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mechanisms of disease can lead 
to innovative treatments that turn 
fatal conditions into chronic dis-
orders. But recent headlines about 
their high costs — often $50,000 
to $100,000 per year — serve as 
warnings about the financial and 
ethical challenges we will increas-
ingly encounter throughout med-
icine.

Because of the rising number 
of such high-priced medications, 
some insurers have begun to re-
vise their tiered drug-copayment 
structures, which have generally 
delineated three levels of fixed 
amounts that patients must pay 
from their own funds when they 
pick up prescriptions; these 
amounts have varied depending 

on the cost of the intervention and 
whether there are less expensive 
alternatives. Increasingly, insurers 
are introducing a fourth tier for 
particularly expensive drugs, re-
quiring patients to pay what is 
more appropriately considered “co-
insurance” than simply a bigger 
copayment.

With tiered copayments, pa-
tients might pay $5 to $10 per 
month for a generic medication 
(tier 1), $20 to $30 for a moder-
ately priced brand-name drug 
(tier 2), and $50 for a high-priced 
brand-name drug (tier 3). Health 
plans use this approach to move 
“market share” to lower-cost 
drugs, and some are beginning, 
in a similar way, to motivate pa-

tients to choose lower-cost phy-
sicians and hospitals as well.

“Coinsurance” is a different 
animal. Instead of a fixed amount, 
patients are charged a percent-
age — often 20 to 33% — of the 
overall costs of “tier 4” medica-
tions such as biologic agents. 
Patients who require these drugs 
are unlucky to begin with, and 
the out-of-pocket expenses usually 
far exceed what their budgets 
can bear.

Coinsurance is not a new idea 
— Americans who grew up in 
the era before managed care will 
remember their parents paying 
20% of the costs of office visits, 
tests, and prescriptions. Indeed, 
one of the initial attractions of 
health maintenance organizations 
was low, fixed copayments for 
patients. But the costs of health 
care in general and medications 
in particular are much higher to-
day. In the 1960s, only the poor 
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The growing number of biologic drugs for can-
cers and other serious conditions is a harbin-

ger of things to come — in more ways than one. 
These drugs demonstrate that basic research into 
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could not afford coinsurance. 
Today, only the wealthy can af-
ford it.

Public discussion of the intro-
duction of coinsurance for tier 4 
drugs has centered thus far on 
the sticker shock experienced by 
individual patients whose costs 
for essential treatments have sky-
rocketed. As these cases have 
emerged, employers and health 
plans have expressed concern, if 
not surprise. On April 1, 2008, 
Kaiser suspended a tier 4 drug 
program for federal employees 
for the rest of the year. But tier 4 
programs continue for federal 
employees who are enrolled in 
other insurance plans, and the 
expected overall trend is one of 
growth. Tier 4 systems have now 
been incorporated into 86% of 
Medicare drug plans and 10% of 
private commercial plans that in-
clude drug benefits.1

The harsh reality is that tier 4 
drugs are simply a microcosm 
of medicine’s future. There is no 

reason why the tier 4 approach 
is any less appropriate for medi-
cal devices or other expensive 
interventions than it is for high-
cost biologic drugs. The sheer 
magnitude of the money in-
volved raises fundamental ques-
tions about how we will pay for 
advances in medicine and how 
we will share financial responsi-
bility for longer, healthier lives.

Like many current cost-con-
tainment tactics, tier 4 is a blunt 
instrument. It focuses on cost, 
ignoring effectiveness and cost-
effectiveness. Consider two tier 4 
drugs for breast cancer. Bevaci-
zumab (Avastin) slows the pro-
gression of metastatic breast can-
cer, but studies show it has no 
effect on overall survival.2 Con-
versely, trastuzumab (Herceptin), 
approved for the adjuvant treat-
ment of breast cancer, can cure 
4 to 6 women for every 100 who 
are treated.3 Both drugs cost about 
$55,000 per course of treatment. 
Does it make clinical, ethical, or 
economic sense to cover these 
two drugs in the same way? In a 
world in which tough choices 
must be made, society could cov-
er the drug that cures cancer and 
leave to individual preference the 
one that does not change survival. 
Current tier 4 policies sidestep 
such decisions.

This example raises the larg-
er question of how we will deal 
with rising health care costs in 
general. These biologic drugs are 
expensive, but they currently con-
stitute only about 6.6% of total 
expenses paid for by health plans.4 
Even for the patients who receive 
these agents, overall medication 
expenses are only about half the 
total hospitalization costs,4 which 
are rising because of increasing 
capital and personnel expenses. 
Shifting 20 to 33% of the costs 

of expensive drugs to patients is 
not going to solve the health care 
system’s financial challenges.

