
af ford essent ial health ca re. A person’s abil i ty to pu r chase
health insura nce is therefore a publ ic iss ue, whereas the
pu r chase of such ot her coverage such as life or home ow n-
ers’ insura nce is not. 

WHY ARE SO MANY AMERICANS WITHOUT

H E A LTH INSURANCE? 

in view of the benefits of health insurance and the
nea rly $100 bil l ion annual fe deral subs idy of employer- sp on-
sored coverage, why are there so ma ny indiv id uals without

a ny form of health insura nce? There are several reason s:
Fi rst, there is the use of me dical underw ri t i ng to prevent

adverse sele ct ion. Medical underw ri t i ng ident ifies people
with hig her health risks (e. g., older people and people with
ch ron ic, pre ex i st i ng condi t ions) and inc reases their rates or
den ies or limits their coverage. If an insurer did not me dica l ly
u nderw ri te, it wou ld at t ract most ly hig her risks and its pre-
miums wou ld ri se, driv i ng away the lower risks ne e ded to
ma i ntain a stable and af for dable risk pool. Fortu nately, the
fact that employers pu r chase coverage on behalf of a het-
erogene ous pool of workers great ly mitigates the prob-
lems of me dical underw ri t i ng.

E mployer sp on sors h ip, however, leads to a se cond
type of problem, known as moral haza r d. In this case,
w idespread, subs idized insura nce encou rages hea l t h- ca re
prov iders to del iver exc ess ca re or ne c essa ry ca re at exc ess
cost. That drives up the cost of insura nc e, thereby deter-
ri ng its pu r chase by employers. This ef fe ct is ampl if ied by

H E A L T H

Reformers’ good intent ions me et the law 

of unintended con se quenc es

mong developed countries, the united states

has the hig hest prop ort ion of people who lack pri-

vate or publ ic health insura nce coverage: 16 per-

c ent of the U. S. popu lace in 1998. Fu rt her, ma ny peo-

ple w i t h coverage are con s idered to be u nderi n s u re d b e cause they have insuf ficient coverage for a major il l ness or inju ry. 

H ealth insura nc e, unlike some ot her forms of insura nc e, is on the publ ic agenda because is not con s idered a pu rely pri-

vate mat ter. For va rious reason s, incl udi ng simple altru i s m, there is a sha red sen se of conc ern for fel low ci t izens who ca n not
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ma ndated benef i t s, wh ich have been shown to re d uc e
dema nd for coverage. 

Th i r d, where insura nce is not ava ilable in the work-
plac e, people face high premiums in the ma rket for indi-
v id ual coverage. Insura nce premiums incl ude a loadi ng
factor for ad m i n i st rat ive ex p en ses and ri s k. Both comp o-
nents of the loadi ng factor inc rease as the nu m b er of peo-
ple in the insured unit de c reases. Indiv id ual health insura nc e
typica l ly ca rries a load of 30-40 per c ent, compa red with a
load of 10 per c ent or less for la rge groups. 

Fi na l ly, the ava ilabil i ty of publ ic insura nce in the form
of Medica id and ot her publ ic prog rams prob ably has
re d uced the dema nd for (“crow ded out”) private hea l t h
i n s u ra nce coverage. Some households es chew private cov-
erage when they are hea l t hy or not as sick as they mig h t
b e come, reason i ng that publ ic coverage will be ava ilable for
catast roph ic il l nesses. The ava ilabil i ty of free serv ic es
t h rough private hospi tal emergency ro oms also tends to
c rowd out private insura nce coverage.

REFORM EFFORTS

the most sweeping federal pro grams to extend
hea l t h- i n s u ra nce coverage were enacted in the mid- 1 9 6 0 s,
with the establ i s h ment of Medica re and Medica id. Medica re
prov ides coverage to most sen ior ci t izens and ma ny di sable d
i ndiv id ua l s. In the late 1980s, Cong ress sig n if ica nt ly
i nc reased the nu m b er of pre g na nt women, infa nts and ch il-
d ren covered by Medica id; the prog ram now covers ab out
half of those below the poverty line.

However, va rious ef forts sinc e
1912 to establish a system of uni-
versal coverage have fa iled at the
nat ional level — t he most re c ent
i n sta nce bei ng the dem i se of the
Cl i nton reform plan in 1994. The
absence of a fe deral pol icy af fe ct i ng
all demog raph ic and income groups
has, in the past 10 yea rs, cause d
states to ta ke the lead in extendi ng
hea l t h- i n s u ra nce coverage to more
i ndiv id ua l s. 

Medicaid in the States Be cause the fe deral govern ment
prov ides 50 per c ent or more of Medica id fu ndi ng, state
M e dica id prog rams have been the pri ma ry veh icles for
ex pa ndi ng health insura nce coverage. For insta nc e, fe d-
eral rela xat ion of Medica id el ig i bil i ty ru les in the late
1980s and ea rly 1990s has led to a doubl i ng of the nu m-
b er of pre g na nt women covered by Medica id and a 50-
p er c ent inc rease in the nu m b er of el ig i ble ch ild ren sinc e
1987. States now must cover all pre g na nt women and
ch ild ren up to age 6 in households with incomes up to
133 per c ent of the poverty level; by 2002, all ch ild ren
u nder 18 in households with incomes below the poverty
level will be Medica id- el ig i ble. Iron ica l ly, however, the
near quad rupl i ng of Medica id ex p endi tu res betwe en
1987 and 1998 has been ac compa n ied by a steady

i nc rease in the nu m b er of uninsured people. There are at
least tw ice as ma ny and poss i bly four times as ma ny
u n i n s u red people now as were rep orted 20 yea rs ago.

