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Abstract

In this thesis we investigate whether health insurance decisions can be explained by

loss aversion. We use a model of reference dependent preferences as developed by

Kőszegi and Rabin (2006) to show that under loss aversion there are di�erent max-

imum willingness to pay for private health insurance. We do not endogenise the

reference point. Instead we attempt to alter the reference point through framing in

a laboratory setting, in a manner which is consistent with the original Tversky and

Kahneman (1981) formulation of prospect theory. We �nd that the framing e�ect did

not result in a di�erence between the proportion of subjects who purchased private

health insurance. We do �nd that subjects make decisions closer to that of an expected

utility maximiser in the treatment which is framed such that the reference point is

consistent with having private health insurance, where there is a loss in health and a

gain in wealth from giving up the insurance. Our result highlights the importance of

framing for governments or policy makers who are attempting to in�uence individ-

uals behaviour.

iii



Contents

1. Introduction 1

2. Literature Review 6

2.1. Health decisions and behavioural economics . . . . . . . . . . . . . . 6

2.2. Manipulating reference points . . . . . . . . . . . . . . . . . . . . . . 8

2.3. Models of reference dependence and loss aversion . . . . . . . . . . . 10

2.3.1. Prospect Theory . . . . . . . . . . . . . . . . . . . . . . . . . 11

2.3.2. Kőszegi and Rabin reference dependent references . . . . . . 13

3. Modelling health insurance decisions 14

3.1. Assumptions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 15

3.2. Decision of an expected value maximiser . . . . . . . . . . . . . . . . 17

3.3. Decision of a loss-averse individual . . . . . . . . . . . . . . . . . . . 18

3.3.1. Expect to have private health insurance . . . . . . . . . . . . 19

3.3.2. Expect not to have private health care . . . . . . . . . . . . . 20

3.4. Discussion . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 22

3.5. Risk Averse Consumer . . . . . . . . . . . . . . . . . . . . . . . . . . 22

4. Experimental design 23

4.1. Experimental Procedure . . . . . . . . . . . . . . . . . . . . . . . . . . 24

4.2. Treatments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 25

4.3. Health insurance decision . . . . . . . . . . . . . . . . . . . . . . . . . 27

4.4. Predictions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 27

5. Estimation and Results 29

5.1. Probabilistic Choice Model . . . . . . . . . . . . . . . . . . . . . . . . 32

5.2. Welfare Comparison . . . . . . . . . . . . . . . . . . . . . . . . . . . . 37

6. Conclusion 38

A. Instructions - Treatment R0 I



B. Instructions - Treatment R1 III

C. Further details on private health insurance rebate and medicare levy

surcharge V

D. Australian private hospital insurance coverage VI

v



List of Figures

1. Proportion of subjects who purchased private health insurance for

each price in the two treatments. . . . . . . . . . . . . . . . . . . . . . 31

2. Impact of di�erence in precision of decision making in the two treat-

ments on the decision rule of an average subject, and the probability

of making a mistake. . . . . . . . . . . . . . . . . . . . . . . . . . . . 36

3. Coverage of hospital coverage in Australia between 1971 and 2015

(Australian Prudential Regulation Authority, 2015). . . . . . . . . . . VI

List of Tables

1. Di�erence in instructions across the two treatments. Subjects only

received the table corresponding to one treatment. . . . . . . . . . . . 25

2. Summary Statistics of the demographics in the two treatments . . . . 26

3. Estimation of Equation (5). . . . . . . . . . . . . . . . . . . . . . . . . 30

4. Maximum Likelihood Estimation of risk preferences and noise in de-

cision making. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 34

5. Proportion of rationality surplus realised in both treatments. . . . . . 38

vi


	TITLE: Health or Wealth: Decision Making in Health Insurance
	Declaration
	Acknowledgements
	Abstract
	Contents
	List of Figures
	List of Tables




