medisave made each year reflect prudent consumers
and prove there is no supplier-induced demand. In
practice, withdrawals from Medisave can only be
done for approved services, in approved hospitals
and at approved prices. The consumer must pay the
difference between the approved price and the actual
price out of pocket. Thus Medisave does, in some re-
spects, mirror more aggressive forms of managed care.

More recent research has highlighted a number
of systematic faults, including that to provide ade-
quate care for the chronically sick and those requiring
long term institutionalized care. Old women, the
working poor, and certain ethnic groups are particu-
larly vulnerable (24).

China
China introduced medical savings accounts

combined with citywide social insurance in two cities
in 1995, as part of an experimental program. The re-
form attempted to address some financially problem-
atic insurance schemes, which in effect left their work-
ers uninsured. A decision to extend the program to
other cities was taken in 1996 and appropriate legisla-
tion passed in 1998 (25). This state-run scheme is
compulsory for urban workers and combines medical
savings accounts with social health insurance (Table 1).

Since January 1, 1995, two Chinese cities (Zhen-
jiang and Jiujang) have been pilot sites for health fi-
nancing reforms, adopting a combination of medical
savings accounts, called individual savings accounts,
and social insurance for catastrophic expenses (with
city-wide risk pooling). In early 1996, the State Coun-
cil decided to extend the reforms to 56 other cities
across China. This scheme replaced the two previous
tier urban medical insurance schemes – Government
Insurance Scheme and Labor Insurance Scheme –
which pooled risk at the level of the enterprise or lo-
cal government (26). The framework for China’s cur-
rent medical insurance system reform was estab-
lished in 1998. Employers and employees contribute
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Table 2. Contribution rates at different ages and maximum
monthly contributions to Medisave, Singapore, in 2000

Age (years)
Contribution rate

(% salary)
Maximum contribution
per month (SGD, )a

�35 6 360 (223)
35-44 7 420 (260)
�45 8 480 (297)
a1 SGD (Singapore Dollar)=0.611 (May 2002).



6% and 2% of wages respectively to the scheme. All
of the employer’s contribution and about 30% of the
employee’s contribution is deposited in the individ-
ual savings account; the remainder goes to social in-
surance funds (X. Xiong, personal communication,
November 16, 2001). The social insurance funds are
responsible for medical expenditures above a defined
deductible up to a ceiling set at four times the local
average annual salary. Expenditures between the de-
ductible and the ceiling are still subject to patient
co-payments. Patients can use the individual savings
accounts to pay the deductible. By June 2001, nearly
60 million citizens were covered by the new system.
The government plans to include all urban citizens
into the system within the next 3 years.

An evaluation of the pilot schemes found that the
likelihood of seeking health care has increased by
12%. However, use has shifted from inpatient care to
outpatient care, contributing to a decline in total
health expenditure (-8% among the general popula-
tion and -18% among users). The substitution effect
was supported by data that revealed the decline in in-
patient admissions and average length of hospital
stay. The incidence of using expensive technologies
did not decline but the frequency of use per user did.
This suggests that the extension of insurance protec-
tion to all urban workers for high cost inpatient care
has increased access for general population. How-
ever, the deductible (5% of annual salary) limits the
frequency of care per user (27). It seems that, com-
pared with the previous system of insurance under
which many of the population were in effect unin-
sured, the new scheme enables better cost control
and also a more equitable distribution of health care
utilization. The data used for this survey only relate to
a sample of urban employees. Some 453,600 individ-
uals were enrolled in the pilot scheme from a total
population of 2.6 million in Jiangsu province (27).
Other studies showed that access to health care ser-
vices in China deteriorated between 1993 and 1998.
The urban poor, the unemployed, and non-working
dependants who were not covered by Government
Insurance Scheme or Labor Insurance Scheme faced
significant financial barriers to access health services
(28). Whether these trends will continue and whether
the financing reforms will have a positive impact on
access to health services for all urban residents re-
mains to be seen.

USA

In the USA, medical savings accounts can only
be obtained in conjunction with private health insur-
ance (Table 1). The Health Insurance Portability and
Availability Act (1996), also known as the Ken-
nedy-Kassenbaum legislation, made provision for a
limited number of medical savings account plans to
be offered during an experimental period, which has
since been extended twice. A number of objectives
were identified, including reducing the numbers of
uninsured and health care expenditure growth.

Before the legislation, many large employers had
already offered flexible spending accounts to shelter
out-of-pocket medical expenses from taxes to encour-
age employees to opt for high-deductible plans. An

observational study of 15 firms offering flexible
spending accounts found that few employees made
use of these accounts. The main explanatory variable
for take-up was education. Thus, the use of tax relief
to promote flexible spending accounts resulted in in-
equities (7). These results were consistent with previ-
ously carried out single firm studies. Other research
has highlighted the inefficiency of flexible spending
accounts, including reduced tax revenues (29,30) and
their use as an interest-free loan (31). Some of the ef-
fects of flexible spending accounts are likely to be
similar to those that may arise with medical savings
accounts.