Making Coverage More Affordable Beginning in the mid-
1970s, some states established high-risk pools for medically
u n i n s u rable people (typica l ly def i ned as hav i ng been
rejected by one or more insurers). Those who qualify for a
pool are able to obtain coverage at capped rates—typical-
ly 150 to 175 percent of standard rates. High-risk pools, of
course, incur losses, which are covered by general rev-
enues and assessments on insurers.

Most states with hig h- risk pools reta i ned them even
after adopt i ng sma l l- g roup and indiv id ua l- ma rket insura nc e
reform s. But by the late 1980s, states re cog n ized that the
p o ols covered on ly a small se g ment of the uninsured pop-
u lat ion and that the uninsured were by no means limited to
t he poor or near poor covered by the ex pa n s ion of Medic-
a id. Given that thre e- fou rths of the uninsured were ei t her
workers or dep endents of workers, states began fo cus i ng on
ways to encou rage more employers — esp e cia l ly sma l l
employers — to of fer hea l t h- i n s u ra nce coverage. 

A few states of fered s u bs idies to ent ice more sma l l
employers to of fer health coverage. The subs idies to ok the
form of tax cre dits for employers and, in a ha nd ful of states,
for indiv id ua l s.

A far more com mon initiat ive has been b a re- b ones cov-
erage. That is, small employers have been perm i t ted to re d uc e

t he cost of coverage by of feri ng plans that do not prov ide
all ma ndated benefits (e. g., menta l- health ca re, substa nc e-
abuse treat ment, or alternat ive me dici ne). States had been
addi ng ma ndates since the 1960s at such a rate that there
were nea rly 700 ma ndates by 1988. Some observers se e
ma ndates as a resp on se to ma rket fa il u re caused by adverse
sele ct ion; ot hers see them as a resp on se to pol i t ical pres-
s u res. Cri t ics claim that by driv i ng up hea l t h- ca re sp endi ng
s uch ma ndates ma ke coverage less af for dable, ac cou nt i ng
for as much as one- fou rth of the uninsured popu lat ion. 

Me dical sav i ngs ac co u nts (msas) are an alternat ive veh icle
for ef fe ct ively bypass i ng the high costs of ma ndates. msas
enable indiv id uals to create a pool of ta x- free fu nds to
defray out- of- p o c ket me dical ex p en ses; addi t ional ex p en s-
es are covered by low- cost, hig h- de d uct i ble, catast roph ic
i n s u ra nc e. msas are se en as a way to avert the moral haz-

Widespread, subsidized insurance 

encourages health-care providers to deliver 

excess care or necessary care at excess cost. 

That drives up the cost of insurance,



ard created by insura nce because the indiv id uals who ben-
efit from msas fu nd them.

Pu r chas i ng co operat ives of fer anot her way to ma ke cover-
age more af for dable. By groupi ng small employers (and in
some cases indiv id ua l s, such as the sel f- employed) into a sin-
g le pool, states hope to prov ide them with some of the
sa me econom ies of sca le and pu r chas i ng power enjoyed by
la rge employers.

Reforms in Small-Group and Individual Insurance Markets

With the limited suc c ess of ea rly ef forts to subs idize cover-
age, and a per c ept ion that private insura nce ma rkets were
b e g i n n i ng to “unravel,” caus i ng more people to become
u n i n s u re d, ma ny states began to ex plore ways to ex pa nd
coverage by reform i ng private insura nce ma rket s. States
have few opt ions for re g u lat i ng private insura nce because
of a fe deral law known as eri sa, wh ich prevents states

from re g u lat i ng health benefits that employers sel f- fu nd
rat her than pu r chase. (Sel f- fu ndi ng is com mon, esp e cia l ly
a mong la rger employers, and it has become more preva lent
b e cause of eri sa.) However, states are allowed to re g u late
t he coverage, prici ng, and underw ri t i ng of insura nce that is
vol u nta rily pu r chased by employers or indiv id ua l s. 

The cent ral aim of state reforms has been to inc rease
i n s u ra nce coverage and rest rain insura nce cost s. It is esp e-
cia l ly dif ficult to inc rease coverage because of the pract ic e
of ex p erience rat i ng. In a system of vol u nta ry coverage, it
is not always easy to ke ep the hea l t hy in the sa me pool as
t he sick because the hea l t hy can obtain coverage far less
ex p en s ively by findi ng a pool that excl udes hig h- risk indi-
v id ua l s. (For insta nc e, 50 per c ent of the popu lat ion gener-
ates on ly 3 per c ent of hea l t h- ca re sp endi ng, but on ly 1 per-
c ent of the popu lat ion—with average annual ex p en ses of
more than $140,000—ac cou nts for 30 per c ent of hea l t h- ca re
sp endi ng.) Thus, ma ny reform ef forts have tried to encou r-
age the pool i ng of risks in a va riety of ways. States bega n
s uch reforms in the sma l l- g roup ma rket in 1990.  By 1992,
some states had extended their reforms to indiv id ual hea l t h
i n s u ra nc e. The reforms have two comp onent s: ava ilabil i ty
of coverage and rate compress ion.

Availability of Coverage Open enrollment (also called guar-
anteed access) requires insurers to offer enrollment to all
applicants, regardless of their health. Guaranteed renewabili-

ty fu rt her en s u res that coverage will not be ca nc ele d
because of poor health.

