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Health Savings Accounts (HSAs) are personal savings accounts
whose deposits from their owner’s current income and from
which the owner can spend funds on certain medical expenses
without income tax repercussions. Income diverted by an
individual to an HSA is not taxed. Interest or other earnings that
accrue to an HSA are not taxed. Withdrawals to pay for medical
expenses defined under federal law are not taxed. Annual HSA
contributions are only allowed up to certain amounts (currently
$3,600 for an individual and $7,200 for a family1). Contributions
may be made by HSA owners or by employers on behalf of
individual employees and/or their families. HSA contributions
can only be made if an individual is covered by a high deductible
health insurance plan (minimum $1,400 deductible for a person,
$2,800/family; maximum out-of-pocket $7,000/single, $14,000/
family2). Although there are yearly contribution limits, balances
may accumulate. On retirement, an HSA owner may make
withdrawals to spend for non-healthcare purposes without tax
penalty, but must pay tax on such withdrawals as income.
As of January 2020, HSA assets stood at almost $72 billion. 3 As
large as this sum might sound, it is paltry (less than two percent)
when compared to the $3.8 trillion spent on health care in 2019
alone.4 HSA accumulation would be greater were it not for the
fact that so many Americans regularly spend nearly all of their
yearly contributions.5 One reason Americans quickly spend down
their HSA balances is related to how HSA-financed purchases
are treated by insurance companies for deductible purposes.
As explained in more detail below, if an individual with a high
deductible health plan pays cash to a provider without recourse
to insurance, that purchase will likely not be counted toward their
deductible. Consequently, HSA account holders pay out of their
HSAs as insured customers and lose out on substantial cash-pay
discounts since they are charged the price agreed to by their
insurance company.
Health Savings Accounts are intended to make consumers of
health care act like consumers in other markets and incentivize
them to question medical billing and practices in order to
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Health Savings Accounts are intended
to make consumers of health care act
like consumers in other markets.
preserve personal wealth. Given that someone can only take
advantage of an HSA in conjunction with a high deductible
health plan, an HSA does not exactly turn an account holder into
a cash payer. Nevertheless, the intent is to begin re-creating a
true market in health care by incentivizing patients to push back
on providers by asking questions about the cost and need of
recommended procedures, hopefully by shopping around for
better prices given that most medical services are not rendered in
the context of an emergency.6

Health Care’s Third-Party Payer Problem
Any time a person consumes something someone else is paying
for, it is natural for that person to view that something as free.
Of course, nothing is truly free, but under the circumstances of
someone else paying, and especially if the consumer has no idea
of the cost of something paid for by a third party, the consumer
does not feel constrained and consumes freely. For example,
public education suffers from this phenomenon. Parents who
send their children to public schools bear only a fraction of the
cost through property taxes, but have no idea what the total cost
is. They often demand services they view as education related
without any thought to the cost of what they demand.
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patients are mostly insulated from
what their health care actually costs.
In health care, there are two major third-party payers –
government and employer-paid health insurers. Only 10 percent
of health care expenditures are paid directly from patients’
pockets. The bulk of healthcare spending occurs through the
federal Medicare/Medicaid programs (37 percent) and health
insurance (34 percent). The rest is covered by other state and
federal programs such as the Veterans’ Administration, as well as
private charity. So, only a dime of the average health care dollar
represents payments by patients. The other 90 cents are paid by
third parties.7
The bulk of private health insurance is employer-provided
due to U.S. tax policy wherein employers write off insurance
costs as a deduction and avoid payroll taxes on employee
compensation that is in the form of benefits. Employees enjoy
benefit compensation without income or payroll tax liability. HSA
savings enjoy this same tax benefit in a purposeful policy effort to
put individual medical expenditures outside of employer-provided
insurance on an equal tax footing.
Clearly, due to third-party payments, patients are mostly
insulated from what their health care actually costs. Thus, they
do not question costly recommended procedures that might not
be necessary. Health care providers respond, knowingly or not,
by suggesting procedures that are of, at best, marginal value.8
Excessively high prices are also charged for procedures when
providers do not feel as morally constrained as they do in dealing
directly with individuals, but see bills as being paid by anonymous
monolithic institutions.9 The consequence is illustrated in Figures
1 and 2 below. Figure 1 shows health care expenditures rising
ever more rapidly as the proportion of health care expenditures
made out-of-pocket falls. This could be almost entirely due to
consuming more health care, but Figure 2 shows that health care
has gotten more expensive relative to everything else as the share
of spending out-of-pocket has fallen.
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Singapore serves as an example of what can happen when
incentives in health care are fundamentally impacted by policies
that encourage people to save for their own health care expenses
and pay for these expenses themselves. This small nation has a
relatively healthy population with the share of its GDP devoted to
health care a low single-digit percentage, in contrast to the nearly
20 percent of GDP spent on health care in the U.S. The Singapore
government’s hand is anything but absent in health care, but
everyone except the indigent is expected to cover the bulk of
their own health care expenses. Saving for future health care
expenses is not optional; it’s required.10 Consequently, people
take care of themselves and, no doubt, act more responsibly in
their consumption decisions. Providers truly compete and must
act more responsibly as well.11