The published work on medical savings ac-
counts in the USA before the introduction of federal
legislation predominantly consisted of advocacy
pieces. As early as 1994, Goodman and Musgrave
(32) had suggested extending tax subsidies to medical
savings accounts and out-of-pocket expenditure.
These ideas found political resonance among the
American right as reflected in the views of Republican
senator Gramm, who wrote a commentary in favor of
medical savings accounts, claiming they would “pro-
mote cost-consciousness”, drive down medical infla-
tion, and increase price competition (33). However,
critics disagreed with extending tax subsidies because
they distort incentives (34). A controversial proposal
was put forward by previous adversaries Pauly and
Goodman, in which they recommended offering a tax
credit for catastrophic plans combined with medical
savings accounts (10). Their proposals were exten-
sively debated and highly influential in the final con-
tent of the legislation. Economists Massaro and Wong
(22) supported the proposals as a remedy for cost in-
flation and inefficiency in the USA. Others were more
skeptical, claiming that medical savings accounts
would be unlikely to reduce health care expenditure
in the US context (19), that they would weaken pur-
chaser market power, and deter consumers from
seeking necessary care (35). Finally, medical savings
accounts would lead to greater risk segmentation in
the private health insurance market (36).

Medical savings accounts legislation was imple-
mented at the federal level on January 1, 1997. Eligi-
bility for a medical savings account has been limited
to the self-employed and those working for small
firms (less than 50 employees), providing they have
health insurance with a deductible of at least
US$1,500. As an incentive for people to save, depos-
its, interest, and medical expenditures are tax-free but
there is a limit on deposits set by law. Any remaining
balance in the account can be rolled over from year to
year. MediCare medical savings accounts were per-
mitted under the Balance Budget Act 1997. However,
although the law was implemented on January 1,
1999, no insurers were offering plans to Medicare
beneficiaries in 2000 (37). In a MedPac report to Con-
gress, two main reasons were identified why the pri-
vate sector would not offer Medicare medical savings
accounts. First, there was little demand from Medi-
care beneficiaries who tended to be risk averse, and
second, marketing a complex product to a frag-
mented and scarce group of consumers wais both dif-
ficult and expensive for the insurers (38).
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An evaluation of medical savings accounts was
due to be presented to Congress by the US General
Accounting Office by January 1, 1999, to inform their
decision on whether to extend the program. How-
ever, according to the Internal Revenue Service, the
numbers of enrollees in the scheme had only reached
50,000 in 1999, well below the limit set at 750,000.
Therefore, the current pilot scheme has been ex-
tended to the end of 2002. The Patients’ Rights Bill or
Bipartisan Patient Protection Act of 2001, Part II, will
extend the medical savings account demonstration to
2004. The interim surveys of insurers, published by
General Accounting Office, focused on market fea-
tures, such as level of demand for the product, num-
bers of insurers who were offered medical savings ac-
count products, and the level of benefit offered. An
explanation for the lower than expected demand was
the complexity of information both for the consumer
and the agent (39,40). In another survey of health
benefit specialists, less than a half of respondents said
they would recommend medical savings account
plans to medium and large employers (41,42). How-
ever, these reports did not attempt to evaluate medi-
cal savings accounts from the consumer perspective,
in terms of who was purchasing medical savings ac-
count products, the impact on health care consump-
tion, and the effect on the costs of existing health in-
surance products. In fact, there is still no empirical re-
search at this level in the US (43).

Much of the debate centers around the findings
of micro-simulation exercises, a number of which
have been carried out to try to measure the potential
effect of medical savings accounts in the USA. How-
ever, the assumptions used are problematic. The most
important assumptions in the simulations concern se-
lectivity (the extent to which the low risk opt for medi-
cal savings accounts) and induction (the extent to
which out-of-pocket payments create an incentive to
reduce utilization). The lack of certainty about the in-
duction effect means that simulations tend to rely on
the results of cost-sharing studies, such as the RAND
(research and development) health insurance experi-
ment (http://www.rand.org/health/hiedescription.html).
Keeler et al (44) simulated the impact on health care
expenditures if all the non-elderly population shifted
from fee-for-service and health maintenance organi-
zation plans to medical savings account plans. Rela-
tive to expenditures under fee-for-service plans, med-
ical savings account plans with high deductibles
and/or those funded by employers would result in a
6-13% decline in health care expenditure. However,
due to selectivity, reductions might be as low as 2%
or less. Indeed, most of the assumptions used over-
state the cost savings.