Li m i tat ions on excl us ions for pre- ex i st i ng condi t ions proh i b-
it ca rriers from excl udi ng anyone because of a pa rt icu la r
health problem, but such limitat ions must be st ructu re d
ca refu l ly to avoid adverse sele ct ion. If indiv id uals knew
t hat they cou ld obtain coverage at any time, re ga r d less of
hea l t h, they might wait to pu r chase their coverage on ly
when they were sick and drop it when they were wel l.
Therefore, insurers are allowed to imp ose wa i t i ng perio d s
( us ua l ly 6 to 12 months) before coverage begins, but insur-
ers can limit benefits for a pre- ex i st i ng condi t ion for on ly
a reasonable period (also typica l ly 6 to 12 months). 

However, so that a person do es not have to sat i sfy an
excl us ion period each time he cha nges jobs or health pla n s,
p ortabil i ty re qu i rement s a l low workers and their dep endent s
to cont i nue their coverage through a new group or indiv id ua l

pla n. (Portabil i ty ru les shou ld be di s-
t i ng u i s hed from cont i nuat ion- of-
coverage re qu i rements such as those
enacted in the fe deral Con sol idate d
Om n i bus Budget Re concil iat ion Act
of 1985 [cobra]. cobra re qu i res
i n s u rers of firms with 20 or more
workers to cont i nue, for up to thre e
yea rs, the coverage of a person who
ot herw i se wou ld lose coverage, at a
premium not to exceed 102 per c ent
of the group rate. )

G ua ra nteed ac c ess, gua ra nte e d
renewabil i ty, limitat ions on excl us ion s, and portabil i ty
re qu i rements col le ct ively con st i tute an ef fort to repl icate
for indiv id ual and sma l l- g roup ma rkets the pool i ng of
heterogene ous risks that occu rs natu ra l ly in la rger employ-
er groups. By suppress i ng me dical underw ri t i ng, those
reforms also se ek to force insurers to comp ete on their abil-
i ty to promote ef f iciency in the del ivery of me dical ca re
rat her than on their abil i ty to ident ify and se g re gate ri s k s. 

Rate Compression Reforms intended to gua ra ntee ac c ess
to coverage cou ld not gua ra ntee that it wou ld be af for d-
able. Prop onents of rate compress ion arg ue that it do es
l i t t le good to en s u re that hig h- risk indiv id uals have ac c ess
to coverage, because most of them cou ld not af ford the
coverage if insurers are allowed to ex p erienc e- rate thei r
prem i u m s. 

Rate compress ion do es not se ek to re d uce prem i u m s,
on average, but rat her to re d uce the va riat ion in prem i u m s
ac ross groups and indiv id ua l s. One way to ma ke coverage
af for dable for hig h- risk indiv id uals is through com mu n i ty rat-
i ng, that is, to cha rge everyone the sa me price re ga r d less of
health (although lo cat ion and fa m ily size may st ill be use d
in set t i ng rates ) .

But there are both ef ficiency and equ i ty reasons to ques-
t ion a pu re com mu n i ty rate. On ef ficiency grou nd s, indi-
v id uals may be less incl i ned to use prevent ive ca re or to econ-
om ize on treat ment costs if pa rt of the cost of fa il u re to do

The absence of a federal policy affecting all
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states to take the lead in extending health-

insurance coverage to more individuals.



so is borne by everyone el se. On equ i ty grou nd s, a com-
mu n i ty rate may be obj e ct ionable insofar as it results in
t he subs idy of older and us ua l ly more hig h ly pa id workers
by you nger and relat ively low- pa id workers. Thus, most
states have adopted rat i ng band s, wh ich re qu i re premiums to
be within a certain ra nge (e. g., pl us or minus 25 per c ent) of
t he average premium for a given age or gender group.

S ome states do not allow rates to va ry with health status
but do allow ad just ments for demog raph ic cha racteri st ics.
That pract ice is known as ad justed or mo dified com mu n i ty rat i ng.

With rat i ng bands or mo dified com mu n i ty rat i ng, insur-
ers may set rates based on sele cted cha racteri st ics of
en rol le es. The res u l t i ng premiums will therefore va ry some-
what with ex p erienc e, but not nea rly as much as they wou ld
if they were pu rely ex p erienc e- b ase d.

POSSIBLE UNINTENDED CONSEQUENCES 

OF REFORM 

the various reforms that we have described are
i ntended to inc rease the nu m b er of people with hea l t h
i n s u ra nc e. But the interplay of those reforms with ma rket
complex i t ies and ot her publ ic prog rams and re g u lat ions may
well have yielded no inc rease in coverage, or even a de c rease.
There are several plaus i ble ex pla nat ion s:

• As noted ab ove, publ ic insura nce may crowd out
private coverage.

• S ubs idies or ot her ef forts to
re d uce health insura nce prem i-
ums may not re d uce prem i u m s
enough to cause mea n i ng fu l
i nc reases in dema nd for private
coverage, or they may ta rget to o
s mall a se g ment of the releva nt
p opu lat ion.

• S i m ila rly, risk pool i ng alone
may not re d uce premiums for
h ig h- risk indiv id uals enough to
ent ice them to en rol l.

• Worse st il l, rest rict ions on me dical underw ri t i ng
may lead to hig her premiums for people in low-
risk cate gories, caus i ng them to drop their coverage
or caus i ng insurers to withdraw from the ma rket,
pa rt icu la rly insurers who are unable to comp ete
on cost.