One Way HSA Incentives Are Undermined by
Insurance Companies
Traditional health insurance plans pay for the bulk of
every health-related expenditure. Patients pay only modest
co-payments upfront. So, when a patient shows for an office visit,
a cash payment of 20 to 50 dollars might be required, but the
bulk of the bill is paid by insurance. Prescription drugs are paid
for in much the same way. Co-payments can vary significantly,
depending on procedure and setting, but are generally modest
compared to total charges billed to insurance. Co-payments count
toward a relatively modest deductible, and if they add up to the
deductible within a year, co-payments are no longer required
the rest of that year and insurance covers virtually 100 percent
of many expenses and a larger share of other expenses than it
otherwise would have.12
High deductible health plans (HDHPs) should work significantly
differently from traditional employer-provided health plans. HDHP
patients should be considered cash payers who pay the entire
charge for services rendered during a year until the relatively
high deductible is reached. Basically, healthy individuals’ health
expenditures would rarely reach the yearly deductible, which
would allow savings in an HSA to accumulate. With accumulation
beginning relatively early in life, HSA balances would be quite
substantial by the time old-age infirmities begin to afflict HSA
account holders.
Cash-pay prices in health care are very often lower than prices
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negotiated by insurance companies.13 However, even though an
individual with an HDHP is often paying the entirety of the bill
for a medical service, the insurance-negotiated price is charged
instead of the cash price. When an individual with an HDHP
presents an insurance card to a provider, that provider is bound
by the pricing contracted with insurance and is prohibited from
offering a price lower than the contracted price.14
Except, perhaps, for circumstances where the insured is
traveling or in cases of true emergency, insurance companies do
not accept receipts for out-of-network purchases to be counted
toward the deductible. In fact, someone with an HDHP could
go to an in-network doctor, not use an insurance card, pay the
cash price, and insurance would not accept the cash receipt to
count toward the deductible, even if the price is lower than the
insurance-negotiated price.
For the insured with an HDHP, there is always the possibility
that the total dollar amount of services consumed in a year will
reach the deductible, even if the HDHP holder only paid lower
cash-pay prices. If there is a chance that the deductible will
be reached, and insurance companies do not accept cash-pay
receipts to be counted toward the deductible, then it makes
little financial sense for an HDHP-covered individual to act as
a cash-pay customer. A cash-paying individual with an HDHP
risks paying much more out-of-pocket by paying cash without
presenting an insurance card than if he pays insurance-negotiated
prices having presented the insurance card. This pushes those
with HDHPs to always present an insurance card and likely get
charged more than they would be if they acted as cash payers
without insurance.
While it seems like insurance companies would welcome
HDHP holders paying lower cash prices, counting these lower
sums toward deductibles, since they would appear to save
insurance companies money, a few issues arise. First, insurance
companies lose a great deal of control. Patients decide what care
is appropriate without insurance company input or permission.
Though services are obtained at lower prices, insurance
companies might think that without their approval an HDHP
patient would overuse services and reach their deductible sooner
than otherwise, costing the insurance company money. However,
this ignores the incentive for patients to economize inherent in
HSAs.
Second, perhaps insurance companies are concerned about
administrative costs involved in making sure cash-paid services
claimed from out-of-network or even in-network to count toward
the deductible are legitimate. However, there are phone calls
and other administrative time and effort expended for nearly
every transaction that involves insurance. Legitimacy of charges
are always an issue, whether in-network or not and whether the
charge is presented by a provider or in the form of receipt by the
insured.
One can only speculate, but it appears that the main reason
insurance companies do not accept cash-pay receipts toward
HDHP deductibles is that patients might become less dependent
on insurance companies. Pressure might even be put on Congress
to liberalize the HSA law so that deductibles would be even higher
than the current $3,600 per person or $7,200 per family, allowing
for lower insurance premiums, greater yearly HSA savings, and
even more independence from insurance companies. The real
horror from an insurance company perspective would be that
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It appears that the main reason
insurance companies do not accept
cash-pay receipts toward HDHP
deductibles is that patients might
become less dependent on insurance
companies.
peoples’ savings would be sufficient in old age that they would
feel secure in buying only the equivalent of the “hospitalization,”
truly catastrophic illness, insurance plans of yore.

Solutions

What States Should Do
Most problems with excessive and rising health care prices,
particularly the third-party-payer problem, stem from federal
policies, especially income tax policy that discriminates against
uninsured individual medical expenditures. HSAs are intended
to combat this problem, and could be expanded by the federal
government to do an even better job of combating the tax
discrimination problem as noted below. But, states are not
powerless. They can aid in making good federal policy work
even better. With respect to HSAs, states can counter insurance
companies’ efforts to undermine their impacts.