Unlike cost sharing, medical savings accounts
only target non-catastrophic costs. Data show that
most health care spending goes on non-discretionary,
inpatient services that are likely to be covered by in-
surance and not to be paid by the patient from the
medical savings account. In fact, 60% of health care
expenditures are above US$2,000 and are associated
with inpatient services that are less price-responsive.
Thus, the predicted cost savings due to reduced utili-

zation under medical savings accounts are unlikely to
be fully realized (17).

An expected benefit from the introduction of
medical savings account plans in the USA was that it
would increase insurance cover among employees of
small businesses (13). A simulation of the effect of
medical savings accounts concluded that, although
medical savings accounts might be attractive to those
already offering insurance, they provided limited im-
petus to those firms that did not provide insurance for
their employees (45). Models that measure the ineffi-
ciencies associated with adverse selection have
shown the effects to be small when medical savings
account plans are offered alongside traditional plans
(46). Finally, various simulations demonstrate that eq-
uity might be impaired by the expansion of medical
savings account plans (16,47).

Debate continues about the role of medical savings
accounts in the US, including proposals to roll them
into a universal medical savings account scheme (48).

South Africa

The emergence of medical savings accounts in
South Africa was the result of deregulation of private
health insurance in 1994. Today, medical savings ac-
counts are offered as part of voluntary private health
insurance plans. In 1996, 20% of the population had
private health insurance and, according to industry
estimates, 51% were medical savings account plans
(49). Tax incentives associated with employer-spon-
sored insurance were extended to employer deposits
to medical savings accounts. The design of medical
savings account plans differs from the American plans
in that deductibles are applied differentially accord-
ing to whether costs are seen as controllable (ie, dis-
cretionary). Further regulations are being developed
following the new Medical Schemes Act 1998, which
made provision for “a personal medical savings ac-
count, within the limit and in a manner prescribed
from time to time, to be used for the payment of rele-
vant services” (8). An analysis of individuals with tra-
ditional plans and those with medical savings ac-
count plans found the following: (a) medical savings
account plans induced people to cut discretionary
spending (ie, outpatient and drug expenditure) by
more than half; (b) reductions in spending on discre-
tionary spending did not represent cost shifting to the
inpatient sector; and (c) medical savings accounts
were attractive to both the healthy and the sick (49).
However, there are no actual data to support the last
assertion. Due to risk selection and income effects, it
is likely that those at high risk do not have any private
health insurance in South Africa (50).

Many of the criticisms and concerns raised are
similar to those in the American debate – cost infla-
tion is mainly a consequence of the intensity of ser-
vice provision rather than utilization rates and risk
segmentation will adversely affect risk pooling. There
is concern within the government that tax expendi-
ture subsidies are being used to finance services that
would otherwise not have been paid for by public in-
surance (51).
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A survey of seven large medical schemes and
their administrators revealed that the covered benefits
varied (ie, no clear definition of “relevant health ser-
vices”) and appealed primarily to the young and
healthy. To prevent inequities in access, the Depart-
ment of Health recommends that medical savings ac-
counts should not be allowed to finance services cov-
ered by the minimum benefits package. Furthermore,
medical savings accounts must be combined with an
insurance product that covers the minimum benefits
package and additional services (8). Other regula-
tions are proposed to limit annual contributions, de-
fine a maximum cumulative balance, and make trans-
fers outside the medical savings account subject to
taxation.

Empirical evidence with medical savings ac-
counts in South Africa is limited. The private health
insurance market is much smaller than in the USA
and operates in parallel to a universal publicly fi-
nanced service, thus market failures due to adverse
selection between traditional plans and medical sav-
ings account plans are less significant from a social
perspective. Adverse selection occurs when people
with below-average risk choose to forego insurance
(or, in this case, forego full-cover insurance), leaving
insurers to cover high-risk individuals and causing
premiums to escalate.

Discussion

Theoretical arguments in the literature center
around whether medical savings accounts reduce
moral hazard, improve the efficiency of insurance,
and result in lower costs and expenditure on health
care. It is not possible to generalize on the basis of
empirical evidence from the four countries reviewed
here because in each case medical savings accounts
were implemented alongside other reforms or were
only partially implemented. Furthermore, due to the
relatively recent introduction of medical savings ac-
counts the empirical data remain scarce.

From the limited evidence and experience re-
viewed, it is difficult to conclude whether medical
savings accounts reduce moral hazard and health
care expenditure. In Singapore, health care expendi-
ture has continued to grow because of quality compe-
tition rather than price competition. The finding that
expenditure on discretionary services was lower
among those insured under medical savings account
plans in South Africa may be explained by selectivity
rather than the success of medical savings accounts in
addressing moral hazard. In China, expenditure fell,
but utilization increased due to a shift in the mix of in-
patient and outpatient services consumed. In all
cases, medical savings accounts are combined with
catastrophic health insurance, thus any effect of cost
sharing on moral hazard and utilization will be of lim-
ited scope.