• At the worst ext reme, if too ma ny low risks drop
out and com mu n i ty rates ri se sha rply, hig her ri s k s
may then drop out, caus i ng rates to ri se fu rt her.
That pro c ess might lead to a “death spi ra l,” that is,
t he complete col lapse of the ma rket. Or the ma rket
m ight stabil ize at a new equ il i bri u m, where those
who most need coverage are among the sma l ler
nu m b er of people who st ill have coverage.

These comp et i ng arg u ments ca n not be weig hed by a pri-
ori reason i ng. Rat her, we must lo ok to empi rical ev idenc e
ab out whet her reforms have led to inc reased coverage or,
in fact, have been cou nterpro d uct ive.

THE EMPIRICAL EVIDENCE 

various studies, using different data sources and
met ho d s, have assessed the ef fe cts of health insura nc e
reform s. Most of the studies have qua nt ified the prob abil-
i ty that mem b ers of certain demog raph ic groups have some
form of health insura nc e. Such studies also have meas u re d
related outcomes, such as the prob abil i ty of hav i ng private
rat her than publ ic coverage, the prob abil i ty of privately
i n s u red people hav i ng group rat her than indiv id ual cover-
age, and the prob abil i ty of an employer’s of feri ng coverage.
Ot her, qua l i tat ive, studies have assessed more subt le iss ues,
s uch as the ef fe cts of reforms on comp et i t ive dy na m ics
a nd the interplay betwe en the private and publ ic se ctors.

We base the fol low i ng ana lysis ma i n ly on two of the
studies, one qua nt i tat ive and one qua l i tat ive. Two of us 
( Sloan and Conover) cond ucted a qua nt i tat ive, mu l t iva riate
a na lysis of pooled Cu rrent Popu lat ion Survey (cps) data for
adults for the yea rs 1989-94. cps is a la rge, nat iona l ly rep-
resentat ive survey cond ucted by the Bu reau of the Cen s us,
wh ich annua l ly col le cts informat ion ab out the natu re and
source of insura nce coverage. Informat ion ab out state
reforms was merged with cps data to ana lyze the ef fe cts of

sp e cific reforms and ot her factors af fe ct i ng the prob abil i-
ty of coverage.

The se cond study, cond ucted by Hall and col leag ues, is
an in- depth qua l i tat ive ana lysis of private ma rket reform s
in seven states. The Hall study con s i sts of more than 150
ex p ert interv iews with agent s, insurers, and re g u lators in
1997 and 1998.

We also summa rize the results of more than 30 ot her
qua nt i tat ive studies. Those studies ei t her used cps data for
yea rs ot her than 1989-94, ot her data ab out household s, or
data from a series of surveys of employers.

All of the eva l uat ions reach some con s i stent concl us ion s,
but they also dif fer in imp orta nt resp e ct s. Table 1 summa-
rizes, for each type of reform, the nu m b er of studies that est i-
mated pos i t ive, ne gat ive, or no ef fe ct on bei ng insured or
hav i ng ac c ess to insura nc e. For deta il s, go to
w w w. h p ol icy. d u ke. e d u / cyb erexcha nge / Re g u late / Pa re g u late. h t m l
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a nd cl ick on “I n s u ra nce Re g u lat ion, State Health Insura nc e
Ma rket Reform s” for a complete list of the studies and links
to their abst racts or full text (if ava ilable ) .

Overview Health care reforms generally have had limited
effects, either positive or negative, on health insurance
coverage. One must strain hard to find any effects because
the reforms have reached only a small fraction of the pop-
ulace or have fai led to address underlying problems, and
many other forces have been at work at the same time. Of
the small effects that can be detected, some are positive—
that is, they have led to greater coverage—some are nega-
tive, and others are ambiguous.

Medicaid Expansion Medicaid has been by far the most
influential reform, but the news is not entirely good. There
is evidence that Medicaid crowds out private insurance.

Sloan and Conover fou nd that in states with a “me d-
ically needy” option—which allows recipients to subtract
me dical ex p en ses from income for pu rp oses of determ i n i ng
Medicaid eligibility—people are less likely to have private
i n s u ra nc e. And those who have private insura nce are less like-
ly to have indiv id ual insura nce than group insura nc e.
A l t hough pre g na ncy (wh ich may ma ke one el ig i ble for Med-
ica id) has no ef fe ct on the prob abil i ty of hav i ng coverage, it
do es re d uce the prob abil i ty of hav i ng private insura nc e,
pa rt icu la rly indiv id ual private insura nc e. That is, inc rease d

Table 1

Number of Studies of the Effects of State Health Insurance Reforms on
Availability and Coverage

NUMBER OF STUDIES ESTIMATING THE EFFECTS OF REFORMS ON THE PROBABILITY OF:

BEING INSURED HAVING PRIVATE COVERAGE SMALL EMPLOYER OFFERING HL PLAN HAVING GROUP COVERAGE

Year first Slightly Slightly
TYPE OF REFORM enacted Lower No Effect Higher Lower No Effect Higher Lower No Effect Higher Higher Lower No Effect Higher

SCOPE OF COVERAGE
Mandated benefits (number) 2 ––– ––– 1 ––– ––– ––– 3 ––– ––– ––– 2 –––