Require insurance companies to count self-pay claims for
covered services toward a consumer’s deductible, whether
the service is performed by an in-network provider or not.
The state can require insurance companies to accept self-pay
claims for insured medical services. Someone with an HDHP who
pays cash for a medical service without presenting an insurance
card should be able to send in the receipt for the purchase,
and insurance companies should be required to count that
amount toward the deductible. If the cash-pay price is higher
than the average charge negotiated with in-network providers,
the insurance company should only be required to count that
average charge toward the deductible. On the other hand, if the
average charge is higher than the claimed cash-pay amount, the
average should still count toward the deductible. This would give
insurance companies more incentive to drive harder bargains with
providers. Insurance companies would still be free to accept or
reject claims based on need assessments.

Require insurance companies to inform HDHP participants
that cash-pay prices might be lower than insurancenegotiated prices and of procedures to make cash-pay
claims.
HDHP participants should not have to figure out for themselves
through experimentation that making cash-pay claims is an
option. They should be told, and reminded during each open-enrollment period.

Require insurance companies to immediately give any
policyholder who asks real-time and meaningful pricing
information.
3

If HSA owners, or anyone else, is to be expected to act as a
consumer the same as in any other market, accurate and timely
price information must be readily available in medical markets.
Timely here means on request and prior to services being
rendered and within a specified time period such as 24 hours, the
same as in any other market. HDHP participants should be able
to call their insurance company and readily obtain the negotiated
price for a service and then have the option to call alternative
cash-pay providers for comparison. Arguments that this might
impair secrecy clauses in the insurer-provider contracts are
not sound when HDHP participants: 1) are not direct parties to
contracts negotiated and agreed to by their employers, and 2) are
not qualified to evaluate the contract provisions in the first place.
These secrecy clauses should be made explicitly unenforceable as
against public policy.

If service prices are not disclosed by medical service
providers prior to services being rendered, prohibit them
from civil litigation over unpaid bills in excess of the lowest
transparent price(s) for the same service(s) in an area, and
prohibit referrals to collections agencies and credit ratings
services when prices exceed the same.
There is no such thing as a market when prices are not
readily available. Prices are the single most important signal
in a market-based economy and are what bring about market
efficiencies so that products and services are produced in the
most efficient ways possible and those with the highest-valued
uses are able to bid for products and services. What’s more, it
is immoral, to say the least, for the legal system to be used to
favor parties who keep their prices secret until after the service is
rendered, and only then reveal prices to the consumer.

What the Federal Government Should Do
Sean Flynn, an economics professor at Scripps College, has
suggested that, much as in Singapore, U.S. citizens should be
required to have HSAs and make minimum contributions. The
interesting thing about this proposal, and the author’s proclivities,
is that despite the willingness to use governmental power to
regulate and impose certain behavior, Flynn does not suggest
effectively socializing medicine with a single-payer model.15
Instead, he recommends HSAs be heavily liberalized. Similarly, the
suggestions below would greatly liberalize HSA policy, but without
any type of mandate on individuals to save for health care.
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Increase limits on yearly HSA savings, divorced from
minimum or maximum health insurance deductibles to at
least $10,000 per person or $20,000 for a family.
Allow employers to make tax-free contributions to
employee HSAs subject to no limit other than the
maximum just mentioned. (Employers could make HSA
contributions in lieu of paying insurance premiums.)
Allow HSA owners to pay for health insurance premiums
from their HSA without tax penalty. (This would allow for
portability from one employer to the next.)
Allow HSA owners to donate HSA balances above a
minimum balance (say, $75,000 or a sliding scale that
increases with age) to others’ HSAs without tax penalty for
either the donor or recipient.
Allow HSAs to be inherited without tax penalty as long as
they are maintained as HSAs by heirs.

Conclusion
The bulk of the responsibility for poor policy that results in
high and fast-rising medical service prices lies with the federal
government. Between its poor stewardship of taxpayer funds
under the Medicare and Medicaid programs (the latter including
states’ poor stewardship), and restrictive income tax policy that
rewards a private third-party payment system in the form of
employer-paid health insurance, the federal government is in the
best position to right the ship. However, states can and should do
their part.
One example of the federal government moving in the
right direction is Health Savings Accounts. While the federal
government should heavily liberalize this policy direction by
removing restrictions on HSAs, the states can take steps to
force insurance companies to treat HSA holders with high
deductible health plans fairly. Specifically, a policy of allowing
HDHP participants with HSAs to claim self-pay medical purchases
for deductible purposes, along with informational and price
transparency reforms, would increase faith in HSAs as a policy
by making the advantages of the policy more obvious. Instead
of allowing insurance companies to undermine the policy, such
state action would reinforce the policy so that HSAs are used as
intended and result in the intended incentives as well.
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