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Abstract
Health insurance is a complex, multi-attribute product and this creates search frictions
that can distort market outcomes. We study the effect of frictionsin the market for
employer based health insurance. We find that frictions are most severein the “fully
insured” part of the group health insurance market and we estimate that frictionsin this
market segment cause a quarter of the consumer surplus to shift from policy-holders to
insurers (atransfer of 32.5 billion dollarsin 1997). Our analysis also suggests that
frictions in insurance markets reduce incentives to invest in future health.