Alcoholism treatment 1973 ––– 1 ––– 1 ––– ––– ––– 2 ––– ––– ––– 1 –––
Drug abuse treatment 1975 ––– 1 ––– 1 ––– ––– ––– 2 ––– 1 ––– 1 –––
Mental illness 1975 ––– 1 ––– ––– 1 ––– ––– 2 ––– ––– ––– 1 –––
Chiropractic services 1967 ––– 1 ––– ––– 1 ––– ––– 1 ––– ––– ––– 1 –––
Psychologist 1971 ––– ––– ––– ––– ––– ––– 1 ––– ––– ––– ––– ––– –––

AFFORDABILITY OF COVERAGE
High risk pool 1976 ––– 1 ––– ––– 1 ––– ––– 2 ––– ––– 1 ––– –––

No enrollment cap 1976 ––– 1 ––– ––– 1 ––– ––– ––– ––– ––– ––– ––– –––
With enrollment cap 1987 ––– 1 ––– ––– ––– 1 ––– ––– ––– ––– ––– ––– –––

Insurance premium rate regulation Pre-1985 1 ––– ––– ––– ––– ––– ––– 1 ––– ––– ––– ––– –––
Bare-bones coverage 1990 ––– 1 ––– ––– 1 ––– ––– 1 4 ––– 1 3 –––
Employer tax credits/subsidies 1987 ––– 1 ––– ––– 1 ––– ––– 2 2 ––– ––– 1 –––
Individual tax credits ––– 1 ––– ––– 1 ––– ––– ––– ––– ––– ––– 1 –––
Purchasing alliances 1992 ––– 1 ––– ––– ––– 1 ––– ––– 2 ––– ––– 2 1
MSAs 1993 ––– 1 –––- ––– 1 ––– ––– ––– ––– ––– ––– 1 –––

AVAILABILITY OF COVERAGE
Guaranteed issue (GI)

Small groups, all products ––– 3 ––– ––– 1 ––– ––– 3 ––– ––– ––– 1 –––
Small groups, some products 1990 ––– 2 ––– ––– 1 ––– ––– 1 ––– ––– ––– 1 –––
Industry redlining prohibited 1953 ––– ––– ––– ––– ––– ––– ––– 1 ––– ––– ––– ––– –––
Individual market 1993 ––– 1 ––– ––– 1 ––– ––– ––– ––– ––– ––– 1 –––

Guaranteed renewability (GR)
Small groups 1990 ––– 2 ––– ––– 1 ––– ––– 1 ––– ––– ––– 1 –––
Individual markets 1993 ––– 1 ––– ––– 1 ––– ––– ––– ––– ––– ––– 1 –––

Pre-existing conditions waiting period
Small groups 1955 ––– 2 ––– ––– 1 ––– ––– 1 ––– ––– ––– 1 –––
Individual markets 1992 ––– 1 ––– 1 1 ––– ––– ––– ––– ––– ––– 1 –––

Portability 1990 ––– ––– ––– ––– ––– ––– ––– ––– ––– ––– ––– ––– –––
Continuation of coverage requirements 1969 ––– ––– ––– ––– ––– ––– 1 1 ––– ––– ––– 1 –––

RATE COMPRESSION 1 ––– ––– ––– ––– ––– ––– ––– ––– ––– ––– ––– –––
Pure community rating (CR) 1992 1 ––– ––– 1 ––– 1 2 ––– 1 ––– 1 1 –––
Small group reform, rating bands 1953 ––– 2 ––– ––– 1 ––– ––– ––– ––– ––– ––– 1 –––
Individual market reform, rating bands 1992 ––– 1 ––– 1 ––– ––– ––– ––– ––– ––– ––– 1 –––

SMALL GROUP (SG) REFORM ––– ––– 1 ––– ––– ––– 1 ––– 2 ––– 1 ––– –––
All reforms (GI, GR, RR, Pre -ex, Port) 1990 ––– 1 2 ––– 1 ––– ––– ––– 1 ––– 1 1 –––
All reforms except GI 1992 ––– 2 ––– ––– 1 ––– ––– ––– 1 ––– 1 ––– –––
Only GR and RR 1991 ––– 1 ––– ––– ––– ––– ––– ––– ––– ––– ––– ––– –––
Any other combination 1990 ––– 2 ––– ––– 1 ––– ––– ––– ––– ––– ––– ––– –––

INDIVIDUAL (IND) MARKET REFORM ––– ––– ––– ––– ––– ––– ––– ––– ––– ––– 1 ––– –––
GI with rating restrictions 1993 2 ––– ––– ––– 1 ––– ––– ––– ––– ––– ––– ––– –––
All other types 1992 2 ––– ––– ––– 1 ––– ––– ––– ––– ––– ––– ––– –––

Note: For a list of the studies and links to their abstracts or full text (where available), go to www. h p o l i c y.duke.edu/cyberexchange/Regulate/Paregulate.html and click on “Insurance Regulation, State Health Insurance Market Reforms.”



coverage under Medicaid seems to be offset by a reduction
in the number of privately insured pregnant women.

These findi ngs are con s i stent with ot her studies show-
i ng that de cl i nes in private coverage of fset from 17 per c ent
to one- half of the addi t ions to Medica id rolls under the
broader el ig i bil i ty cri teria adopted in the late 1980s.