Why do it, then? These drugs 
represent a new expense, one that 
is attributable to a few patients 
— a small constituency. Shifting 
a proportion of these costs to a 
small number of patients is a po-
litically feasible approach to hold-
ing down insurance premiums for 
everyone else — even if it runs 
counter to the very concept of in-
surance.

Rather than a long-term solu-
tion, however, this transfer of 
costs is merely kicking the can 
down the road — and not very 
far, at that. Insurance plans tried 
to deal with rising costs in the 
1990s by giving the responsibil-
ity to providers through capitation 
and incentives for gatekeeping. 
Having met with limited success, 
insurers then tried to engage 
patients in pursuing efficiency 
through tiered copayments, insur-
ance plans with high deductibles, 
and now coinsurance. Because 
just 10% of patients account for 
70% of health care spending, 
however, there is some limit to 
how much expense can be shift-
ed to them before concern about 
costs turns into fear.

The big question raised by the 
tier 4 phenomenon is this: How 
generous are we as a society? 
Data from surveys conducted by 
Harris Interactive suggest that the 
willingness of people who are 
relatively healthy and wealthy to 
subsidize the care of those who 
are sick and poor is in decline (see 
graph). This trend may mean 
that our society has become less 
generous or that health care costs 
have risen beyond what our gen-
erosity can bear.5 In either case, 
this trend bodes ill for the pos-
sibility of spreading to the gen-
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Declining Willingness to Subsidize Care of the Poor 
and Sick.

Data are from Harris Interactive and represent the 
proportions of surveyed Americans who said they 
agreed with the following statement about health 
care: “The higher someone’s income is, the more he 
or she should expect to pay in taxes to cover the cost 
of people who are less well off and are heavy users of 
medical services.”
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eral population the costs of med-
ical progress that benefits a few 
members of the population.

Out of pure self-interest, we 
should worry about shifting to 
sick people the costs of essential 
interventions. Because of the suc-
cesses of modern medicine, most 
of us will survive our heart attack 
or cancer and go on to live with 
one or more chronic diseases. We 
will need some expensive drugs, 
devices, or procedures. At some 
point in our lives, we may all join 
that small pool of users of high-
cost care. When we are sick and 
scared, we do not want to be 
preoccupied by the cost of treat-
ments.

So what can be done besides 
bemoaning the limitations of our 
resources and the human condi-
tion? One approach is to get smart-
er about which drugs and inter-
ventions are covered and which 
patients really need them. We 
could decide that insurance 
should provide comprehensive 
coverage just for interventions 

that really work, and physicians 
could support the guidelines in-
stead of undermining them. In 
cases in which an intervention’s 
effectiveness is indeterminate, we 
could require that patients receiv-
ing it be enrolled in clinical trials 
or registries that would enable 
us to identify the molecular and 
clinical profiles of patients who 
will benefit from them. And we 
could get tougher about applying 
that knowledge and avoid using 
these interventions in situations 
in which they are unlikely to help. 
Innovative payment models, 
such as providing payment only 
in cases in which a drug actually 
leads to clinical improvement, 
are also worth exploring.

Providers could agree that con-
sidering costs in treatment deci-
sions does not violate the Hip-
pocratic oath and that improved 
efficiency is a core value of med-
icine today. We could strive to 
ensure that everyone receives ef-
fective treatment, rather than 
spending more and more on in-

effective interventions that end 
up not just wasting money, but 
also breeding resentment and con-
flict over who can afford to live 
and who cannot.
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Consider three Americans — 
one with an increased ge-

netic risk for colon cancer, one 
with a family history of colon 
cancer, and one with a colono-
scopic finding of several large 
adenomatous polyps. Under the 
Genetic Information Nondiscrim-
ination Act (GINA), which was re-
cently signed into law by President 
George W. Bush, health insurance 
companies may not refuse to cov-
er and may not raise premiums 
for the first two people, whose 

genetic information or family his-
tory puts them at higher risk for 
colon cancer.1 Insurers could, how-
ever, refuse to sell the third per-
son an individual policy or could 
quadruple his or her premiums. If 
the third person is enrolled in an 
employer-sponsored group health 
plan, insurers could raise the rates 
for everyone in the group.

In making such distinctions, 
GINA is emblematic of this 
country’s piecemeal and incon-
sistent approach to health care 

policy, which makes little sense 
and leaves many Americans with-
out access to care or in danger of 
financial ruin if they seek care. 
Our recent history is replete with 
examples of similar half-measures 
in health policy. The Emergency 
Medical Treatment and Active La-
bor Act (EMTALA) of 1986 ensures 
that neither the poor nor the sick 
can be denied emergency medi-
cal treatment, but it leaves those 
without insurance completely on 
their own when it comes to fol-
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