Some evidence suggest that medical savings ac-
counts result in greater inequities. Risk segmentation
occurs in the USA and South Africa because medical
savings account plans appeal more to the better edu-
cated, the young, and the healthy. In Singapore, cer-
tain groups of the population are disadvantaged un-

der medical savings accounts, and in China the
scheme perpetuates inequalities between urban and
rural populations.

Despite the limited conclusions that can be
drawn from empirical evidence, the fundamental
characteristics of medical savings accounts give some
indication of their likely impact. Evidence from a
wider assessment of funding options would indicate
that a system with no risk pooling, weak controls over
allocation of resources, fee-for-service payment, and
financial barriers to access will be inequitable and in-
efficient (52).

Importance of Context

Medical savings accounts have attracted interest
internationally. Whether medical savings accounts
are a viable option for funding health care will largely
depend on the context in which they are to be imple-
mented. Due to space limitations, the focus of this
section is Singapore, where the implementation of
medical savings accounts has been assessed as rela-
tively successful (around 2.68 million Medisave ac-
counts, or approximately 80% of the population, and
a total balance of around US$20.8 billion by Decem-
ber 1999), but for reasons that are quite unique to that
country.

Singapore is a small country of just over 3 million
Chinese emigrants. It has experienced rapid eco-
nomic growth in recent decades (53). The state is
highly centralized and powerful (characterized as so-
cial authoritarian) requiring an extraordinarily high
savings rate (32% of income). In addition, there is a
cultural propensity to save. When medical savings ac-
counts were implemented in Singapore, the country
was not undergoing rapid population ageing as many
other developed countries did. Singapore had a low
level of expenditure on health care in relation to na-
tional income and still spent only 3% of GDP – equiv-
alent to SGD4.3 billion or SGD1,347 per capita – on
health care in 1999.

According to Barr (24), the “success” of medical
savings accounts in Singapore heavily depends on the
fact that majority of the population is working and is
paid enough to participate in Medisave and Medi-
Shield. Ramesh and Holliday (54) identified the
strength of the state, in particular its role in the direct
provision of inpatient services, as the key factor in the
success of Singaporean health care system.

These factors led other commentators to con-
clude that the medical savings accounts are not ap-
propriate in the European context. Saltman (12) of-
fered a swinging critique of medical savings accounts
by calling them the “single worst policy proposal in
many years", and explaining how “every dimension
of analysis indicates that medical savings accounts
are not a feasible policy option for developed coun-
tries that wish to maintain an economically efficient
or socially responsible health care system”. Ham
(55,56) considered the applicability of the Singapore
model in the United Kingdom. He concluded that a
“stakeholder welfare system must grow out of a stake-
holder economy rather than vice versa”, or, in other
words, that a thriving economy and high employment
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rates are both prerequisites to the successful imple-
mentation of medical savings accounts.

Nichols et al (4) discussed the potential of medi-
cal savings accounts in developing countries. They
identified the following five key issues: 1) medical
savings accounts must be combined with other policy
tools; 2) resource mobilization will take time; 3) med-
ical savings accounts need to be designed to enhance
efficiency; 4) they pose equity risks; and 5) there are
major institutional prerequisites, including the level
of per capita income, high formal labor force partici-
pation, information systems, and systems for the col-
lection and management of funds.

Certain factors suggest that medical savings ac-
counts might not be feasible in Central and Eastern
European countries, even they seem desirable. For
example, economic factors, such as relatively instable
economy, low average incomes, large income in-
equalities, and low savings rates, mean that deposits
in medical savings accounts would probably not be
sufficient to cover health care costs. The savings cul-
ture that exists in Singapore does not exist in this re-
gion. Few of the institutional prerequisites identified
by Nichols et al (4) exist in the low-income countries
of the former Soviet Union, where both the economy
and systems of pre-payment for health care are weak.
In these countries, informal payments are wide-
spread, tax evasion is considerable, unemployment
rate high (particularly in the formal sector), the state
weak, and part of a large rural and agricultural popu-
lation subsistent or operate in a non-cash economy.
The promotion of market-oriented financing reforms
in this context would appear to be neither appropriate
nor feasible at this time. Many specific factors that
may account for the relative success of medical sav-
ings accounts in Singapore are not present in these
countries.

Much of the literature on medical savings ac-
counts is theoretical, drawing on economic theory
and micro-simulation exercises. There are few empir-
ical studies that actually measure the impact of medi-
cal savings accounts. The theoretical and micro-simu-
lation exercises published to date indicate that medi-
cal savings accounts should be “approached with
caution” (12). More empirical evidence will be
needed before the debate is settled.
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