Affordability In contrast to the large effects of Medicaid
expansion, Sloan and Conover found that high-risk pools
do not have statistically significant effects on the probabil-
ity of being insured. That finding is consistent with other
studies showing that such pools do not affect the likeli-
hood of insurance offers by small firms. The finding is also
consistent with common sense: in most states with high-
risk pools, coverage is measured in thousands whereas the
number of uninsured often is measured in hundreds of
thousands or millions. Sloan and
Conover also found some evidence
of “crowd-out,” as risk pools were
associated with a lower likelihood
of having group coverage.

For benefit ma ndates, the res u l t s
of the Sloan and Conover study imply
that the elimination of 11 mandates
( t he sa mple mean) wou ld de c rease
t he prop ort ion of adults without cov-
erage from 18 per c ent to 14 per c ent.
That is, of adults who lack coverage, between one-fifth and
one- fou rth lack coverage because of benefit ma ndates. That
fig u re is con s i stent with ot her est i mates. With one exc ept ion,
ot her studies that have at tempted to isolate the ef fe cts of the
more ex p en s ive ma ndates (e. g., those for alcoholism or drug
abuse treat ment), genera l ly have fou nd no ef fe cts on cover-
age or, less frequently, negative effects.

A l t hough much less studie d, health insura nce prem i u m
rate re g u lat ion also has been fou nd to have no ef fe ct s, or —
as the ory wou ld pre dict — ne gat ive ef fe cts on coverage.
Sele ct ive overridi ng of ma ndates through bare- b ones pla n s
do es not inc rease the prob abil i ty of bei ng insured and has
no ef fe ct on group coverage. Although a few studies have
fou nd that the use of bare- b ones plans slig h t ly inc reases the
fract ion of small employers of feri ng coverage, Sloan and
Conover fou nd that the use of bare- b ones plans has cause d
a stat i st ica l ly sig n ifica nt drop in the fract ion of employe es
t hat have g roup coverage.

S i m ila rly, employer tax cre dits and ot her ef forts to sub-
s idize coverage have not not ic eably inc reased the prob abil-
i ty of coverage, in pa rt for three reason s: employers often were
not awa re of such prog ra m s, some ef forts were ge og raph ica l ly
l i m i ted demon st rat ion initiat ives, and ot hers were time- l i m-
i ted subs idies that employers ev ident ly fou nd insuf ficient ly
ent ici ng. Some studies did find a slight inc rease in employer
of fers of coverage, but on the whole there was far less
resp on se to such inc ent ives than reformers had hoped for.

Reformers’ at tempts to ach ieve greater ef ficiencies in the
s ma l l- g roup ma rket have met with little more suc c ess. There
is some ev idence that publ ic pu r chas i ng co op erat ives have had

s l ight pos i t ive ef fe cts on the ava ilabil i ty of plans among
s mall employers and on the overall odds of hav i ng group or
private coverage. However, because such co op erat ives have
m i nus cu le en rol l ment s — typica l ly sing le- digit ma rket- p en-
et rat ion rates for el ig i ble groups — t hey have pro d uced no
meas u rable ef fe ct on the prob abil i ty of bei ng insure d.

I nd ust ry pa rt icipa nt s’ views of publ ic pu r chas i ng co op-
erat ives are inst ruct ive. Agent s, who fear bei ng driven out
of bus i ness if the co op erat ives are suc c essfu l, are host ile to
t hem. Also, both agents and insurers have an innate ant ipa-
t hy toward govern ment- sp on sored orga n izat ion s. Ma ny
co op erat ives have been op erated in a way that ma kes them
mag nets for hig her- risk people, wh ich di s cou rages insurers
from pa rt icipat i ng, thereby re d uci ng the poss i bil i ty of com-
p et i t ive biddi ng. Fi na l ly, it is dif ficult to ach ieve substa nt ia l
ad m i n i st rat ive ef ficiencies through co op erat ives, for two rea-

son s: they dupl icate ma ny of the fu nct ions performed by
i n s u rers and agent s, and they us ua l ly re qu i re indiv id ua l
sele ct ion of insura nce by employe es rat her than group
of feri ngs through employers.

Small-Group and Individual Market Reforms The many pro-
v i s ions of sma l l- g roup and indiv id ual ma rket reform s
i ntended to ex pa nd ac c ess to coverage have had no
detectable effect—positive or negative.

Sloan and Conover fou nd that the prob abil i ty of bei ng
i n s u red has not been af fe cted by cha nges in underw ri t i ng
ru les (e. g., gua ra nteed iss ue, gua ra nteed renewabil i ty, lim-
i tat ion of wa i t i ng periods for pre- ex i st i ng condi t ions wa i t-
i ng perio d s, and portabil i ty). Nor have those cha nges af fe ct-
ed the prob abil i ty of hav i ng private coverage, or the
prob abil i ty of hav i ng group coverage. Ot hers who have
a na lyzed the ef fe cts of the sa me reform s, in the sa me deta il,
have reached the sa me concl us ion s.

Studies of the ef fe cts of less- st ri ngent underw ri t i ng
ru les on small employers’ de ci s ions to of fer coverage sim-
ila rly have fou nd no dete ctable ef fe ct s. Likew i se, a nu m b er
of qua nt i tat ive studies of the sma l l- g roup ma rket have
fou nd that op en en rol l ment and com mu n i ty rat i ng have lit-
t le or no ef fe ct on the prob abil i ty of bei ng insure d, whet her
t he rat i ng rest rict ions are lo ose or st rict.

The on ly di s c ernable ef fe ct of underw ri t i ng reform has
b e en in the ma rket for indiv id ual insura nc e. Sloan and
Conover fou nd that the imp os i t ion of mo dified com mu n i ty
rat i ng has had a ne gat ive ef fe ct on private coverage but no
dete ctable ef fe ct on the odds of bei ng insure d. Interest i ng ly,

Employer tax credits and other efforts to 

subsidize coverage have not noticeably increased

the probability of coverage.



for the insured popu lat ion, com mu n i ty rat i ng inc reases the
fract ion of people who have publ ic rat her than private insur-
a nc e. That findi ng poi nts to a “reverse crowd out,” in wh ich
some people who appa rent ly are driven out of the private ma r-
ket by hig her premiums are able to join publ ic prog ra m s.

I nterv iews with ind ust ry sou r c es suggest two reason s
for the neut ral or ne gat ive ef fe cts of underw ri t i ng ru les.
Fi rst, me dical underw ri t i ng was less ef fe ct ive than had been
b el ieve d; therefore, most employer- sp on sored groups that
had wa nted insura nce before rest rict ions on underw ri t i ng
were able to get insura nc e, and most of those that had not
b e en able to af ford coverage st ill ca n not. Se cond, insurers
can st ill ta ilor the risks they ac c ept by the ways in wh ich they

pac kage benefit s, ma rket pol icies, and work within allow-
able rat i ng st ructu res.

I nd ust ry sou r c es also ex plain why the ef fe cts of under-
w ri t i ng reforms have not been as ne gat ive as pre dicted by
ma ny in the ind ust ry. The sou r c es observe that the greatest
p otent ial for ha rm lies in the indiv id ual ma rket, where
adverse sele ct ion is much more likely. (That observat ion is
con s i stent with qua nt i tat ive findi ngs of Sloan and Conover
ci ted ab ove and with ac cou nts from the states of New York
a nd Was h i ngton, where reforms to the indiv id ual ma rket
have created ma ny more problems than group- ma rket
reform s.) In the sma l l- g roup ma rket, even pu re com mu n i-
ty rat i ng has not been severely di s rupt ive because enoug h
i n s u rers have been wil l i ng to comp ete on those term s.

I nde e d, since reform, price comp et i t ion for sma l l-
g roup bus i ness has been more inten se, in pa rt because of
t he movement to ma naged ca re, in wh ich insurers have vie d
agg ress ively for ma rket sha res la rge enough to just ify
i nvest ments in prov ider network s. But the movement to
ma naged ca re may itself have been pre cipi tated by reform
laws, wh ich were intende d, in pa rt, to force insurers to
adopt the ma nagement te ch n iques of hmos. Inde e d, some
studies have fou nd that even though sma l l- g roup reform s
have not have their intended ef fe cts on coverage, they have
cha nged the ma rket by ac c elerat i ng a trend toward hmos.
Conversely, sma l l- g roup reforms genera l ly have been more
ef fe ct ive in areas that have hig her conc ent rat ions of ma n-
age d- ca re pla n s. 

The Collective Effects of Reform Perhaps we have fo cused on
t he tre es and have fa iled to see the forest. Even if no pa rt icu la r
state reform has had a not ic eably pos i t ive ef fe ct on coverage,
it is poss i ble that state reforms have been col le ct ively ef fe ct ive.

Several studies at tempted to agg re gate sma l l- g roup
reforms into cl usters on a cont i nuum from “st ri ngent” to
“wea k.” The results are not encou rag i ng. Although the
studies, on average, indicate that sma l l- g roup reform has
i nc reased slig h t ly the prop en s i ty of small employers to of fer
coverage, the studies also col le ct ively indicate that, if any-
t h i ng, sma l l- g roup reform re d uces t he odds that an indiv id-
ual worker will have group coverage. 

These se em i ng ly pa radox ical findi ngs mirror a cu rrent,
nat ion w ide trend. There are now more small firms of feri ng
coverage than there were a few yea rs ago, but ma ny of them
a re shift i ng more of the premium costs to employe es. As a
res u l t, en rol l ment rates have de cl i ned by more than enoug h

to of fset the inc rease in the nu m b er
of employers of feri ng insura nc e.
E mploye es may de cl i ne insura nc e
for them selves or their dep endent s
u nder an employer’s plan because
t hey con s ider their sha re of the pre-
mium too high or have ac c ess to
more suitable or less ex p en s ive cov-
erage from anot her source (e. g., a
sp ouse’s employer). The net res u l t
has been de cl i n i ng group coverage

for employe es of small firm s.
The real iss ue is not what has happ ened to group or

private coverage but whet her reform genera l ly has le d
to inc reased coverage. Most of the studies of reform pac k-
ages fou nd no dete ctable ef fe ct. Two such studies show
t hat sma l l- g roup reform — st ri ngent reform, in pa rt icu-
la r —has made it more likely that a sma l l- f i rm employe e
w ill be insure d. However, because of the incon s i stency of
f i ndi ngs it is dif f icult to ma ke a st rong case in favor of
reform from the ev idence at ha nd. 

I nterv iews with insurers and agents help us understa nd
why sma l l- g roup reform has been relat ively inef fe ct ive.
I n s u rers and agents ex plain that most insura nce sa les are to
p e ople who already have coverage. Such indiv id uals are
pric e- sen s i t ive; that is, slight dif ferenc es in price will cause
t hem to sw i tch plans or insurers. That ef fe ct that has been
heig h tened by reforms that foster portabil i ty and cont i nu-
i ty of coverage. In sum, ma rket reform has pre cipi tate d
i nten se price comp et i t ion, wh ich has helped to ke ep peo-
ple in the ma rket but has not drawn la rge nu m b ers of pre-
v ious ly uninsured people into the ma rket.

More over, low- cost pol icies with relat ively few benefit s
have not sold wel l, for three reason s:

• S ubs c ri b ers have become ac customed to, and
cont i nue to dema nd, comprehen s ive coverage.

• I n s u ra nce agent s, who most ly work on com m i s-
s ion, are rel ucta nt to of fer bare- b ones pla n s.

• I n s u rers are rel ucta nt to em brace pol icies that do
not match the st ructu re of their cu rrent port fol ios
or their automated claims and actua rial system s.

All of the evidence from the few available aggre-

gate studies indicates that individual market

reform has decreased the odds of being insured.



In cont rast to the weak or incon s i stent findi ngs ab out
s ma l l- g roup reform, all of the ev idence from the few ava il-
able agg re gate studies indicates that indiv id ual ma rket
reform has dec re ased t he odds of bei ng insure d. The ne gat ive
ef fe ct of com mu n i ty rat i ng for the indiv id ual ma rket is
confirmed by Ha l l’s qua l i tat ive study. He do cu ments la rge
nu m b ers of insurers droppi ng out of the ma rket, insurers
de cl i n i ng to of fer indem n i ty coverage, premium inc reases,
covert risk sele ct ion, and ci r cu m vent ion of ma rket and re g-
u latory bor ders.

However, there is no ev idence of ma rket col lapse or
a nyt h i ng like a death spi ra l. Even under st ri ngent com mu-
n i ty rat i ng, ma rkets for indiv id ual insura nce in most states
( p oss i bly exc ept i ng Kentuc ky) have reached new equ il i bri-
ums at hig her pric es. Fewer people are covered but those
who are covered are genera l ly older and sic ker. 

It se em s, for the moment, that empi rical ev idence has
sou nd ly trou nced the worst fea rs based on the ory.

C O N C LU S I O N S

the generally inconclusive evidence about the
ef fe cts of state reforms may refle ct the inherent dif ficu l ty

of meas u ri ng complex and subt le phenomena. Althoug h
some studies drew on sma l l, state- level sa mples, those
b ased on the Cu rrent Popu lat ion Survey had ample stat i s-
t ical power. And although some studies incl uded on ly a
l i m i ted nu m b er of va riables — a nd thus were unable to
dete ct or cont rol for complex interact ive and confou nd-
i ng factors — Sloan and Conover incl uded a full slate of
reforms and ma ny demog raph ic, income, and di sabil i ty
va riables, wh ich had stat i st ica l ly sig n ifica nt ef fe cts on cov-
erage in ant icipated di re ct ion s. 

More troubl i ng is the poss i bil i ty that state reforms may
be endogenous; that is, states with la rge nu m b ers of unin-
s u red people may have been more likely than ot her states
to adopt reform s. In that event, the ef fe ct iveness of reform s
may have been mas ke d. That poss i bil i ty is dif ficult to test
or corre ct for because there are so ma ny reforms and states
to con s ider. Some ass u ra nce comes from the fact that the
studies we have surveyed here used a va riety of stat i st ica l
te ch n iques, wh ich suggests ei t her that endogenei ty is not a
s ig n ifica nt factor or that the studies yielded similar findi ngs
despi te some endogenei ty. 

Of cou rse, it may simply be too so on to know the ef fe ct s
of state reform s. As one actua ry ex pla i ned in 1998, ma rket
reforms were then on ly “four yea rs you ng”; even a “s low
t ric kle” of bet ter risks leav i ng the ma rket might sig nal the
sta rt of a prot racted death spi ra l.

Ot her observers note that ma rket reforms were, by
happy coi ncidenc e, enacted at a low poi nt of cycl ical under-
w ri t i ng profitabil i ty, duri ng an inten se bat t le among ma n-
age d- ca re firms for ma rket sha re. Now that insurers are
con sol idat i ng and ma k i ng up for past losses, vulnerable
g roups may bear the bru nt of inev i table cost inc reases.

Yet ot her observers are hop eful that a new generat ion
of reform s, fo cused on pa rt icu lar ma rket se g ments and
des ig ned with greater soph i st icat ion, will prove more

ef fe ct ive. Such new reforms might incl ude subs idies for
u n i n s u red ch ild ren and private asso ciat ions for indiv id u-
als or small groups. 

What do es se em clear is that it is hard to con st ruct a
reform that has a meas u rable ef fe ct without ma k i ng things
worse. If subs idies are too sma l l, they have no ef fe ct. But if
t hey are la rge enough to have an ef fe ct, they cause crow d-
i ng out; that is, people drop private coverage to move to sub-
s idized prog ra m s. Simila rly, reforms in the private ma rket
stabil ize en rol l ment, at best, but also ma ke insura nce more
ac c ess i ble to hig her- risk indiv id ua l s. If that insura nc e
proves too at t ract ive to hig her ri s k s, however, rates will go
up, lower- risk indiv id uals will drop out, and total en rol l-
ment will de c rease.

S uch dilem mas are int ractable in a system that ma i nta i n s
b oth publ ic and private insura nc e, has a skewed risk di s-
t ri but ion, and leaves it to the indiv id ual to chose (or de cl i ne )
coverage. Perhaps, with more empi rical study, it will be
p oss i ble to determ i ne whet her futu re reforms can over-
come those dau nt i ng odd s. 
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